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ANY  ENTERPRISE 

PARTNER  CAN  SAVE 

YOU  MONEY  FOR  A  DAY.  BUT 

HOW  ABOUT 

A  DECADE? 


NOW  IS  THE  TIME  TO 

partner  with  Dell,  a  proven  leader  in 
designing  enterprise  solutions  that  add 
more  flexibility,  help  simplify  operations, 
and  scale  every  IT  dollar.  Everything  from 
PowerEdge  Server  technology  with  the 
performance  and  reliability  of  Intel® 
Xeon™  Processors,  to  complete  storage 
solutions  and  end-to-end  services  for 
planning,  implementing  and  managing 
your  data  center.  All  direct  from  one  place. 
Get  more  out  of  the  next  decade  and 

GET  MORE  OUT  OF  NOW. 


For  more  about  Dell  solutions 
Click  www.dell.com/enterprise2 


Call  (ton  tre.)  1.866.219.2668 
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ADVERTISEMENT 


Building  Business  Around  Customer 

The  Key  to  Growth  and  Long-Term  Competitive  Advantac 


If  there's  one  word  that  describes 
the  challenges  confronting  today's 
businesses,  it's  growth.  Growth  in  sales. 
In  profitability.  And  in  market  share.  So 
important  has  the  emphasis  on  growth 
become  that  a  company's  stock  can 
nosedive  if  its  sales  or  net  income  fail  to  meet 
analysts'  growth  projections— even  if  sales  and 
profits  are  up. 

But  generating  corporate  growth  is  not  the 
straightforward  matter  it  once  was.  As  Thomas 
L.  Friedman  writes  in  his  new  book  "The  World  Is 
Flat,"  the  lowering  of  trade  barriers  and  exponential 
advances  in  technology  have  made  it  possible 
to  do  business  instantaneously  with  billions  of 
people  across  the  planet— and  to  do  business  from 
anywhere  on  the  planet  — almost  regardless  of 
company  size.  The  result:  established  companies 
now  often  must  struggle  just  to  maintain  their 
current  position,  much  less  improve  it.  Indeed, 
the  current  'topple  rate'  (the  frequency  at  which 
established  companies  lose  their  leadership 
position)  has  doubled  since  the  1970s. 

A  global  survey  conducted  last  year  by  IBM 
underscores  just  how  difficult  corporate  growth  is  to 
achieve.  Even  though  four  out  of  five  responding  CEOs 
named  growth  as  their  top  corporate  priority,  almost 
half  strongly  agreed  that  their  companies  were  not 
currently  reaching  their  growth  potential.  And  among 
larger  companies,  fewer  than  one-third  were  highly 
confident  that  they  would  achieve  their  growth  goals. 


The  Importance  of  Customers 

So  what's  the  answer?  Research  repeatedly 
demonstrates  that  the  key  to  corporate  growth  is 
the  same  as  it  has  always  been:  delivering  the  valt 
that  customers  want,  and  delivering  it  in  new  and 
innovative  ways.  Harvard  Business  School  profess 
Clayton  Christiansen  made  this  thesis  the  central 
point  of  his  1994  book,  "The  Innovator's  Solution 
The  secret  to  growth-promoting  innovation,  he  sai 
lay  in  "breaking  the  mold"  in  satisfying  customers 
needs  and  expectations.  In  fact,  companies  that 
differentiate  themselves  in  this  way  are  more  than 
six  times  as  likely  to  achieve  their  growth  goals  as 
are  those  that  pursue  more  incremental  approache 

What's  more,  a  study  of  high-  and  low-performingj 
firms,  carried  out  by  Accenture  earlier  this  year, 
uncovered  that  40%  of  the  difference  in  revenue 
growth  and  38%  of  the  difference  in  shareholder 
value  was  due  directly  to  their  ability  to  enhance 
customer  loyalty.  And  a  2004  survey  by  the 
University  of  Michigan's  National  Quality  Research 
Center  determined  that  increasing  a  company's 
customer  satisfaction  by  just  1%  was  associated 
with  a  3%  increase  in  market  capitalization. 

Embracing  the  Opportunity 

Yet  most  corporations  don't  seem  to  be  getting 
the  message.  A  2004  Deloitte  survey  of  150 
technology  CEOs  — a  group  one  would  presume 
was  highly  skilled  in  using  innovation  to  deliver 
greater  customer  value  — discovered  that  just 
6%  of  these  firms  view  customer  loyalty  as  their 
biggest  challenge  to  sustaining  revenue  growth. 
Bringing  new  products  to  the  marketplace,  hiring 
salespeople  and  developing  strategic  relationships 
all  ranked  higher. 

While  recognizing  the  importance  of  customers  to 
corporate  growth  is  critical  — it's  only  the  first  step. 
How  do  firms  develop  sound  customer-focused 
strategies  and  then  mobilize  the  right  combination 
of  people,  processes,  and  technology  to  bring 
those  strategies  to  life?  How  do  they  translate 
their  customer-focused  initiatives  into  actual 
improvements  in  revenues,  profits,  and  market 
share?  We'll  explore  these  vital  questions  and 
others  in  upcoming  articles  in  this  series. 
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THE   ADVANTAGES  of 


DOING  BUSINESS 
IN  ATTU  STATION, 


It's  easy  to  remember 
13  customers'  names 
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It's  easy  to  solve 
13  customers'  problems 


It's  easy  to  know  what . 
13  customers  will  want  next 


It's  easy  to  keep 
13  customers  loyal 

i  especially  when  you  e 


You  don't  manage  13  customers.  You  manage  thousands, 
but  that  doesn't  mean  you  can't  treat  them  like  neighbors. 


Envy  the  small  town  businessman.  He  spends  every 
working  hour  personally  attending  to  every  aspect 
of  his  biggest  business  opportunity:  his  customers. 
He  knows  every  idiosyncrasy  and  can  predict  every 
problem.  At  Siebel  we  know  how  hard  it  is  to  retain 
this  level  of  customer  attention  when  you  are 


selling  to  thousands,  not  tens.  That's  why  we  provide 
software  solutions  to  help  companies  create 
richer,  deeper,  more  responsive  relationships  that 
yield  tangible  results.  When  you're  ready  to  get 
serious  about  customers,  call  the  people  more 
businesses  of  every  size  rely  on  at  1-800-366-5818. 


ITS  ALL  ABOUT  THE  CUSTOMER 


For  real  world  results  featuring  world-class  customer-driven  companies,  go  to  www.siebel.com/thecustomer 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS           ^ 

THendrick's 

hS30/750ml 

Most^V 
Flavorful^J 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


<l £ 

A  Most  Unusual  Gin 
hendricksGin.com 
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Beyond  Wi-Fi:  The  High-Speed 
Wireless  Race  Is  On 

A  slew  of  new  mobile  broadband 
technologies  could  make  today's 
Wi-Fi  seem  like  dial-up.  Competition 
among  these  upstarts,  however, 
promises  to  be  fierce.  In  this  Special 
Report,  you'll  find  out  what's 
happening  in  the  worlds  of  WiMax, 
Ultra  Wideband,  ZigBee,  and  more. 
And  you'll  get  the  lowdown  on 
applications  that  will  take 
advantage  of  the  new  technologies' 
capabilities,  from  mobile  blogging  to 
cell-phone  cinema.  Plus:  View  our 
slide  show  of  new  wireless  gadgets 


A  Bargain  Hunter's 
Top  10  Stocks 

With  an  eye  for  cash  flow  and  an  opportunist's 
appetite  for  controversy,  Christopher  Zook  of 
money-manager  CAZ  Investments  finds  large-caps 
like  AIG  and  Disney  too  good  to  miss 


Computer  Security: 
Going  After  the  Guardians 

Think  you're  safe  with  your  firewall  and  antivirus 
program?  Maybe  not.  Hackers  are  moving  beyond 
Microsoft  and  finding  flaws  in  security  software 

Our  "Deal  Flow"  BlogNow 
Runs  Deeper  and  Wider 

With  a  doubling  of  its  team  to  four  bloggers,  M&A, 
IPOs,  and  venture  capital  will  be  getting  more  scru- 
tiny. Among  recent  posts:  "Health  care's  dot-com  era?" 
and  "Michael  Moritz  on  sociopathic  entrepreneurs" 
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Tune  in  This  Weekend  for 

I  Destination  CEO:  Thomas  Kunz,  Century  2 1 1  Choosing  a  Diamond 
Find  program  dates  and  times  in  your  area  at  www.businessweektY.can 


They've  got  the  new  suits. 

We've  got  the  old  pros. 


firms  hire  right  off  the  college  campus,  dress  their  new 

in   nice   suits,  and   put  them  on  your  critical  assignment. 

us.    Jefferson  Wells  only  hires  experienced  professionals. 

ns    of    specialists    with    serious    credentials    and    years    of 

tical,  hands  on  accounting  experience.  On-the-job  training 

ine.   But   not  when   it's  your  job.   www.jeffersonwells.com 
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...you've  got  outstanding  network  reliability. 

.you've  got  an  extremely  low  total  cost  of  ownership. 

...you've  got  Kyocera  printers  and  MFP's. 
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People  Friendly. 


To  get  ahead  in  business,  you  need  proven  performers  -  like  color  and 
monochrome  Kyocera  printers,  copiers  and  MFP's.  With  everything  from 
desktop  printers  to  high  volume  MFP's,  our  document  solutions  keep 
you  ahead  of  the  competition.  Our  advanced  technology  makes  things 
simple  for  employees  to  use,  and  easy  for  IT  departments  to  administer.  All 
with  an  extremely  low  cost  of  ownership.  So  choose  Kyocera  -  the  kind  of 
performers  that  make  a  CEO  smile,  www.kyoceramita.com/us 

The  New  Value  Frontier 
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"To  be  a  great 
philanthropist  with 
other  people's 
money  really  is  not 
very  persuasive." 

-U.S.  District  Judge  Leonard  Sand 

sentencing  John  and  Timothy  Rigas 

for  looting  hundreds  of  millions  from 

Adelphia  Communications 
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WHISTLE-BLOWERS 

NO  HARD 

FEELINGS, 

DEAR 

AT  THEIR  11TH  wedding 

anniversary  dinner  in 
2002,  marketing  guru 
Roger  Blackwell  says 
lis  then-wife  told  him 
'she  was  going  to 
ook  for  someone 
letter."  In  fact,  Tina 
Stephan  may  well 

lelp  land  Blackwell        

ji  jail.  Her  testimony     ^™ 
vas  key  to  a  federal  trial  that 
•nded  on  June  20  with 
ilackwell's  conviction  on 
nsider  trading  charges  in 
jdumbus,  Ohio.  Blackwell, 
>4,  was  a  director  at 
Vorthington  Foods  when  it 
vas  sold  to  Kellogg  in  1999. 
I  ie  was  found  guilty  of 
ipping  off  friends,  an 
mployee,  and  family 


BLACKWELL 

His  ex  had  a 
lot  to  say 


members  about  the  pending 
sale.  Stephan,  39,  who  agre- 
ed with  Blackwell  to  end 
their  marriage  last  October, 
was  named  an  unindicted 
co -conspirator.  In  exchange 
for  immunity,  she 
testified  that  she  and 
Blackwell  gave 
$20,000  to  her 
mother  to  buy  Worth- 
ington  shares  and 
that  they  destroyed 
evidence  related  to 
the  case. 

Stephan  eventually 
became  engaged  to 
Terry  Lundgren, 
ceo  of  Federated  Department 
Stores.  Blackwell  plans  an 
appeal.  He  already  has  resig- 
ned as  a  marketing  professor 
at  Ohio  State  University. 
Blackwell  is  scheduled  for 
sentencing  later  this  year.  He 
faces  possible  fines  and  a 
lengthy  jail  term.  Maybe  all 
is  not  fair  in  love  and  war, 
after  all.  -Robert  Berner 


THE  BIG  PICTURE 

rAKlNG  NAMES  Millions  of  Americans  have 
lad  their  privacy  breached  this  year,  through 
ost  files  or  computer  hackers.  Data  lost 
nclude  credit-card  numbers,  Social  Security 
lumbers,  addresses,  and  phone  numbers. 
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PEOPLE  AFFECTED 


MASTERCARD 

4U  million 

ilTIFINANCIAL 

OmZJ  million 

BW  SHOES 

J.a4  million 

SANK  OF  AMERICA 

L.4Lt  million 

'ipany  reports 
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GERSTNER 

A  culture 
changer 


MORGAN  MAKEOVER 

Gerstner's  Next 
Fixer-Upper? 

CAN  FORMER  IBM  CEO  Louis  Gerstner  Jr.  fix  Morgan  Stanley?  The 

firm's  board  of  directors  maybe  considering  it.  Gerstner's 
name  is  among  those  making  the  rounds  in  one  corner  of 
Morgan  Stanley  as  a  possible  successor  to  Philip  Purcell. 
Through  spokespeople,  Gerstner  and  Morgan  declined  to 
comment.  A  spokesman  for  Charles  Knight,  head  of  the  search 
committee,  did  not  return  a  call  seeking  comment. 

Gerstner  would  be  a  controversial  choice.  A  key  task  for  any 
candidate  will  be  to  stop  Morgan  Stanley's  top  investment  bank- 
ers from  leaving.  Most  names  mentioned  so  far,  such  as  former 
Citigroup  Co-CEO  John  Reed,  have  Wall  Street  experience.  By 
contrast,  Gerstner  has  chaired  the  private  equity  firm  Carlyle 
Group  since  2003  and  was  president  of  American  Express.  Still, 
it's  easy  to  see  why  some  might  think  Gerstner,  63,  could  work. 
At  IBM,  he  remade  one  of  Big  Business'  most  ingrained  and  dys- 
functional cultures.  Some  think  if  Morgan  Stanley's  board  keeps 
ruling  out  former  President  John  Mack,  Gerstner  could  be  the 
next  best  option.  "If  they're  not  going  to  bring  Mack  back,  they 
need  something  dramatic.  Gerstner  is  dramatic,"  says  money 
manager  Michael  Holland  of  Holland  &  Co.    -Emily  Thornton 
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WILSON 

Jettisoning 
stock 


PLANE  TALK 

MAYDAY  FOR 
NORTHWEST 
SHARES 

THE  BUZZ  AMONG  Northwest 

Airlines  employees  is  that 

management  says  it  may  file 

Chapter  11  if  unions  won't 

give  up  $1.1  billion 

in  cuts  and  the 

airline  can't  put  off 

paying  $3.8  billion 

to  fund  pensions. 

From  the  way 

managers  have  been 

unloading 

Northwest  stock,  it 

looks  as  if  they  don't 

expect  to  prevail. 

After  virtually  no 

activity  in  early 

2005,  Chairman 

Gary  Wilson  has  sold  2.9 

million  shares  since  mid-May, 

for  more  than  $15.5  million. 

The  sales  came  almost  daily  in 

June,  reducing  his  holdings  by 

68%,  according  to  Securities 

EXECUTIVE  SUITE 

WHY THE BOSS 
REALLY  HAD  TO 
SAY GOODBYE 

WHEN  A  BOARD  takes  a  broom 
to  its  CEO,. the  explanation 
often  is  dressed  up  with 
niceties  about  "philosophical 
differences."  But  what  do 
board  members  really  think? 
Training  company  Leader- 
ship IQ  quizzed  1,087  direc- 
tors about  what  caused  them 
to  lose  faith.  Among  CEOs 
who  got  fired,  31%  were  seen 
as  having  mismanaged 
change.  Close  behind,  28% 
ignored  customers,  and  27% 
tolerated  low  performers. 
Then  there  were  the  23% 
who  were  canned  for 
"denying  reality."  Nothing 
makes  it  real  like  a  pink 
slip.         -Jessi  Hempel 
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&  Exchange  Commission 
filings.  Wilson  is  the  top  seller, 
but  he's  not  alone.  CEO 
Douglas  Steenland  cashed  in 
117,000  shares  in  the  second 
quarter,  while  two  executive 
vice-presidents  reported 
smaller  sales.  The  execs 
declined  to  comment,  through 
a  spokesman,  but  Wilson  says 
in  filings  the  sales  fall  under  a 
trading  schedule  he 
began  on  Apr.  26. 

The  insider  sales 
and  bankruptcy 
talk  have  helped  cut 
Northwest' s  share 
price  by  half  in 
2005,  to  around  $5. 
Typically  a  stock 
loses  most  of  its 
value  right  after  a  bank- 
ruptcy filing  and  is 
voided  when  it  emer- 
ges. So  Ted  Ludwig, 
president  of  the  Aircraft 
Mechanics  Fraternal  Assn.  at 
Northwest,  asks:  "Do  they 
know  something  we  don't?" 
Workers  could  find  out 
soon.       -Michael  Arndt 


NUMBERS  GAMES 

TALENT  SCOUTS  U.S.  computer  and  health- 
care companies  have  long  looked  to  fill  talen 
shortages  by  recruiting  overseas.  Now  accou 
ting  firms  are  following  suit.  The  sixth-largest 
audit  firm,  BDO  Seidman,  says  it  will  fill  80  o 
its  600  new  domestic  spots  with  global  hires  1 
2005-up  from  20  last  year.  Of  those,  37  are 
Filipinos.  Others  hail  from  South  Africa,  India 
and  Europe.  Newcomers  will  stay  a  minimurr 
of  three  months,  but  most  are  on  three-to-six 
year  visas.  Hiring  overseas  costs  about  20% 
more,  once  you  figure  in  visas,  lawyers,  and 
temporary  housing.  But  BDO  says  it  couldn't 
find  enough  qualified  U.S.  candidates  to 
handle  the  40%  to  60%  more  audit  hours 
required  by  Sarbanes-Oxley.  -Nanette  Byrne 


the  WERE  ALL  ON 

A  DIFFERENT  PAGE  era  is  over 
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Your  potential.  Our  passion. 

Microsoft 


Microsoft1  Office  has  evolved.  Have  you? 

After  all,  the  way  we  work  has  changed.  These 
days,  the  bigger  the  team,  the  harder  it  is  to 
work  together.  That's  why  the  latest  version  of 
Microsoft  Office  allows  easy  access  to  Team 
Workspaces.  Step  up  to  a  world  where  shared 
locations  hold  documents,  schedules,  tasks,  and 
announcements.  It's  time  to  evolve  the  way  you 
work.  Discover  how  at  microsoft.com/office/evolve 


It's  time  to  upgrade 
our  Office  97. 


Brilliant.       /  / 

sir 


It**  531 

Office 


Microsoft 
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FILLING  UP 

AMGEN'S 

PIPELINE 

Dr.  Roger  Perlmutter  is  feeling 
more  optimistic  about  Amgen 
than  when  he  joined  as  re- 
search chief  in  2001.  Then  the 
biotech  giant  was  facing  heat 
over  its  thin  drug  pipeline.  So 
Perlmutter  axed  dozens  of  the 
least  promising  lab  efforts. 
That  discipline  is  starting  to 
pay  off.  Amgen  has  released 
encouraging  early  data  on 
osteoporosis  and  cancer 
drugs;  1C  more  are  ready  for 
human  testing.  Perlmutter. 
executive  vice-president  for 
research  and  development, 
predicts  Amgen  will  apply  for 
Food  &  Drug  Administration 
approval  for  four  products  in 
the  next  five  years. 

Tell  that  to  Wall  Street. 
Despite  23%  first-quarter 
earnings  growth,  Amgen  stock 
has  dropped  $3,  to  $61.  since 
Jan.  1.  That  may  be  because 
Perlmutter  can't  predict  the 
potential  of  the  osteoporosis 
and  cancer  drugs  until  late- 
stage  trial  data  is  released 
starting  later  this  year.  "I  pretty 
much  know  [the  drugs]  are 
going  to  work.  But  what's  the 
commercial  trajectory?  I  don't 
know."  Investors  are  watching 
carefully.  -Arlene  Weintraub 


TRICKS  OF  TRADE 

CRAFTSMAN: 
MADE  IN  USA 
(SORT  OF) 

SEARS  IS  EXTREMELY  PROUD  of 

the  American  heritage  of  its 
Craftsman  line  of  tools.  The 
point  was  driven  home  in 
a  recent  episode  of  the 
Travel  Channel  TV  series 
John  Ratzeriberger's 
Made  in  America  that 
extolled  the  tools' 
merits.  But  now  a  small 
number  of  consumers  are 
challenging  Craftsman's 
pedigree.  In  a  lawsuit  filed 
last  December  in  New  York 
Supreme  Court,  three  plain- 
tiffs claim  that  many  Crafts- 
man tools  are  falsely  labeled 
"Made  in  USA,"  since  major 
parts  are  often  from  other 
countries.  It  is  one  of  nine 
such  suits  filed  in  five  states. 
In  each  case,  Sears  has  filed  a 
motion  to  dismiss.  Spokes- 
person Chris  Brathwaite 
says:  "We  will  continue  to 
vigorously  defend  them." 
In  1997  the  Federal  Trade 


LOGOS 

COVETING  THY 

NEIGHBOR'S 

T-SHIRT 

ITS  LOGO,  FEATURING  an 

Islamic  crescent  "C,"  a  Star 
of  David  "X,"  and  a  Christian 
cross  "T,"  is 
meant  to  rep- 
resent the  peace- 
ful coexistence  of 
faiths.  But 
Coexist,  a  Fishers  (Ind.) 
apparel  company,  isn't 
turning  the  other  cheek.  Its 
May  12  lawsuit  against  online 
marketplace  CafePress.com 
and  three  small  Web  outlets 
claims  they  violated  a  two- 
year    Id  trademark. 


WHICH  IS  IT? 

From  a  store 
display 


Commission  set  a 
standard  for  Made 
in  USA  labels: 
American  origin 
may  be  claimed 
only  if  "all,  or 
virtually  all"  of  the 
product  is  made 

here.  Fine  print  in      

Sears  promotional      ^^^™ 
materials  reveals  only  about 
1,600  of  Craftsman's  5,000 
tools  are  U.S.-made.  The  suits 
claim  this  isn't  obvious  from 
the  retailer's  ads.  A  quick 
check  of  several  Sears  stores 


The  four  pulled  T-shirts 
from  their  sites  pending 
judicial  review  but  insist  the 
designs  are  their  own.  Aaron 
Ring,  owner  of  Atheists  Online 
and  a  defendant,  says  his 
design  is  "unique  and 
distinct,"  using  a  yin  and 
yang  symbol  instead  of  the 
"O"  and  a  Celtic  pattern  for 
the  "S."  Coexist 
says  the  designs 
are  "confusingly 
similar." 
In  2001,  Po- 
lish artist  Piotr  Mlodozeniec 
designed  a  logo  using  reli- 
gious symbols  for  Jerusalem's 
Museum  on  the  Seam.  Coexist 
trademarked  it,  with  slight 
differences,  two  years  later. 
Can't  these  logos  all  just 
get  along?    -Elizabeth  Woyke 


CONTENTS  MADE  IN  CANAD 


by  BusinessWeek 
found,  for  examp 
a  screwdriver  wit 
a  label  indicating 
Canadian  origin 
hanging  under  ai 
image  of  the  product 
labeled  Made  in  USA.  Fl 
lawyer  Laura  Koss  won' 
say  if  the  agency  is 
investigating.  "The  bottom 
line  is  making  sure  consumt 
get  accurate  information," 
she  says.  Sometimes  it  takes 
a  court  fight  to  hammer 
that  home.    -Jessi  Hempel 


THE  STAT 


The  percentage  of 
U.S.  workers  who 
think  that  tenure 
determines  pay 
where  they  work. 
Those  who  believe 
performance  is  the 
deciding  factor:  35%. 


Data:  Hudson  l-fcghtand  Group  Inc  survey  of 
10  001 U  S  wortiers  compiled  by  Rasmussen 
Reoc-s 
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ODE  TO 


I 


We  live  in  an  age  where  fearless  thinkers  are  transforming  the  way  we  live,  work 
and  play.  Organizations  are  realizing  that  the  true  power  of  their  information  is 
unleashed  only  when  it  is  readily  available,  not  safely  locked  away.  Business 
leaders  are  learning  that  success  comes  from  letting  their  people  do  what  they  do 
best— wherever,  whenever  and  however.  That  having  to  choose  between  protecting 
information  and  making  it  available  is  a  choice  from  the  past.  That  real  security  is  an 
open  door,  not  a  closed  one.  That  when  information  has  no  limits,  followers  become 
leaders  and  leaders  become  pioneers.  This  is  the  new  world.  And  in  this  world,  the 
ones  who  are  fearless  are  the  ones  who  will  lead. 


www.information-integrity.com/ode 


• 
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Someone  with  30  years' 
service  who  retires  at  age 
50  should  get  substantially 
less  than  someone  with  30 
years'  service  retiring  at  65." 

-Lawrence  Briskin 
Centerville,  Ohio 
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How 
public  pensio 
promises  are 
draining  state  a 


WEIGHING  IN  ON  THE 
PUBLIC  PENSION  DILEMMA 

YOUR  STORY,  "Sinkhole!"  (Special  Re- 
port, June  13)  estimates  unfunded  pension 
liabilities  for  the  125  largest  public  plans 
to  be  $278  billion,  or,  using  Barclay's 
more  conservative  assumptions,  $700  bil- 
lion. We  think  this  is  only  the  tip  of  the  ice- 
berg. Unfunded  retiree  health-care  liabili- 
ties will  be  much  greater.  In  anticipation 
of  the  new  Governmental  Accounting 
Standards  Board  (GASB)  reporting  re- 
quirements, at  the  request  of  the  Auditor 
General  for  the  City  of  Detroit,  my  firm  re- 
cently completed  a  report  on  the  funding 
of  the  city's  retiree  health-care  and  pen- 
sion benefits.  We  estimate  the  net  present 
value  of  Detroit's  retiree  health-care  lia- 
bilities to  be  $72  billion  (equal  to 
$188,000  per  participant),  all  of  which  is 
unfunded.  This  is  essentially  equal  to  De- 
troit's $73  billion  total  pension  Lability  (of 
which  $1.7  billion  is  unfunded). 

Extrapolating  the  Detroit  data  to  23 
million  state  and  local  employees  and  re- 
tirees (where  an  estimated  82%  receive 
retiree  health-care  benefits)  and  assum- 
ing a  reduced  cost  of  only  $125,000  per 
participant,  the  total  unfunded  retiree 
health-care  liability  would  be  approxi- 


mately $2.4  trillion— which  suggests  Lt 
many  states  and  cities  already  are  em- 
tively  bankrupt. 

-JohnBJL. 
J.L.  Boyle  Internatim  |l 
Ann  Arbor,  Am/ ' 

TOO  MANY  PUBLIC  pensions  have  firf 
payments  depending  only  on  the  nunrn^ 
of  years  worked.  Someone  with  30  ye* 
service  who  retires  at  age  50  shouldfc^ 
substantially  less  than  someone  witrfc 
years"  service  retiring  at  age  65.  Few  p;    t} 
can  afford  to  pay  retirees  top  payment 
30  or  more  years  without  going  bust, 
pensions  should  be  actuarially  correc 
-Lawrence  Bri 
Centerville,  C 


r- 


THE  FOCUS  ON  A  looming  taxp. 
bailout  of  pension  plans  distracts  from 
point  that  many  families  will  also  su 
once  a  pension  plan  becomes  underfu 
ed.  While  such  benefits  may  be  protec 
[by  state  constitution]  from  being  redu 
or  taken  away  in  the  public  sector,  it  isi 
ten  difficult  for  participants  to  actually 
ceive  the  full  benefit  entitlement  Pens- 
plans  have  layers  upon  layers  of  rules 
garding  application  procedures  and  be 
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Advertisement 


The  real  issues  of 

Social  Security  reform 

There  is  no  longer  any  doubt  that  Social  Security  needs  to  be  reformed.  The  nation's  troubled  retirement  program  will 
egin  running  a  deficit  in  just  12  years.  Overall,  the  program  faces  unfunded  liabilities  of  more  than  $12  trillion.  But  while 
the  politicians  in  Washington  debate  whether  this  represents  a  crisis  or  just  a  big  problem,  the  Cato  Institute  believes  it 
is  an  opportunity  to  build  a  new  and  better  retirement  program  for  all  Americans. 

[Ownership     j  Inheritability    Choice 


Under  the  current  Social  Security 
system  you  have  no  legal,  contractual, 
or  property  rights  to  your  benefits. 
iWhat  you  receive  from  Social  Security 
s  entirely  up  to  the  535  members  of 
Zongress.  But  personal  retirement 
accounts  would  give  you  ownership 
uid  control  over  your  retirement 
"unds.  The  money  in  your  account 
vould  belong  to  you — money 
he  politicians  could  never 
ake  away. 


Because  you  don't  own  your  Social 
Security  benefits  under  the  current 
system,  they  are  not  inheritable.  Mil- 
lions of  workers  are  not  able  to  pass 
anything  on  to  their  loved  ones.  But 
personal  retirement  accounts  would 
change  that  by  enabling  you  to  build 
a  nest  egg  of  real, 
inheritable  wealth. 


LAID 

NSTITUTE 


Choice  is  part  of  the  essence  of  America. 
Yet  when  it  comes  to  retirement,  Con- 
gress forces  all  Americans  into  a  one- 
size-fits-all,  cookie-cutter  retirement 
program,  a  system  that  cannot  pay  the 
benefits  it  has  promised  and  under 
which  you  have  no  right  to  the  money 
you  pay  in.  With  personal  retirement 
accounts,  workers  who  wanted  to  re- 
main in  traditional  Social  Security 
could  do  so.  But  younger 
workers  who  wanted  a 
choice  to  save  and  invest 
for  their  future  retirement 
would  have  that  option. 


To  help  publish  this  ad 
and  promote  this  message 
on  radio  and  television, 
please  visit  our  website: 
www.socialsecurity.  org. 


People  like  Joan  are  the  reason 
for  an  investment  firm  like  ours. 

RAYMOND  JAMES 
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CORRECTIONS  &  CLARIFICATION 

In  "Strong  lattes,  sour  notes"  (Marketin 
June  20),  we  should  have  said  that  Starbi 
Corp.'s  stock  was  up  34%  from  its  52-w 
low,  not  from  the  beginning  of  the  year. 

"Hitch  your  wagon  to  a  wildcatter" 
(Investment  Guide,  June  27)  should  ha\ 
said  that  Burlington  Resources  was  spu 
off  from  Burlington  Northern  Railroad  ir 
1988,  not  1998. 


fit  distributions  that  can  work  againsl 

ticipants  and  their  families  if  a  dead! :  in 

missed  or  the  distribution  options  ar  ic 

fully  understood.  We  are  likely  to 

rise  in  such  rules  or  stricter  enforcein 

as  pension  plans  become  underfundt 

-NileshP.Itt 

Upper  Midwest  Pension  Right  Pi  a 

Madison, 

STARBUCKS' FOUNDER  ON 
INNOVATION  IN  THE  MUSIC  BIZ 

Stanley  Holmes's  perspective  on  theliiETI 
rial  impact  our  investment  in  music  a« 
have  on  our  core  business  ("Strong  la  srs: 
sour  notes  at  Starbucks,"  Markei  £ 
June  20)  mischaracterizes  this  exceed 
venture  for  Starbucks  Corp.  Holmes's 
ry  does  not  reflect  how  much  we  hav 
complished  in  influencing  the  way 
sumers  discover,  experience,  and  ao 
all  genres  of  great  music.  His  story  i 
complete,  as  it  ignores  customer  feedl 
or  insight  from  music-label  executive 

Starbucks  Hear  Music  media  bars 
an  important  role  in  helping  customerA^ 
perience  the  benefits  of  customizing  t 
own  music  through  digital  techno] 
However,  the  media  bars  are  just  one 
ment  of  a  much  broader  strategy  that 
already  made  some  very  real  and  rad 
changes  in  the  way  music  is  marketed 
delivered  to  consumers.  Our  succes: 
co -producing   the   multi-platinum 
Charles  Genius  Loves  Company  alb 
which  received  top  honors  at  the  2' 
Grammy  awards,  exemplifies  the  trans 
mative  impact  we  can  have  on  the  mi  J 
industry.  Starbucks  accounted  for 
third   of  total   Genius  Loves  Comp 
sales— more  than  any  traditional  music 
tailer.  We  will  continue  to  work  with  m; 
and  independent  labels  like  Maver 
Lava,  Warner,  Interscope,  Vector,  Roun 
Virgin,  Sony,  BMG,  and  Concord,  to  na 
a  few,  to  make  music  discovery  a  par 
our  customers'  Starbucks  experience. 

We  are  not  new  to  the  music  indus 
Music  has  always  been  an  essential  cc 
ponent  of  the  Starbucks  experience.  D 
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ing  the  past  several  years  we  have  suc- 
essfully  introduced  artists  who  couldn't 
find  space  in  conventional  music  stores  or 
m  traditional  radio  playlists.  Our  music 
library  is  rich  and  unique.  Our  current 
echnology  partners,  XM  Satellite  Radio 
foldings  Inc.  and  T-Mobile,  are  among 
he  most  innovative  and  entrepreneurial 
ompanies  in  the  world.  XM  Satellite  Ra- 
tio is  introducing  Starbucks  Hear  Music's 
xpansive  playlist  to  more  than  4  million 
ubscribers.  Through  the  T-Mobile  wire- 
ss  hot  spots  at  nearly  4,000  Starbucks 
tores,  customers  have  the  ability  to  ac- 
ess  unique,  proprietary  content. 
The  music  world  is  changing,  and  Star- 
bucks Hear  Music  will  continue  to  be  an 
nnovator  in  the  industry.  It  takes  passion, 
ommitment,  and  even  a  bit  of  experi- 
mentation to  maintain  that  position. 

-Howard  D.  Schultz 

Chairman 

Starbucks  Corp. 

Seattle 

IG  PHARMA  AND  ACADEMIA  WORK 
OGETHER  TO  DEVELOP  DRUGS 

WAS  QUOTED  in  "Biotech,  finally" 
Wews:  Analysis  &  Commentary,  June  13) 
I  saying  that  academic  researchers 
ushed  biotech  forward.  I  did  not  mean 
lat  corporate  research  and  development 
is  no  role.  Academic  researchers  are  re- 
ponsible  for  the  majority  of  work  on  dis- 
ise  pathways,  yielding  the  majority  of  the 
sst  drug  targets  for  development.  Acade- 
ric  researchers  have  continued  to  play  a 
ading  role  in  the  development  of  such 
chnologies  as  genomics.  However, 
©tech  and  pharmaceutical  companies  do 
le  great  majority  of  the  chemistry  needed 
♦  make  drugs  that  address  these  targets, 
hey  also  do  the  vast  majority  of  drug  de- 
dopment,  from  preclinical  animal  studies 
irough  human  clinical  trials  (the  latter  in 
Elaboration  with  academic  medical  cen- 
),  and  bear  its  economic  risk. 
A  key  challenge  for  the  pharmaceutical 
dustry  is  making  corporate  R&D  more 
ductive  in  terms  of  output  of  marketed 
gs.  One  way  to  do  this  would  be  to  col- 
borate  more  effectively  with  biotech 
tompanies  and  with  academia.  One  ex- 
mple  is  the  Novartis  Institutes  for  Bio- 
[edical  Research  Inc.  in  Cambridge, 
ass.,  mentioned  in  the  article. 

-Allan  B.  Haberman 
Wayland,  Mass. 

HY  THIS  SUGAR  MANUFACTURER 
SWEET  ON  CAFTA 

E  "BETTING  THE  farm  on  free  trade" 
Jovernment,  June  6),  on  the  Central 
merican  Free  Trade  Agreement:  Imper- 


ial Sugar  Co.  represents  almost  20%  of 
the  production  capacity  of  the  sugar  in- 
dustry. Unlike  our  brethren  in  this  busi- 
ness, we  are  solidly  pro -CAFTA.  We  think 
additional  imported  sugar  will  provide  for 
a  more  stable  supply  and  save  jobs  at  in- 
dependent refineries.  I  cannot  imagine 
how  a  1%  rise  in  imports  can  harm  grow- 
ers when  changes  in  supply  and  demand 
occur  every  year  and  move  the  needle 
more  than  1%  in  either  direction. 

Our  Savannah  (Ga.)  refinery  is  very  de- 
pendent on  imported  sugar.  There  are  no 
growers  in  Georgia,  one  of  the  two  states 
you  mention.  Jobs  in  that  state  related  to 
sugar  processing,  packaging,  and  distri- 
bution—not to  mention  food  manufac- 
turers who  use  sugar  in  their  products- 
are  the  issue  in  this  debate. 

-Robert  A.  Peiser 

President  &  CEO 

Imperial  Sugar  Co. 

Sugar  Land,  Tex. 
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I      Retiring  early. 


Caring  for  two 
generations. 


t '     Saving  for 
twins'  college. 


Enjoying       , 
investment  income. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  its  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 
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Voicesoflnnovation 

Next  Stop, 
Mars 


THIRTY-TWO  YEARS  AGO,  computer 
scientists  Vinton  G.  Cerf  and  Robert  E. 
Kahn  sat  together  at  a  hotel  in  Palo 
Alto,  Calif.,  and  scribbled  out  on  a 
yellow  legal  pad  the  software  code  that 
gave  rise  to  the  Internet.  Transmission 
Control  Protocol/Internet  Protocol 
(TCP/IP)  gave  computers  standard 
addresses  by  which  they  can  exchange 


packets  of  data— putting  the  "e"  into  email,  ebiz,  and 
everything  that  followed.  Since  then  the  two  of  them,  often 
called  the  Fathers  of  the  Internet,  have  been  showered  with 
accolades.  Most  recently,  on  June  8,  they  won  the  A.M.  Turing 
Award,  the  closest  thing  to  a  Nobel  Prize  in 
computer  science. 

Cerf,  a  dapper  62-year-old,  is  senior  vice- 
president  for  technology  strategy  at  MCI  Inc 
and  he  is  still  striving  to  open  new  frontiers 
on  the  Net.  Among  his  latest  projects  is 
expanding  the  world's  stock  of  Web 
addresses  to  accommodate  the  proliferation 
of  connected  devices.  Today  that  means 
TiVos,  cell  phones,  iPods,  and  games,  but 
Cerf  says  the  list  of  connectibles  will  ^^^^^^^ 

someday  include  nano  devices  such  as  tiny 
microprocessors  assembled  from  individual  molecules.  "We 
want  to  make  it  seem  like  everyone  who's  on  the  network  is 
on  one  big  computer,"  he  says. 

And  if  s  not  just  about  earthlings.  Over  the  past  seven  years, 
working  with  engineers  at  the  jet  Propulsion  Laboratory,  Cerf 
has  been  preparing  something  called  InterPlaNet  protocol, 
which  may  first  be  used  on  a  Mars  orbiter  in  2009.  Today,  NASA 
spacecraft  carry  their  own  telecom  equipment  to  communicate 
with  earth.  But  the  devices  on  each  new  mission  can't  interact 
with  those  on  other  spacecraft.  Just  as  the  Internet  laces 
terrestrial  computers  into  one  big  network,  InterPlaNet  would 
provide  a  common  language  to  link  all  communications  among 
space  probes  and  planetary  stations. 

Chatting  across  the  empty  reaches  of  space  presents  some 
challenges.  An  electronic  signal  making  a  round-trip  to  the 
moon,  about  240,000  miles  away,  takes  2.5  seconds.  A  round- 
trip  to  Mars  takes  as  much  as  40  minutes,  depending  on  how 
far  apart  the  two  planets  are— and  that's  not  factoring  in 
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Vint  Cerf, 
Internet  pioneer, 
is  working  on 
interplanetary 
communication 


severe  storms  on  the  Red  Planet.  "It  would  be  very  hard  to  I 
have  an  interactive  conversation,"  says  Cerf.  There's  no  waj 
to  eliminate  delays,  but  the  smart  system  Cerf  and  JPL  are 
devising  should  be  able  to  assure  delivery  of  signals  despit] 
transmission  delays  and  interruptions. 

Back  on  earth,  Cerf  devotes  himself  to 
solving  the  ongoing  real  estate  crunch  in 
cyberspace.  The  world  is  quickly  tearing 
through  the  4.3  billion  possible  Internet 
addresses  that  the  current  version  of  Inter 
Protocol  provides  for.  The  solution  is  callecl 
version  6,  which  makes  room  for  380  trilli(| 
trillion  trillion  unique  Net  addresses.  The 
trick  is  upgrading  the  global  infrastructure 
™  fit  this  new  protocol. 

Trillions  upon  trillions  of  addresses  mayl 
sound  out  of  this  world.  But  consider  that  electronic  device! 
may  shrink  down  to  the  dimensions  of  biological  cells,  whiij 
humans  and  other  creatures  manufacture  in  the  trillions. 
Whether  cell-sized  contraptions  with  nanoscale  parts  are 
eventually  crafted  from  silicon,  carbon,  or  some  other 
material,  they're  bound  to  require  Net  connectivity,  just  as  tl 
neurons  of  the  brain  depend  upon  the  synapses  that  conne<| 
them.  "Though  we  haven't  gotten  to  a  point  where  we 
understand  how  to  make  it  happen  artificially,  the  idea  of 
using  something  as  small  as  a  molecule  to  store  memory  is 
not  crazy  at  all,"  he  says. 

Whether  molecular  computing  is  crazy  or  not,  Cerf  remal 
a  proud  father  of  the  world's  greatest  artificial  network.  Anc| 
he  isn't  finished  egging  his  offspring  on  to  a  bigger  future. 

-By  Catherine  Ya| 

For  a  Q&A  with  Vint  Cerf,  go  to 
www.businessweek.com/extras 


.       ,  world 
headquarters 

Doweredbvcisco. 


Interesting  things  happen  when  voice,  video,  web  and  chat 
are  all  in  the  same  place.  A  merchant  in  Kyoto  can  replenish  a  shortage 

of  genmai  tea  before  a  store  in  Berkeley  runs  out.  And  everything  from 
inventory  to  shipments  to  the  price  of  tea  in  China  or  Japan  can  be  made  visible. 
Centuries-old  tradition,  meet  IP  Communications. 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby. 
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Dirk  Meyer  ^ — 

President,  AMD  Microprocessor  Sector 


Sherry  Q.  Moore 

Sun  Solaris  Kernel  Engineer 


John  Fowler 

Sun  Network  Systems  Groi 


Sun 


Shart  the  fast  lane.  The  pace  of  modern-day  investing  can.  boggle  the  mind.  And  overvJ 
the  data  center.  So  Sun  and  AMD  are  working  on  faster,  next-generation  systems  fori 
microsystems        Street.  Benchmarks  show  that  Sun  Fire"  V40z  servers,  employing  Dual-Core. 
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Beth  S.  Beasley 

Wall  Street  Financial  Analyst 

frx64  Product  Manager 

VR 

Marty  Seyer 

VP,  AMD  Microprocessor  Sector 


cessors,  deliver  world  record  performance.1  And  dual-core  processing  helps  save  money, 
How  much?  About  $2  million  a  year  in  power-costs  alone?  That's  what  financial  firms 
a  smart  investment*.;The  performance  is  the  asset.  The  network  is  the  computer.™  Share. 


;(  with  l,i)oa  Sun  Fire"  V402  servers  each  with  4  auat-core.Opterorf  pro    'tsors 
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BY  STEPHEN  H.  WILDSTROM 


Laptops:  AMD  Gets  Inside 

Advanced  Micro  Devices  has  done  well  in  getting  its  processors  into 
servers  and  desktop  PCs.  But  except  for  some  large  laptops  used  as  desktc 
replacements,  the  mobile  market  has  been  all  Intel  inside.  Now  the 
company  is  fighting  its  way  into  notebooks  with  a  new  chip,  the  Turion  6< 
that  may  be,  at  least  briefly,  the  most  advanced  mobile  chip  around. 


Turion's  debut  comes  at  a       PARTNERS  HP's 
time  of  unusual  turmoil  in  the    NX6125  uses 
mobile-chip  business.  AMD's  new  chip 

Notebook  sales  have  been  mtm 

strong,  and  supplies  of  Intel's  Pentium  M 
processor,  also  known  as  Centrino,  are  tight. 
Laptop  manufacturers  report  that  quotas  on 
some  Pentium  M  chips  have  forced  them  to 
trim  production.  What's  more,  Intel  is  planning 
a  major  change  in  mobile-processor  technology 
just  months  before  Microsoft  plans  to  launch  its 
long-awaited  Windows  update,  code-named 
Longhorn.  All  of  this  spells  considerable 
confusion  for  consumers  in  coming  months. 

AMD  is  aiming  the  Turion  64  at  the  heart  of 
Intel's  mobile  market— thin,  light  notebooks 
that  are  popular  with  business  buyers  and 
consumers  alike.  But  corporate  reluctance  to 
use  a  new  processor  will  limit  sales  of  Turion- 
powered  notebooks  primarily  to  consumer  and 
small  and  midsize  business  markets. 


For  now,  the 
Turion  64  is 
the  fastest 
notebook 
chip  around 


OF  THE  BIG  THREE  U.S.  LAPTOP  MAKERS,  only 
Hewlett-Packard  has  committed  to  Turion. 
And  while  Acer  and  other  Taiwanese 
manufacturers  will  also  produce  Turion 
notebooks,  the  HP  Compaq  NX6125  is  a  good 
showcase  for  the  technology.  It  weighs  about 
6  lbs.  and  is  a  hair  under  IVin.  thick  with  a 
15-in.  display.  The  $1,249  model  that  I  tested  comes  with  a 
built-in  fingerprint  reader,  512  megabytes  of  memory,  a  60- 
MB  hard  drive,  and  a  bit  under  four  hours  of  battery  life.  It 
would  serve  the  small  and  midsize  businesses  that  are  its 
target  market  well,  and  it  is  also  a  solid  choice  for  students  or 
home  users  who  want  a  computer  more  for  worklike  chores 
than  for  entertainment. 

But  what  about  the  AMD  chip  itself?  I  don't  think  there's 
any  reason  users  should  care  what  brand  of  processor  is  in  a 
PC  as  long  as  it  performs  well.  If  it  weren't  for  a  Turion  64 
sticker  in  place  of  the  familiar  Centrino  butterfly,  probably  no 
one  would  know  the  difference.  That's  important  to  keep  in 


mind  because  soon  you  are  going  to  be  hee 
a  lot  of  confusing  pronouncements  about 
mobile  technology  from  both  Intel  and  AMDl 
The  "64"  in  the  Turion  name  indicates  th{ 
the  processor  can  handle  programs  and  dataj 
bits  at  a  time,  vs.  32  bits  for  the  Pentium  M. 
Having  a  64-bit  processor  may  become  morel 
important  once  Microsoft  ships  Longhorn  laf 
next  year,  but  for  now  it  won't  buy  you  mucrl 
In  fact,  laptop  makers  plan  to  ship  thej 
Turion  64  models  with  the  32-bit 
Windows  XP— not  the  64-bit  version  I 
Microsoft  recently  released— because 
64  is  not  yet  compatible  with  some 
accessories  and  software.  This  means  I 
Turion  chip  will  stay  in  a  32-bit  mode  where] 
fortunately,  it  still  performs  well. 

Intel's  next  laptop  trick  will  be  "dual  corerj 
Pentiums  that  combine  two  processors  on  or 
chip.  Dual-core  desktop  PCs  using  Intel's 
Pentium  D  or  AMD's  Athlon  64  X2  have  just 
started  to  ship.  But  Intel's  dual-core  laptop 
chip,  code-named  Yonah,  won't  be  out  until 
early  2006.  To  further  confuse  matters,  the 
Pentium  D  contains  a  pair  of  64-bit  processo| 
but  Yonah  will  stick  with  32  bits. 

Again,  what  matters  to  users  is 
performance,  not  the  technology.  In  theory  \ 
dual-core  processor  should  do  much  better 
at  simultaneous  tasks,  such  as  watching  a  movie  while 
scanning  for  viruses.  But  the  real-world  benefits  will  depel 
on  how  well  available  software  utilizes  a  two-headed  chip.l 
I'll  be  reporting  soon  on  dual-core  desktops.  Meanwhile,  t| 
good  news  is  that  today's  speedy  processors— either  Intel'  [ 
or  AMD's  64-bit  or  32-bit— are  more  than  adequate  to  pov| 
any  notebook.  ■ 

E-mail:  techandyou@businessweek.c\ 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Net  to  Newspapers:  DropDea* 

Newspapers  are  cockroaches.  No  matter  what  is  introduced  into  the 
media  ecosystem,  the  oldest  of  the  Big  Media  survives.  Despite  decades 
of  doomsayers,  newspapers  prospered  through  radio,  through  TV  and 
cable,  through  video  games,  through  the  Internet....  J  Not  so  fast. 
Suddenly,  even  sober  Wall  Street  analysts  think  something  new  is  afoot. 


What  looms  now  "is  different  from  all 
other  threats,"  says  Lauren  Rich  Fine  (no 
relation),  a  Merrill  Lynch  &  Co.  analyst  who 
has  covered  the  industry  since  the  1980s. 
Consumers  are  shifting  decisively  to  online 
information,  says  Fine,  especially  the  young, 
and  are  no  longer  yoked  to  the  local 
newspaper.  "Ads  are  following  the  eyeballs 
to  where  they  make  transactional 
decisions."  Fine  recendy  forecast  that 
newspapers'  profit  margins  are  set  to  enter  a 
long  period  of  decline  (chart). 

The  new  and  troubling  reality  for 
newspapers  is  that  even  if  they  excel  as 
purveyors  of  information  to  appreciative 
audiences,  they  still  face  tough  business 
terrain.  "They  can  try  to  be  the  destination 
where  you  go  online  and  [can]  be  really 
successful  with  citizen  journalism  and 
blogs,"  says  Fine.  But  such  innovations  are 
"not  going  to  pay  a  lot  of  bills." 

Newspaper  execs  are  groping  for  some 
killer  app,  but  nothing  has  yet  taken  hold. 
Charging  for  online  content  works  for  The 
Wall  Street  Journal,  where  Web-only 
subscriptions  cost  $79— still  far  below  the 
$215  print  subscription— but  no  other 
brand-name  newspaper  dares  to  follow.  The 
New  York  Times  will  charge  Web  users  to  read  its  columnists' 
prose  later  this  year,  but  the  Los  Angeles  Times  just  lifted  the 
fee  for  its  arts  listings  site,  calendarhve.com.  Washington  Post 
Co.  Chairman  Donald  E.  Graham  has  said  he  won't  charge  for 
washingtonpost.com. 

INTERNET  DAMAGE  WAS  QUANTIFIED  in  an  April  McKinsey  &  Co. 
report  on  online  classified  ads  that  blundy  talked  about  "price 
destruction."  The  Internet's  effect  on  help-wanted  classifieds, 
the  study  found,  cost  newspapers  $1.9  billion  in  revenue 
between  1996  and  2004.  And  classified-ad  categories  like  real 
estate  and  automotive  may  not  be  exempt  from  such  trends,  the 
report  warned.  (The  report  is  "a  very  shallow  and  superficial 
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effort,"  says  P.  Anthony  Ridder,  chairman 
chief  executive  of  Knight  Ridder  Inc.  and  i 
past  chairman  of  the  Newspaper  Associate 
of  America,  which  commissioned  the  stud^ 
Newspapers  have  been  hurt  by  the  quiet 
march  of  free  (or  low- cost)  classifieds  on 
craigshst.org,  which  now  serves  more  tha 
100  U.S.  regions  and  33  countries  and  logs 
more  than  2.5  billion  page  views  a  month. 

Further  pressure  may  be  discerned  in 
analysts'  studies  showing  recent  increases  I 
discounted  newspaper  subscriptions.  This  | 
coincided  roughly  with  widespread  broad- 
band adoption,  enabling  painless  perusal  i 
endless  free  content.  And  it  has  occurred 
alongside  the  advent  of  free  dailies  from  th| 
likes  of  Sweden's  Metro  International  and 
Knight  Ridder,  which  in  February  bought : 
free  dailies  in  California. 

Companies  like  Knight  Ridder  and  Tribi 
Co.  have  also  moved  aggressively  into  lowj 
cost  and  free  classifieds  online.  But  holdii 
share  via  ultra-low  prices  means,  in  bottoi 
line  terms,  that  "you  lose  for  winning,"  sj 
Fine,  substituting  lower-margin  for  highej 
margin  business.  Knight  Ridder  exec  Hik 
A  Schneider  disputes  the  lower-margin 
claim,  pointing  to  successes  with  online  i 
offline  classified  packages.  But  that  doesn't  convince.  Givenl 
the  Internet's  vast,  almost  infinite,  expanse,  scarcity  will  nev^ 
drive  ad  pricing  online.  "There's  just  so  much  inventory  out 
there,"  says  Deutsche  Bank  analyst  Paul  Ginocchio. 

Xo  medium  disappears  quickly,  and  it  will  be  a  while  befoij 
rusting  newspaper  boxes  creak  vacandy  in  the  breeze. 
Newspaper  companies  now  pursue  digital  deals.  Recendy, 
Gannett  acquired  online  ad  tech  provider  PointRoll,  and  E/\ 
Scripps  snagged  comparison  shopping  service  Shopzilla. 
Diversifying  means  snapping  up  Web  outfits— and  therein  he 
an  unpleasant  reminder.  Newspapers  are  cockroaches.  But  i 
Net's  starting  to  resemble  Black  Flag.  ■ 

E-mail:  jonjme  @  businessweek.  a\ 
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Level    vodka. 
The  perfect  balance  of  smoothness  and  taste. 


TheBarker 
Portfolio 


BY  ROBERT  BARKER 


Tomorrow,  World  Domination 


GOOGLE,  INC.  GOOG,  $287.84-OTC,  STRONG  BUY 

BACKGROUND. 

We  are  fully  cognizant  that  we  declined  to  recommend  Google 

at  last  August's  $85-per-share  initial  public  offering.  We  learn 

from  our  errant  ways,  however,  one  being  petty  thinking,  which 

now  afflicts  equity  analysts  in  the  Internet  space 

Despite  Google's  59.5%  leap  since  March,  to 

$287.84, 6  of  30  Google  analysts  still  do  not  rate 

it  a  buy.  Some  are  raising  price  targets,  albeit 

timidly— for  example,  to  $360.  This  would 

deliver  buyers  today  gains  of  a  mere  25%. 

Chastened  by  our  own  profitless  risk  aversion, 

we  issue  this  modest  proposal:  a  target  price  of 

$3,600  a  share. 


HIGH  TIDE 


320 


DOLLARS 


GOOGLE  STOCK  PRICE 
(GOOG) 


INVESTMENT  THESIS. 

Google's  stated  mission— "to  organize  the 

world's  information  and  make  it  universally 

accessible  and  useful" —is  nearly  met.  Recently,  Data:  comstock  inc. 

Google  began  service  in  Romansh,  a  language 

employed  by  35,000  Swiss.  We  pose  the  question:  If  Google 

grew  in  June  by  adding  Romansh,  how  will  it  grow  in  July— 

by  addressing  Antarctica's  penguin  population?  We  suspect 

not.  Instead,  once  Google  corners  the  last  bit  of  global 

information,  it  will  turn  to  organizing  users  of  information— 

i.e.,  humanity— making  us  universally  accessible  and  useful. 

THE  EARTH  MOVES  THREE  TIMES. 

We  sense  a  trio  of  seismic  shocks,  each  driving  monetization 
of  Google's  potential  within  the  online  media  ecosystem. 
Firstly,  global  broadband.  On  June  1,  SBC  Communications 
slashed  broadband  rates  to  $14.95  monthly.  Tremors  from 
this  move  eventually  will  be  felt  as  far  away  as  China.  There, 
cut-rate  broadband  holds  high  potential  for  Google,  which 
collects  a  minimum  5$  per  click-through.  We  do  not  apply 
U.S.  penetration  rates— 70%  of  Americans  online,  half  via 
broadband— to  China's  1.3  billion.  Conservatively,  we  imagine 
that  Beijing's  censors  alone  will  drive  traffic  logarithmically 
higher  through  their  due  diligence  checks  of  today's  top 
online  advertisers— Tickle,  Vonage,  southbeachdiet.com— 
plus  sites  soon  to  register  under  the  .XXX  top-level  domain. 
Secondly,  California  Googling.  In  calling  a  Nov.  8  special 
election,  Governor  Arnold  Schwarzenegger  declared:  uOur 
broken  state  government  will  be  modernized  and  revitalized, 
and  the  people  will  be  heard."  When  this  inevitably  fails,  the 
Golden  State  will  have  little  choice  but  to  outsource  the 
executive  function,  in  all  probability  to  Silicon  Valley's  hottest 
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company.  State  collections  (e.g.,  sales  taxes,  library  fines) 
could  flow  through  Google  servers,  each  generating  a 
micropayment.  Purchases  made  through  Google's  shoppin 
site,  Froogle,  could  cut  Sacramento's  $109  billion  in  annual 
outlays.  This  opportunity  has  legs:  A  natural-born  citizen, 
Google  turns  35  in  2033  and  then  could  run  for  President. 
Thirdly,  wireless  bionics  (WB).  With  the  convergence  o 
wireless— we  note  the  CEO  of  Intel,  a  wi 
champion,  is  a  Google  director— and 
bioengineering,  implantable  devices  could 
connect  Google  to  hearts  and  minds. 
Stomachs,  too.  Dieters  who  now  record  daily 
caloric/carb  intakes  on  handhelds  or  even 
notepads  could  have  meals  assessed  and  dat 
uploaded  via  Google's  WB.  Ditto  heart  rates 
while  exercising,  and  even  the  blues:  Remot< 
monitoring  of  depressives  could  generate  ju; 
in-time  antidepressant  refills.  Memory-loss 
sufferers  also  stand  to  find  relief.  For  exampl 
anyone  bumping  into  a  former  colleague  bui 
failing  to  recall  her  name  could  intone: 
"Google  Local."  The  site  then  would  send 
instantly  to  a  cochlear  implant  her  name,  phone  number, 
and  last  three  Web  searches. 
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VALUATION. 

We  propose  an  equity  capitalization  of  $1  trillion,  a  nearly 
rational  valuation  given  comparables  and  current  bottlenecl 
in  Thorazine  supplies.  With  277,776,830  common  shares 
outstanding,  this  implies  a  per-share  price  of  $3,600.01.  We 
await  further  inputs/updates  to  our  model  at  Google's  Q2 
earnings  conference  call,  July  21, 1:30  p.m.  PDT. 


Analyst  Certification 

I,  Robert  Barker,  author  of  this  report,  hereby  certify  views  expressec 
herein  accurately  reflect  my  personal  views,  among  them  that  Wall 
Street  stock  reports  have  improved  immeasurably  since  the  Securiti 
&  Exchange  Commission  et  al.'s  Global  Research  Analyst  Settlement 
and  that  target  prices  for  Google  are  as  valuable  as  Lotto  numbers  ir 
fortune  cookies,  except,  of  course,  they  come  without  cookies. 

Important  Disclosures 

Copyright  2005  The  Barker  Portfolio  Inc.  (TBPI).  All  rights  reserved. 
TBPI  has,  or  has  had  in  the  past  year,  the  following  companies  as 
clients:  none.  TBPI  and/or  its  affiliates  make  no  market  in  securities  i 
Google  Inc.,  nor  hold  positions,  long  or  short,  in  said  securities  and  s 
would  neither  hype  nor  slight  an  enterprise  so  critical  to  the  good  of 
the  world  and  the  swift  advance  of  trade.  ■ 

E-mail:  rb@businessweek.com 
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We  never  stop  working  for  you? 


Receive  emails 
automatically 

Microsoft  Windows  Mobile™ 
Pocket  PC  software 
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William  E.  Greehey, 

Chairman  of  the  Board  and  CEO. 

Valero  Energy  Corporation 

William  D,  Green  CEO, 
Accentuie 

J.  Larry  Nichols,  Chairman  and  CEO, 
Devon  Energy  Corporation 


Terry  S.  Semel, 
Yahoo!  Inc. 
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'A*l  INCREDIBLE  AMOUNT  OF 
PRAGMATIC,  TESTED  WISDOM  FOR 
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LESSONS  FOR  LEADERS  FROM  THE  LEADf 


THE  BUSINESSWEEK  50  FORU 
PURSUING  HIGH  PERFORMANC 
NOVEMBER  17,  2005 

MANDARIN  ORIENTAL  NEW  YORK 

What  sets  companies  in  the  BusinessWeek  50  apart  from  their  competr] 
Their  ability  to  deliver  high  performance. 

Attend  the  BusinessWeek  50  Forum  and  interact  directly  with  the  leadel 
of  most  dynamic  companies  as  they  explain  the  strategies  and  best  praj 
employed  within  their  organizations.  Gain  insight  and  analysis  that  will] 
allow  you  to  work  smarter. 

Session  topics: 

s  Keeping  The  Corporation  in  High  Gear 

■  Focusing  On  Growth 

■  Innovating — In  Products,  Business  Models  and  Technology 

■  Building  and  Extending  The  Brand  Franchise 

■  Nurturing  Talent 

■  Ready,  Set,  Execute 
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"THE  BUSINESSWEEK  50  FORU 
IS  A  GREAT  OPPORTUNITY  TO 
EXCHANGE  NEW  IDEAS  AND  H    ' 
THE  BEST  OF  BUSINESS  THIN! 
IT'S  A  REAL  CHANCE  TO  OPEri    BAU 
YOUR  MIND  TO  BETTER,  SMAR    me 

WAYS  TO  WORK  AND  LEAD." 
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Participation  in  the  BusinessWeek  50  Forum  is  limited  to  select  senior  business  executiv 


Jack  Welch 

Former  Chairman  and  CEO, 
General  Electric  Company 
2004  Forum  speaker 


To  register  or  for  additional  event  details,  log  on  to 
www.bw50forum.com/ad2005  or  call  877-552-3401. 


All  registration  requests  will  be  screened  by  BusinessWeek  Events. 
©  COPYRIGHT.  BUSINESSWEEK,  2005.  ALL  RIGHTS  RESERVED. 
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f  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


JEven  a  Small  Inflation 
Surprise  Carries  Big  Risks 

7hile  goods  prices  are  moderating,  pressure  is  building  in  services 


U.S.  ECONOMY 


Is  the  inflation  scare  over?  It  certainly  looks  that 
ray.  Commodity  prices  have  come  off  the  boil.  Shorter  delivery 
mes  mean  fewer  bottlenecks  or  shortages  that  often  trigger  price 
"ikes.  And  this  spring,  the  core  price  indexes,  which  exclude  food 
ad  fuel,  have  posted  modest  increases.  No  wonder  inflation  hawks 


em  to  have  less  to  squawk  about. 
These  developments  may  explain  why  bond  yields  are 
iced  for  nothing  but  perfect  outcomes  on  economic 
owth  and  Federal  Reserve  policy.  After  all,  traders  know 
at  companies  now  make  pricing  decisions  in  a  world  of 
tense  competition,  new  efficient  technologies,  and 
plant  monetary  policy.  These  forces,  which  have  kept 
flation  in  a  narrow  band  for  the  past  decade,  are  strong 
juments  that  any  inflation  outbreak  would  be  limited. 
To  be  sure,  the  ups  and  downs  of  oil  prices  continue  to 
minate  any  discussion  of  prices.  And  with  oil  back  up  to 
arly  $60  per  barrel  in  mid-June,  gasoline  prices  are 
mbing  again,  and  the  overall  June  price  measures  are 
re  to  spike.  So  far,  though,  higher  energy  prices  have  not 
inslated  into  to  vastly  higher  overall  prices.  If  anything, 
2  core  indexes  at  both  the  wholesale  and  retail  levels  are 
)king  tamer  now  than  they  did  earlier  this  year. 
But  complacency  about  inflation  carries  big  risks.  In 
day's  hair-trigger  financial  markets,  the  inflation 
tlook  has  to  turn  only  a  bit  worse  than  expected  to 
nerate  a  sharp  negative  market  reaction.  And  given  the 
terest-rate  sensitivity  of  frothy  housing  markets, 
nsumer  debt,  corporate  finance,  and  some  possibly 
erleveraged  hedge  funds,  the  markets— and  the 
onomy— could  be  vulnerable  to  even  a  small  surprise. 

)  GAUGE  INFLATION'S  POTENTIAL,  you  need  to 
parate  the  trends  in  goods  prices  from  those  in  services 
hart).  So  far,  recent  signs  of  moderating  inflation  have 
•en  concentrated  in  core  goods  prices,  and  that 
bwdown  should  continue.  But  services,  which  account 
r  70%  of  die  core  consumer  price  index,  is  where  the 
gger  danger  lies.  That's  because  services  are  labor- 
tensive— and  compensation  costs  are  picking  up,  as  job 
arkets  are  tightening.  And  unlike  goods,  service  prices 
e  much  less  influenced  by  global  competition  and  the 
cent  strength  in  the  dollar. 

What  helped  keep  service  inflation  tame  for  the  past 
'o  years  was  a  downturn  in  unit  labor  costs.  Thanks  to  a 
irge  in  productivity  economywide,  the  cost  of  labor  to 
oduce  a  given  unit  of  output  declined  from  early  2001 
j  early  2004.  But  then  productivity  slowed  last  year,  and 
upensation  costs  edged  up.  Unit  costs  stopped  falling, 


and  services  companies  now  face  a  critical  choice:  raise 
prices  or  accept  smaller  profit  margins. 

Goods  producers  actually  have  more  room  to  deal  with 
labor  costs  because  productivity  is  still  going  gang- 
busters  in  the  manufacturing  sector.  In  the  first  quarter, 
factory  output  per  hour  worked  was  up  5.6%  from  its 
previous  year  level,  vs.  2.5%  for  all  nonfarm  businesses. 

Unit  labor  costs  in 
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manufacturing  were  up  a 
modest  2.4%  from  the 
year,  but  they  jumped 
4.3%  for  all  businesses. 
Although  the  Labor  Dept. 
does  not  break  out 
quarterly  data  on  service- 
sector  unit  labor  costs, 
the  gap  between  the  total 
and  the  manufacturing 
increases  suggests  that 
unit  costs  among  service 
producers  are  soaring. 
Cost  pressures  will  worsen  as  labor  markets  tighten. 
Already,  some  businesses  report  trouble  filling  certain 
skilled  positions.  For  instance,  the  National  Federation  of 
Independent  Business,  a  trade  organization  for  small 
companies,  said  that  in  June,  nearly  a  quarter  of  their 
members  had  at  least  one  hard-to-fill  job  opening. 

The  Fed's  Beige  Book,  a  roundup  of  regional  economic 
activity,  cited  reports  of  shortages  ranging  from  energy 
workers  in  Dallas  to  nurses  and  finance  professionals  in 
San  Francisco.  So  far,  hourly  pay  gains  have  not 
accelerated  much.  But  with  the  jobless  rate  currently  at 
5.1%  and  likely  to  fall  below  5%,  the  upward  pressure  on 
wages,  and  thus  unit  labor  costs,  will  only  strengthen. 

AT  THE  SAME  TIME,  the  outlook  for  core  goods  inflation 
has  actually  improved.  Although  the  acceleration  in 
goods  prices  last  year  accounted  for  all  of  the  faster  pace 
of  core  inflation,  the  speedup  mainly  reflected  a 
normalization  of  goods  inflation  back  to  where  it  was 
prior  to  the  unusual  deflationary  conditions  created  by 
the  stock  market  bust  and  the  ensuing  period  of  recession 
and  global  capacity  gluts.  Remember  that  core  prices  for 
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consumer  goods— the  level  of  prices,  not  just  their 
inflation  rate— actually  fell  for  two  years  after  the  2001 
recession,  when  global  growth  was  still  weak. 

But  as  U.S.  and  global  demand  solidified  last  year, 
prices  for  commodities  and  materials  rose  considerably. 
Meanwhile,  the  dollar's  decline  since  2002  finally  caused 
import  prices,  especially  for  goods  from  Europe,  Canada, 
and  Mexico,  to  begin  rising.  With  demand  stronger  and 
with  foreign  producers  marking  up  their  goods,  U.S. 
companies  were  able  to  pass  along  some  of  their  higher 
input  costs  to  their  customers  and  on  to  consumers. 

The  numbers  tell  the  story.  Core  inflation  for  consumer 
goods,  which  had  swung  from  1%  in  early  2001  to  -2.6% 
in  late  2003,  accelerated  back  to  almost  1%  by  early  2005. 
That  turnaround  caused  total  core  consumer  inflation  to 
pick  up  from  1.1%  at  the  end  of  2003  to  2.4%  in  early 
2005,  even  though  core  service  inflation  was  stable. 

NOW,  AS  GLOBAL  DEMAND  has  moderated,  so  has 
goods  inflation.  That  process  shows  up  most  clearly  in  core 
wholesale  prices  further  back  in  the  production  chain.  The 
yearly  inflation  rate  for  crude  materials  has  slowed  from  a 
pace  of  more  than  25%  late  last  year  to  9.5%  in  May.  And 
the  rate  for  semifinished  intermediate  goods  is  down  from 
more  than  8%,  to  5.4%.  Consequently,  core  inflation  for 
finished  goods  has  stabilized  at  about  2.6%  this  year, 
suggesting  that  pressure  on  consumer  goods  inflation  will 
continue  to  ease  in  coming  months. 

The  dollar's  recent  strength  will  also  help  hold  goods 
inflation  in  check.  Import  prices  are  already  growing 


more  slowly.  Prices  of  nonpetroleum  imports  in  May  rl 
2.5%  from  the  year  before,  down  from  the  3.7%  yearly  | 
pace  posted  late  last  year  (chart).  The  slowing  in  impc 
prices  should  limit  U.S.  manufacturers  from  lifting  the 
prices  of  their  domestically  produced  merchandise. 
But  while  the  trend  for  goods  prices  looks  promisu 

the  same  assurance  a 
be  made  for  services. 
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smce  services  are  sucr 
huge  part  of  the  inflat 
equation,  tame  goods 
prices  would  offer  littl  j 
offset  if  service  prices 
begin  to  pick  up. 

What's  important  t{ 
keep  in  mind  is  that 
consumer  spending  o\ 
services  accelerated 
during  last  year's  oil 
price  shock.  And 
interest-rate  hikes  don't  have  much  impact  on  spendi 
for  medical  care  or  rent  or  education.  If  inflation 
watchers  are  expecting  demand  for  services  to  slow, 
preventing  service  providers  from  raising  their  prices 
then  they  may  be  disappointed. 

The  key  point  here  is  that  a  small  pickup  in  inflatiol 
will  not,  by  itself,  damage  the  economy.  The  risk  is  th  j 
an  unanticipated  rise  would  shake  the  bond  market  o| 
of  its  complacency  and  send  long-term  interest  rates 
sharply  higher.  ■ 


BRITAIN 


No  Terra  Firma  for  This  Soft  Landing 


THE  BANK  OF  ENGLAND'S  attempt 
to  bring  Britain's  highflying  economy 
in  for  a  soft  landing  is  starting  to 
reach  the  nail-biting  stage. 

Fears  are  growing,  even  within  the 
BOE,  that  consumer  spending  is 
faltering  in  response  to  past  hikes  in 
interest  rates  and  soaring  energy 
bills.  Two  policymakers  voted  to  cut 
rates  at  the  bank's  June  8-9  meeting, 
dissenting  from  the  majority  decision 
to  hold  rates  steady, 
according  to  minutes 
released  on  June  22. 

At  the  center  of  the 
drama  is  Britain  s 
housing  bubble, 
which  began  to  lose 
air  in  the  second  half 
of  last  year.  Although 
the  growth  rate  of 
house  prices  has 
slowed  sharply,  a 
generally  healthy 
economy  has  helped 


A  SHARPLY  SLOWER 
PACE  FOR  SHOPPERS 
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to  allay  worries  over  a  collapse.  Now 
the  economic  outlook  is  dimming. 

In  particular,  consumers  are 
pulling  back  more  than  anticipated. 
The  British  Retail  Consortium  said 
retailers  faired  poorly  in  May,  and  the 
Confederation  of  British  Industry 
noted  new  softness  in  the  services 
sector.  Government  data  show  that 
retail  sales,  up  a  scant  0.1%  in  May, 
have  been  about  flat  since  October. 
Over  the  past  year 
tiiey  are  up  only  1.3%, 
the  slowest  pace  in  six 
years.  Sales  of 
household  goods, 
such  as  furniture  and 
appliances,  showed 
the  weakest  yearly 
advance  in  12  years. 

The  newest  concern 
is  the  labor  markets. 
In  May  the  number  of 
workers  claiming 
jobless  benefits  rose 
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for  the  fourth  month  in  a  row.  That  | 
hasn't  happened  since  1993,  and  it 
could  be  a  harbinger  of  softer  job 
markets.  Wage  growth,  excluding 
bonuses,  is  already  slowing. 

More  important,  household 
discretionary  income— what's  left 
after  debt  payments,  utility  bills,  i 
other  nonpostponable  outlays— 
actually  declined  last  year,  accordirl 
to  an  estimate  by  Morgan  Stanley  i[ 
London.  The  drop  stems  mainly  frc| 
slower  growth  in  wages  and  salariel 
smaller  increases  in  benefits,  and  af 
bigger  rise  in  net  interest  payment*| 
In  addition,  another  key  spending 
resource,  mortgage  equity 
withdrawal,  has  tumbled,  reflecting! 
the  steep  decline  in  mortgage  activl 

So  far,  BOE  Governor  Mervyn  A.  f 
King  sounds  optimistic  that  policy  f 
and  the  economy  are  in  sync.  But  u| 
the  coming  months,  all  eyes  will  bel 
on  consumers  and  the  labor  marke| 
to  see  whether  he  is  right.  ■ 
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WHITE-COLLAR  CASES 


COURTROOM 


ON  TRIAL 


Recent  high-profile  verdicts  have 
prosecutors  and  defense  attorneys 
rewriting  their  playbooks 

BYMIKEFRANCE 


LOWLY  BUT  SURELY,  THE 
courts  are  working  their 
way  through  America's 
once-backlogged  white- 
j  collar  crime  docket.  So  far 
'juries  have  convicted  most 
of  the  marquee  defen- 
dants, including  WorldCom's  Bernard  J. 
Ebbers,  Tyco  International's  L.  Dennis 
Kozlowski,  and  Adelphia  Communica- 
tions' John  Rigas.  But  several  lower-level 
execs  have  won  acquittals,  such  as  Tyco's 
Mark  A.  Belnick,  Bank  of  America's 
Theodore  Sihpol,  and  a  few  unheralded 
managers  from  Qwest  Communications 
International  and  Enron.  The  media 
spotlight  is  now  on  the  Birmingham 
(Ala.)  courthouse  where  the  fate  of 
HealthSouth's  Richard  Scrushy  is  ever- 
so-slowly  being  determined.  But  it  will 
soon  shift  to  Houston,  where  the  Justice 
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Dept.'s  showdown  with  Enron's  Kenneth 
L.  Lay,  Jeffrey  K.  Skilling,  and  Richard  A. 
Causey  is  set  to  begin  on  Jan.  17, 2006. 

That  landmark  trial  will  conclude  this 
chapter  in  business  history— and,  for 
many  people,  define  the  whole  era.  Until 
it's  finished,  and  all  the  other  major  de- 
fendants have  exhausted  their  appeals, 
it's  too  early  for  either  prosecutors  or  de- 
fense lawyers  to  declare  victory  in  the  bat- 
tle over  corporate  crime.  The  tide  seems 
to  shift  on  nearly  a  weekly  basis.  Defense 
lawyers  appeared  to  have  the  upper  hand 
when,  on  May  31,  the  U.S.  Supreme  Court 
tossed  out  the  conviction  of  accounting 
firm  Arthur  Andersen  LLC— a  decision 
that  will  impede  future  corporate  crime 
prosecutions  even  if  it  came  too  late  to 
save  Andersen  and  its  employees.  Next, 
New  York  Attorney  General  Eliot  Spitzer 
lost  his  case  against  Sihpol  on  June  9.  But 


prosecutors  bounced  back  when  they  w 
convictions  against  Kozlowski  and 
lieutenant  Mark  H.  Swartz  on  June  17, 
well  as  long  prison  sentences  for  Rig 
and  his  son  Timothy  on  June  20. 

As  this  courtroom  seesaw  continu 
one  thing  is  already  clear:  Legal  tactics 
white-collar  cases  are  rapidly  evolvii 
Both  sides  are  learning  from  their  m 
takes  and  reevaluating  conventional  w 
dom.  Here's  how  the  game  is  changir 
from  the  start  of  a  case  to  its  conclusio 

1  INDICTMENT  For  prosecutors  the  e 
iest  path  to  a  conviction  traditiona 
has  been  to  charge  white-collar  c 
fendants  with  perjury,  making  false  stai 
ments,  or  obstruction  of  justice.  "" 
comparatively  minor  crimes  are  m 
easier  for  jurors  to  understand  than  se 
rities  fraud  or  insider  trading,  and 
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don't  require  nearly  as  much  heavy  lifting 
to  prove.  That's  why  they  were  a  potent 
weapon  against  Martha  Stewart— who 
wasn't  even  indicted  for  the  underlying 
allegations  of  insider  trading  that  origi- 
nally brought  her  to  the  government's  at- 
tention. That's  similar  to  what  happened 
to  Credit  Suisse  First 
Boston's  Frank  Quattrone. 
He  was  charged  with  ob- 
struction of  justice  even 
though  his  real  sin,  in  the 
eyes  of  most  critics,  was  al- 
legedly manipulating  the 
market  for  initial  public  of- 
ferings. But  the  govern- 
ment's tried-and-true  strate- 
gy will  have  to  be 
reconsidered  in  the  wake  of 
the  Supreme  Court's  Arthur 
Andersen  verdict.  In  a  unan- 
imous vote,  the  justices 
raised  the  standards  for 
proving  obstruction  of  jus- 
tice. The  direct  impact  of  the 
ruling  will  be  fairly  narrow: 
It  will  give  Quattrone  and 
perhaps  a  handful  of  others 
a  better  shot  at  winning 
their  appeals.  But  the  indi- 
rect reverberations  of  the 
Andersen  verdict  could  be 
far  broader.  "The  court  is 
sending  a  message,"  says 
Ellen  S.  Podgor,  a  professor 
at  Georgia  State  University 
College  of  Law.  "Prosecutors 
have  to  think  twice  about  us- 
ing shortcuts." 

2  PLEA  BARGAIN  So  far 
government  lawyers 
have  enjoyed  great 
success  by  building  cases 
from  the  bottom  up.  The 
idea  is  to  bring  charges 
against  low-level  managers 
first,  strike  plea  bargains, 
then  secure  testimony  that 
can  be  used  against  the  top 
honchos.  But  this  strategy 
has  sometimes  backfired 
when  small  fry  didn't  play 
along.  Several  midlevel  managers  have 
called  the  government's  bluff,  gone  to 
trial,  and  convinced  jurors  that  they  were 
being  unfairly  picked  on  by  prosecutors 
who  were  ignoring  far  more  culpable  fig- 
ures. Consider  the  Justice  Dept.'s  case 
against  four  executives  from  Qwest.  In 
April,  2004,  a  Denver  jury  acquitted  the 
two  lower- ranking  execs  of  charges  of  ar- 
tificially inflating  revenue.  One  of  them, 
Bryan   K.  Treadway,  "was  just  over- 
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worked  and  overwhelmed,"  juror  Bar- 
bara Carmichael  told  BusinessWeek.  "He 
was  totally  out  of  the  loops"  She  and  oth- 
er jurors  found  it  anomalous  that  no 
charges  had  been  filed  against  ex-Qwest 
CEO  Joseph  P.  Nacchio.  (They  still 
haven't.)  The  Manhattan  jurors  who 
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3  PRE-TRIAL  PRESS  STRATEGY  I 
recently,  white-collar  defense  ai 
neys  chanted  the  same  refrain 
my  cases  in  court— not  in  the  media." 
logic  behind  this  position  seemed  ui 
sailable:  to  avoid  antagonizing  pros 
tors,  judges,  and  jurors  who  could  n 
their  clients'  fives  misera 
But  some  bold  CEOs 
their  lawyers  are  bucl    ; 
this  conventional  wisd 
Exhibit  A  is   HealthSc 
Corp.      Chief      Execu 
Scrushy.  He  has  advocj  : 
his  case  on  his  personal  \ 
site,  sponsored  a  local  tel 
sion  talk  show  hosted 
himself  that  often  feati 
his  attorney,  and  increa 
his  visibility  in  the  local  i 
gious  community.  It's 
clear  whether  Scrushy's 
gressive    public    relati 
gamble  will  pay  off.  Yet  c 
sidering   that   governm 
lawyers  have  supporting    P* 
timony    from    five    fon  W 
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AWAITING  TRIAL 


voted  to  acquit  Sihpol  on  June  9  ex- 
pressed similar  reservations  about 
Spitzer's  case.  So  did  the  Houston  jurors 
who  in  November,  2004,  exonerated  ex- 
Enron  accountant  Sheila  Kahanek— the 
one  defendant  who  was  not  convicted  in 
the  so-called  Nigerian  Barge  Trial.  With 
intermediate  managers'  chances  of  win- 
ning acquittal  improving,  prosecutors 
should  probably  expect  more  resistance 
from  them  in  the  future. 


CFOs,  Scrushy  is  surely 
ing  prosecutors  a  more  s 
ous  challenge  than  they 
ticipated.  When  Mar 
Stewart  tried  a  far  m 
modest  version  of  this  str-  i  d 
gy,  it  didn't  keep  her  ou  i^a 
jail,  but  it  may  well  h 
helped  fuel  her  post-pri 
popularity  surge.  As  for  I 
Lay,  when  his  name 
plugged  into  Google, 
first,  top-of-the-page  1 
that  appears  is  the  paid 
site  kenlayinfo.com— a  s 
offering  featuring  his  cc 
filings,  profiles  of  his  le 
team,  and  a  transcript  of 
interview  on  Larry  King  L 
among  other  things.  If  1 
and  Scrushy  succeed,  d( 
be  surprised  if  CEOs 
other  execs  facing  charge-But 
the  future  consider  adopt  tal 
the  same  tactics. 

4  COURTROOM  TESTIMONY  Ebb 
testified  in  his  own  defense  and  ^ 
convicted.  Kozlowski  and  Swf 
tried  the  same  strategy,  also  to  no  av    bh 
Based  on  these  high-profile  recent  ex£ 
pies,  some  commentators  have  leapec 
the  conclusion  that  accused  white-co 
criminals  should  never  risk  speaking 
in  court  because  it  exposes  them  to  b 
tal  cross-examination.  But  a  deeper  1<    no 
at  the  record  reveals  the  opposite  less-    r; 
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most  every  exec  who  has  been  ac- 
litted  in  major  recent  corporate 
lime  cases  has  also  stepped  up  to  the 
tness  stand.  The  list  includes  Tyco's 
ilnick,  Enron's  Kahanek,  and 
west's  John  M.  Walker.  In  fact, 
ihanek's  attorney  received  an  e-mail 
om  one  of  the  jurors  after  the  trial. 
Ve  liked  Sheila  for  her  courage  to  get 
>on  the  stand,"  the  message  said.  "It 
peared  that  you  did  not  overcoach 
r,  and  she  came  off  as  believable." 
is  isn't  to  say  that  testifying  is  with- 
t  risk  for  accused  execs— just  that  si- 
ice  may  be  equally  risky. 

■  VERDICT  When  cases  end  with  a 

%  hung  jury,  as  they  did  in  the  first 
J  trials  of  Quattrone,  Kozlowski,  and 
vartz,  it  is  usually  portrayed  as  a  big 
ss  for  the  prosecution.  But  govern- 
ent  lawyers  rarely  give  up  after  one  at- 
mpt.  On  the  contrary,  they  have 
own  an  enormous  capacity  in  recent 
onths  to  learn  from  their  mistakes.  Af- 
r  juries  complained  that  the  original 
>se  against  Kozlowski  and  Swartz  had 
o  much  irrelevant  evidence,  Manhat- 
n  District  Attorney  Robert  M.  Mor- 
nthau's  team  simplified  their  presen- 
don,  cutting  the  number  of  witnesses 
)m  48  to  24  and  eliminating  the  noto- 
)us  videotape  of  the  birthday  party  in 
irdinia  for  Kozlowski's  wife.  As  a  re- 
lit, defense  lawyers  are  discovering 
at  it  isn't  enough  to  capture  one  juror 
id  get  a  hung  jury.  They  must  win  over 
[  of  them,  earning  an  outright  acquit- 
.,  to  truly  save  their  clients. 
This  new  reality  is  forcing  attorneys 
reconsider  the  axiom  that  retrials  fa- 
>r  the  defense.  That  old  way  of  think- 
g  was  based  on  the  supposition  that 
osecutors  lose  the  element  of  surprise 
the  second  trial.  But  while  this  may 
ill  hold  true  in  street  crime  cases,  it 
>esn't  apply  in  the  world  of  corporate 
ime,  says  Wayne  State  University  Law 
:hool  professor  Peter  J.  Henning. 
iVhat  you  get  in  drug  cases  is  confi- 
^ntial  informants,  where  the  govern- 
tent  won't  reveal  anything  until  the 
st  minute  because  they  are  so  fearful 
'people  getting  killed,"  he  says.  "You 
ist  don't  have  as  many  Perry  Mason 
loments  in  a  white-collar  case." 
Henning  and  Podgor  recendy  created 
Mnething  they  call  the  White  Collar 
rime  Prof  Blog.  It  has  become  a  forum 
here  the  rapidly  evolving  issues  in 
EO  defense  are  discussed  on  a  daily  ba- 
s.  You  can  bet  the  lawyers  representing 
le  next  generation  of  corporate  crime 
?fendants  are  avid  readers.  ■ 


SECOND  ACTS 


TYCO'S  TENTATIVE 
TURNAROUND 

CEO  Breen  has  done  a  lot  of  cleaning  up. 
Now  it  may  be  time  to  start  selling  assets 


HREE  YEARS  AFTER 
taking  the  helm  at  Tyco 
International  Ltd.,  Ed- 
ward D.  Breen  has  gone  a 
long  way  toward  clean- 
ing up  the  mess  left  by 
his  predecessor,  L.  Den- 
nis Kozlowski,  who  was  convicted  on 
June  17  of  22  counts  of  securities  fraud, 
conspiracy,  and  larceny.  Today,  Tyco 
sports  a  market  capitalization  of  $62 
billion,  more  than  triple  the  bottom  it 
hit  shortly  after  Kozlowski  left.  As  of 
Apr.  1,  Breen  had  nearly  halved  its  ru- 
inous debt  to  $16.5  billion. 

Now  the  question  is  whether  Breen  is 
running  out  of  momentum.  Shares  in  the 
conglomerate— Tyco's  businesses  range 
from  health  care  and  electronics  to  home 
security— have  slipped  15%  since  January, 
as  investors  fret  that  a  weak  fiscal  second 
quarter  presages  slower  growth.  Breen 
makes  a  strong  case  that  his  program  to 
boost  margins  still  has  plenty  of  room  to 
run.  But  critics  are  once  again  asking 
whether  it  makes  sense  to  keep  Tyco's  dis- 
parate collection  of  relatively  slow-grow- 
ing units  together  now  that  Kozlowski's 
acquisition-fueled  growth  strategy  has 
long  been  abandoned.  Says  Jeffrey  A. 
Sonnenfeld,  associate  dean  at  the  Yale 
School  of  Management:  "There's  no  real 
synergy  among  Tyco's 
businesses." 


THE  BREEN  EFFECT 


ROUGH  PATCH? 

INVESTORS'  immedi- 
ate concern  is  whether 
Breen's  turnaround 
has  hit  a  rough  patch. 
For  the  fiscal  year  end- 
ed Sept.  30,  Tyco's  net 
income  tripled  as  oper- 
ating margins  jumped 
to  13.2%,  from  8.5%  in 
2003.  That  reflected  a 


40 


30 


20 


10 


DOLLARS 


f*      TYCO  STOCK 
f        MONTHLY  CLOSE 

JUNE  '02  JUNE  22,  '05 

Data:  Bloomberg  Financial  Markets 


BREEN  Sales  sweeping    efficiency 

growth  is  well  drive,  in  which  Tyco 
bdowhis  target  dosed  over  600  facil- 
ities  and  saved  some 
$600  million  by  consolidating  sourcing 
and  implementing  a  Six  Sigma  quality 
drive.  But  net  income  plunged  nearly 
75%,  to  $192  million,  during  the  quarter 
ended  Apr.  1.  With  big  charges,  including 
asset  writedowns  in  the  company's  trou- 
bled plastics  unit,  largely  responsible  for 
the  earnings  hit,  Tyco  contends  that  the 
bad  quarter  was  a  temporary  setback. 
But  the  problems  may  be  more  far- 
reaching.  Organic  sales 
growth,  which  strips 
out  exchange  rates  and 
the  impact  of  divesti- 
tures and  acquisitions, 
slowed  to  just  3-4%, 
well  below  Tyco's  4%  to 
6%  target.  Free  cash 
flow  fell  15%,  and  Tyco 
lowered  its  earnings 
guidance  for  the  full 
year.  Although  sales 
surged  a  sizzling  15%  in 
Tyco's    diverse    engi- 
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If s  still 
tough 


investors 
to  assess 
how  Tyco 
is  doing 


neered  products  group,  they  were  nearly 
flat  in  the  fire  and  security  division,  which 
is  still  recovering  from  Kozlowski-era 
abuses.  And  the  plastics  business  posted  a 
$187  million  loss,  due  to  asset  impair- 
ment charges.  Tyco  has  been  crimped  by 
weakness  in  the  European  auto  market 
and  surging  commodity  prices. 

Making  matters  worse,  investors  con- 
tinue to  have  a  hard  time  getting  a  han- 
dle on  Tyco's  performance.  While  Breen 
has  greatly  im- 
proved the  con- 
glomerate's finan- 
cial reporting,  it 
remains  complex, 
XOr  and  so  many  oper- 

ations have  been 
discontinued  that 
comparing  results 
from  one  year  to 
the  next  is  tough. 
As  a  result,  it's 
difficult  "to  know 
what  the  sustain- 
able operating 
performance  of 
this  company  is,"  says  Dan  Mahoney,  a 
senior  analyst  at  the  Center  for  Finan- 
cial Research  &  Analysis.  A  Tyco  execu- 
tive responds:  "We've  gotten  nice  feed- 
back from  most  investors  on  the  level 
of  disclosure." 

As  Breen  continues  to  look  for  more 
efficiencies— $600  million  in  cost  cuts 
are  targeted  in  fiscal  2006— he's  also  seek- 
ing to  get  rid  of  the  worst-performing 
units.  "He  wants  to  sell  the  leaky  boats 
before  they  take  on  too  much  water," 
says  Nicholas  P.  Heymann,  an  analyst  at 
Prudential  Equity  Group.  For  instance, 
Tyco's  beleaguered  plastics  unit,  which 
earned  just  $69  million  on  sales  of  $1.7 
billion  last  year,  is  on  the  block.  The  com- 
pany may  prune  the  weak  spots  in  its  $12 
billion  electronics  portfolio.  These  units, 
mostly  in  telecom-related  areas,  account 
for  about  $1  billion  in  sales,  but  they  are 
barely  breaking  even,  while  the  rest  of 
electronics  enjoys  margins  above  17%. 

Still,  with  Tyco  facing  the  prospect  of 
relatively  low  sales  growth,  Breen  may 
have  to  get  more  aggressive.  Indeed,  be- 
cause the  company  sells  at  a  compara- 
tively low  multiple  of  16  times  forward 
earnings,  compared  with  19  for  its  in- 
dustrial peers.  Heymann  suggests 
Breen  might  create  more  value  by  sell- 
ing one  or  more  of  Tyco's  strong  busi- 
nesses, such  as  the  ADT  Security  Ser- 
vices Inc.  unit.  One  thing  seems  certain: 
Tyco  will  look  less  and  less  like  the 
house  that  Dennis  built.  ■ 

-By  William  C.  Symonds  in  Boston 
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ENERGY 


ALTERNATE  POWER:  A 
CHANGE  IS  IN  THE  WINI 

The  industry  is  gaining  critical  mass, 
but  its  economic  future  remains  iffy 


HE  WORDS  "SOLAR 
power"  conjure  up  im- 
ages of  ungainly  rooftop 
panels  mounted  by  die- 
hard environmentalists. 
But  Jigar  Shah  plans  to 
change  all  that.  As  CEO  of 
Baltimore-based  SunEdison  LLC,  he 
dreams  of  the  sun  supplying  up  to  10% 
of  the  electricity  needed  in  many  parts  of 
the  country.  And  now  he  has  the  financial 
muscle  to  embark  on  his  vision.  On  June 
9,  SunEdison  announced  a  $60  million 
fund,  financed  by  Goldman  Sachs  and 
Hudson  United  Bank,  to  oversee  BP  So- 
lar's installation  of  25  electric  systems  on 
Staples  and  Whole  Foods  Market  stores, 
along  with  other  locations.  The  recipi- 
ents get  reliable  power  at  a  guaranteed 
price,  providing  a  hedge  against  cost 
spikes  during  periods  of  peak  electricity 
demand.  The  financiers 
catch  a  ride  on  a  global 
solar  market  that's  al- 
ready more  than  $7  bil- 
lion per  year  and  ex- 
panding at  a  rate  of 
more  than  30%  annual- 
ly. "The  growth  oppor- 
tunities are  tremen- 
dous," says  Shah. 

The  new  dawn  isn't 
limited  to  solar  power. 
An  array  of  alternative- 
energy,  energy-efficien- 
cy, and  other  green 
technologies— together 
known  as  "cleantech"— are  beginning  to 
boom.  A  host  of  forces  is  responsible  for 
the  trend:  high  prices  for  oil,  gas,  and 
coal;  expanded  government  incentives 
and  mandates;  advances  in  technology 
that  are  reducing  costs;  concern  over 
global  warming;  and  investors  looking 
for  the  Next  Big  Thing.  "What  has 
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mainstream  institutions  that  have  de 
ed  they  can  make  money  in  this 
says  Dan  Reicher,  president  of  New 
ergy  Capital  Corp.  and  a  former  top  j 
ergy  Dept.  official.  "Who  would 
thought  two  years  ago  that  Golc 
Sachs  would  be  investing  in  wind 
solar  power?" 

SHIFT  IN  THE  GROUND 

INDEED,  AN  INCREASING  numbel 
major  corporate  players  like  Gen| 
Electric  and  Siemens,  traditional 
ture-capital    firms    such    as    KleJ 
Perkins  Caufield  &  Byers,  and  ej 
states  are  putting  money  into  the  mail 
In  its  so-called  Green  Wave  Initial 
California  plans  to  use  $500  mill 
from  two  state  pension  funds— CalP  1 
and  CalSTRS— to  seed  proposals  foil 
ternative  energy.  "Clean  technology 
becoming  the  enablg 
technology  of  the  M 
century  industrial  sol 
ty,"  says  Nicholas  Pa 
er,  chairman  of  CleV 
tech  Venture  Netwf 
LLC,  which  tracks 
field    for    its    inve 
members. 

But  cleantech  coi 
with  daunting  risl 
well  as  opporturut 
The  big  uncertainty: 
economics  and  pii 
itability  vary  dram  J 
cally  with  changes  | 
energy  prices  and  government  polk 
"For  a  long  time,  with  low  gas  and 
prices,  renewables  of  all  kinds  coulc 
compete,"  explains  Jerry  Peters,  sei 
vice-president  at  Hudson  United  Bz 
But  now,  with  natural  gas  rising  to 
than  $7  per  rmihon  BTUs  and  ea 
coal  up  to  $60  per  ton,  average  U.S.  i 


WHOLESALE  ALTERNATIVE 
ELECTRICITY  PRICES 
■  WIND 


changed  dramatically  is  the  number  of     tricky  prices,  by  state,  now  range 


■ 


t  to  I6<t  per  kilowatt  hour  (kwh).  In 
>me  states,  that's  a  25%  jump  since 
>95.  At  the  same  time,  technological  im- 
rovements  and  economies  of  scale  have 
gnificantly  lowered  the  costs  of  alterna- 
tes. Wind-power  costs  have  declined  to 
k  litde  as  3<t  to  5<t  per  kwh,  making  wind 
Dst  competitive.  That's  one  reason  why 
E's  wind  business  has  soared  from 
500  million  in  2002  to  a  predicted  $2 
dlion  this  year. 

Yet  wind  power  wouldn't  be  growing  at 
's  current  U.S.  rate  of  37%  per  year  with- 
out government  mandates  and  incentives, 
/hen  Congress  delayed  renewing  the 
8<  per  kwh  credit  for  wind  power  last 
immer,  for  instance,  the  business 
inked  until  the  credit  was  restored. 
The  delicate  interplay  of  prices  and 
olicies  is  even  more  complicated  for  so- 
ir  power,  which  is  still  at  least  3  to  5 
mes  as  costly  as  conventional  sources 
nd  thus  dependent  on  subsidies.  Ger- 
lany  has  become  a  leader  in  solar  elec- 
icity  because  of  what  Erik  Straser,  gen- 
ral  partner  at  Mohr,  Davidow  Ventures, 
alls  a  "masterful"  policy:  When  compa- 
es  or  individuals  install  photovoltaic 


panels,  the  govern- 
ment pays  them  about 
four  times  the  going 
rate  of  electricity  for 
any  power  that  flows 
back  into  the  grid.  The 
approach  has  been 
"successfully  copied 
by  South  Korea, 
Japan,  and  Spain," 
says  Straser.  "It's  a 
way  for  a  country  to 
take  a  fundamental 
step  toward  energy 
independence." 

While  that  may 
seem  a  high  price  to 
pay  for  energy  alter- 
natives, such  policies 
j  are  paving  the  way 

\      fc  for  a  lower-cost  fu- 

\  fc  E  ture-  Because  of  the 

growing     worldwide 

market  and  manufac- 
Y  turing  advances  at 
big  silicon-panel 
makers  like  Sharp 
Corp.,  installed  costs 
for  solar  systems  have 
been  dropping  at  a 
steady  5%  per  year 
for  the  past  decade— 
and  should  continue 
to  do  so.  By  2010  or 
2015,  predicts  Sun- 
Edison's  Shah,  solar 
electricity  will  be 
cost- competitive  in 
some  parts  of  the  U.S. 
In  the  meantime, 
U.S.  subsidies  are  fueling  growth.  The 
federal  government  offers  tax  credits  for 
wind,  solar,  and  other  renewables.  In  ad- 
dition, 19  states  have  so-called  renewable 
portfolio  standards,  requiring  that  a  per- 
centage of  energy  come  from  green 
sources.  That  has  created  a  market  for  re- 
newable energy  credits  that  utilities  can 
trade  to  meet  the  goals. 

As  a  result,  SunEdison's  solar  power 
project,  for  instance,  brings  many  finan- 
cial benefits.  Hudson  Bank  gets  revenue 
from  sales  of  electricity  and  renewable- 
energy  credits,  while  Goldman  Sachs 
gets  a  write-off  from  the  tax  credits  and 
accelerated  depreciation.  "This  is  a  great 
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example  of  how  innovative  financing  and 
the  right  technology  can  deliver  solar  or 
alternatives  now,"  says  Raymond  Crespo, 
vice-president  at  Energy  Conservation  & 
Supply  Inc.,  a  New  York  consultancy  that 
helps  office  buildings  and  retailers  im- 
prove energy  efficiency. 

BUBBLE  AHEAD? 

MEANWHILE,  VENTURE  capitalists  are 
betting  that  innovative  new  technologies 
can  bring  down  the  costs  of  solar  power 
far  faster  than  the  current  5%  rate  of  de- 
cline. In  early  June,  San  Jose  (Calif.)- 
based  Miasole,  which  uses  the  technology 
underlying  computer  disk  drives  to 
make  thin-film  solar  cells,  snared  $16.5 
million  from  venture-capital  firm 
Kleiner  Perkins. 

On  June  13,  Nanosolar  announced  that 
it  had  closed  $20  million  in  Series  B  fund- 
ing from  investors  such  as  Mohr,  David- 
ow Ventures,  and  Benchmark  Capital 
Management  Co.  The  Menlo  Park  (Calif.) 
company  uses  new  materials  and 
processes  to  sidestep  the  problems  of 
conventional  silicon  cells. 

While  promising,  these  technologies 
carry  plenty  of  risk.  One  of  them  might 
emerge  as  the  eventual  winner,  or  down- 
turns in  conventional  energy  prices  or 
government  policies  could  put  a  damper 
on  the  market.  Some  venture  capitalists 
caution  that  the  current  rush  to  invest 
could  create  a  bubble  similar  to  the  one 
that  happened  with  fuel  cells  a  few  years 
ago.  "Oil  prices  are  on  the  front  page,  and 
there  has  been  a  bit  of  herd  mentality," 
says  Bill  Green,  venture  capitalist  with 
VantagePoint  Venture  Partners. 

Still,  high  demand  for  energy  around 
the  world  is  likely  to  keep  oil,  gas,  and  coal 
prices  high.  And  environmental  concerns 
will  bring  more  incentives  for  alternative 
energy  and  energy  efficiency,  not  fewer. 
"If  people  are  convinced  that  subsidies 
will  remain,  capital  will  follow,"  says 
Howard  H.  Newman,  vice-chairman  of 
private  equity  investor  Warburg  Pincus. 

A  powerful  convergence  of  events,  from 
global  action  against  climate  change  to  ris- 
ing demand  for  oil,  is  happening.  There 
will  be  bumps  in  the  road,  but  renewable 
energy  and  energy-efficiency  technologies 
look  set  to  command  an  increasing  share 
of  investment  dollars  and  markets.  ■ 

^^^^^^^^        -By  John  Carey  in 

_  ^o/  Washington  and 

-|—  ^Z I  1  &        Adam  Aston  in  New 

York,  with  Justin 

Increase  in  U.S.  Hibbard  in  San 

solar  power  Mateo,  Calif.,  and 

capacity,  2005*  Ronald  Grover  in 

Los  Angeles 
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BROADCASTING 


EVERYBODY  WANTS 
A  PIECE  OF  THE  AIR 

TV  broadcasters  may  finally  give  up 
spectrum— and  set  offa  wireless  scramble 


THE  DAILY  BUZZ  OF  CELL- 
phone  calls,  BlackBerry 
messages,  and  laptop  Web 
surfing  fills  the  airwaves 
and  frees  millions  of  people 
to  communicate  from  bike 
trails  and  coffeehouses.  But 
wireless  service  providers  are  poised  to 
turn  even  more  of  the  rituals  of  life  into 
life-on-the-go.  To  achieve  their  goals, 
they're  eyeing  a  rich  prize  from  Uncle  Sam: 
the  airwaves  long  occupied  by  TV  broad- 
casters that  could  soon  be  up  for  grabs. 

This  summer,  perhaps  even  before 
Congress  heads  home  for  its  July  4th  re- 
cess, a  key  committee  is  expected  to  intro- 
duce legislation  that  would  require  TV  sta- 
tions to  go  all-digital  and  relinquish  their 
analog  airwaves  by  Dec.  31,  2008.  That 
would  complete  the  push  launched  in 
1996,  when  Congress  gave  local  stations 
an  extra  set  of  airwaves  to  go  digital.  The 
stations,  which  fear  losing  viewers  who 
lack  digital  TV  sets,  have  long  fought  the 
move.  But  the  bill  finally  appears  to  have  a 
decent  chance  of  passing.  Lawmakers  are 
eager  to  collect  the  $10  billion  the  Con- 
gressional Budget  Office  is  privately 
telling  Hill  aides  that  spectrum  sales  could 
reap.  And  that  has  made  Republicans 
more  amenable  to  Democratic  demands 
that  the  government  subsidize  analog-to- 
digital  converter  boxes  for  households 
that  can't  afford  new  digital  TVs. 

RURAL  COMMUNITIES 

A  FEW  YEARS  will  pass  before  the  spec- 
trum comes  available,  but  it  could  set  off 
a  gold  rush  among  companies  seeking  to 
meet  demand  for  wireless  services.  The 
market  for  wireless  data,  ranging  from 
broadband  to  TV  on  cell  phones,  could 
jump  from  $7.6  billion  this  year  to  $38 
billion  in  2014,  acco.  ling  to  Kagan  Re- 
search LLC.  Cellular  carriers,  cable  giants, 
satellite-TV  companies,  and  broadband 


Gold  Rush 

When  the  feds  auction  off  licenses 
to  the  spectrum  now  used  by 
analog  TV  stations,  who  might 
line  up  to  buy  them? 

BROADBAND  STARTUPS  ClearWire 
Communications  and  others  want  to  sell 
wireless  broadband  to  compete  with  the  phone 
and  cable  companies 

CABLE  GIANTS  To  go  up  against  the  Bells,  the 
cable  guys  need  to  add  wireless  to  the  TV,  Net,  and 
phone  services  they  offer  over  high-speed  networks 

SATELLITE  TV  DirecTV  and  EchoStar  could 
use  the  spectrum  to  more  cheaply  bolster 
the  interactive  services  they  need  to 
do  battle  with  cable 

WIRELESS  CARRIERS  Smaller  players  like 
T-Mobile  need  more  airwaves  to  stand  up  to  larger 
rivals,  such  as  Verizon  Wireless 


startups  all  need  more  elbow  room  orpc 
air.  The  frequencies  potentially  up|>i 
grabs  are  among  the  best  available,  < 
ing    signals    for   miles    and   trave 
through  walls.  "They  can  leap  tall  bi 
ings  in  a  single  bound,"  says  Chj 
Townsend,  CEO  of  Aloha  Partners,  a  vl 
less  broadband  startup  in  Providence  I 
Freeing  up  the  spectrum  could  I 
prove  the  chances  of  wireless  emerginB| 
a  third  broadband  competitor  to  I 
Bells,  which  offer  DSL  and  fiber-o^ 
based  services,  and  cable  comps 
with  their  high-speed  modems.  In  2| 
federal  regulators  sold  a  small  portic 
the  airwaves  used  by  analog  TV  br 
casts.  The  big  winners— Aloha  and  i 
comm  Inc.— provide  a  gl 
into  the  businesses  that  bid(| 
for  the  spectrum  might  pi 
Aloha,  for  instance,  wants  tol 
its  airwaves  to  build  broadbl 
services  in  rural  and  subi 
communities  now  ignori 
the  Bell  and  cable  compani 
will  launch  a  trial  in  Tu 
shortly  to  sell  broadband  ac 
at  prices  ranging  from  $3 
$75,  depending  on  speed, 
will  target  small-business 

Gaining  access  to  more  s 
trum  could  also  help  other  w 
less  broadband  players  com 
ing  with  the  Bells  and  c 
companies.  News  Corp.'s 
recTV,  for  example,  now  mar 
broadband  via  satellite  to  bol 
its  competitive  arsenal  ag 
cable— but  the  dish  technol 
that  links  consumers'  PCs  to 
satellite  uplink  still  causes  sc 
delays.  It  could  use  some 
waves  to  provide  a  chea] 
faster  terrestrial  wireless  linl 
Other  competitors  co 
emerge  with  the  impend 
rollout  of  WiMax,  a  new  w 
less  broadband  standard 
can  carry  data  10  or  more  m 
in  open  countryside.  Open 
up  the  TV  airwaves  could  al 
small  startups  to  mount  a  o 
effective  WiMax  alternativi 
today's  big  broadband  play 
Craig  O.  McCaw's  Clear\* 
Inc.,  which  is  already  offer 
wireless  broadband,  decline< 
comment  on  whether  it  will 
for  the  TV  spectrum.  But  th 
frequencies,  with  their  lo 
ranging  signals,  would  proh 
let  wireless  companies  co 
more  territory  with  fe\ 
transmission  towers,  lower 


-c 


0 


Startups 

weingthe 

Lpectrum 

acedeep- 

x)cketed 


ie  cost  of  building  up  the  network. 
Still,  startups  eyeing  the  spectrum  will 
ce  deep-pocketed  competitors.  Wire- 
ss  and  cable  giants— and  even  Holly- 
Bd  studios— could   gobble   up   the 
jectrum   to   deliver   next-generation 
•rvices,  such  as  TV  viewing  on  cell 
i  lones.  Qualcomm,  which  acquired  air- 
I  aves  in  the  2002  auction,  will  launch  a 
svice  for  wireless  carriers  next  year  to 
diver  TV  clips  from  the  likes  of  ABC 
News,  ESPN,  the 
Weather  Channel, 
A&E,    and    other 
programmers    to 
cell    phones.    In- 
spired by  the  suc- 
cess of  such  servic- 
es in  South  Korea 
and  Japan,  Qual- 
comm is  pouring 

TValS  $800  m^ion  in*0 

^^  its  MediaFLO  USA 

^^^  Inc.  subsidiary  to 

push  this  initia- 
te. More  spectrum  could  prove  useful  if 
I  comes  on  tap.  "If  you  like  TV,  you'll 
robably  like  having  TV  programming 
yailable  all  the  time,"  says  MediaFLO 
eneral  manager  Jeff  Lorbeck 

Cellular  carriers,  too,  may  want  to 
vn  this  service.  They'll  have  a  chance 
)  bid  for  new  airwaves  for  advanced 
trice  and  data  services  in  an  auction  as 
urly  as  next  year,  but  they  may  still 
ant  a  shot  later  at  the  airwaves  vacated 
f  the  TV  guys.  Why?  Operating  their 
lobile  TV  in  a  channel  separate  from 
ie  frequencies  they  use  for  voice  serv- 
«s  would  avoid  straining  capacity. 

Cable  operators  could  also  see  the 
ew  airwaves  as  a  way  to  shore  up  their 
|Usiness  models.  Cable  doesn't  own  any 
rireless  phone  services— and  thus 
auld  take  a  while  to  match  the  package 
f  TV,  Internet,  land-line,  and  mobile- 
hone  services  that  their  Bell  competi- 
>rs  are  readying.  Comcast,  Time  Warn- 
f  Cable,  Charter  Communications,  and 
[ox  Communications  have  formed  a 
|Dnsortium  to  help  formulate  a  wireless 
lategy.  It  could  include  over-the-air 
elivery  of  both  voice  and  TV  services 
sing  the  newly  available  spectrum. 
Tione  of  the  cable  giants  will  com- 
lent  on  whether  they  will  bid  for  the 
pectrum.  And  in  the  fast-evolving 
ireless  world,  2009  is  a  generation 
way.  But  if  the  airwaves  long  monopo- 
zed  by  local  TV  are  finally  unlocked,  life 
i  certain  to  get  ever  more  mobile.  ■ 
-By  Catherine  Yang  in  Washington, 
with  Heather  Green  and  Tom  Lowry 
in  New  York 


REPEAT?  Cuts  in 
benefits  could 
trigger  another 
strike  like  the 
one  in  1998 
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GM:  FLIRTING  WITH 
THE  NUCLEAR  OPTION 

It  must  cut  health  costs,  but  paring 
UAW  retiree  benefits  risks  all-out  war 


GENERAL  MOTORS 
Corp.  and  the  United 
Auto  Workers  seem  to 
be  playing  a  dangerous 
game  of  chicken.  GM 
Chairman  G.  Richard 
Wagoner  Jr.  said  recent- 
ly that  he  prefers  a  cooperative  deal  with 
the  UAW  on  health-care  issues  rather 
than  a  fight,  but  he  added:  "Either  way,  it 
is  crystal  clear  that  we  need  to  achieve  a 
significant  reduction  in  our  health-care 
costs  and  to  do  so  promptly."  The  impli- 
cation: If  the  union  doesn't  make  big 
concessions  to  help  slash  GM's  $5.6  bil- 
lion in  health  costs,  management  will  cut 
them  regardless.  For  his  part,  UAW  Pres- 
ident Ronald  A.  Gettelfinger  says:  "It 
would  be  a  huge  mistake"  for  GM  to  re- 
duce retiree  medical  benefits  without  his 
say-so.  "Legally,  they  can't  do  it." 

Things  may  yet  escalate.  Wagoner  is 
under  tremendous  pressure  to  get  cost 
concessions  from  the  UAW,  and  analysts 
and  some  GM  insiders  think  that  while 
Wagoner  hasn't  said  so  outright,  he  may 


even  be  considering  a  "nuclear"  option 
to  cut  health  costs.  A 1971  U.S.  Supreme 
Court  case,  Chemical  Workers  vs.  Pitts- 
burgh Plate  Glass  Co.,  ruled  that  retiree 
medical  benefits  are  not  protected  by  a 
union  labor  contract,  which  only  covers 
active  workers.  Bolstered  by  that  ruling, 
GM  could  reduce  or  even  cancel  costly 
medical  benefits  for  its  union  retirees 
without  consent  from  the  UAW.  "That 
gives  GM  a  lot  of  leverage,"  says  Sanford 
C.  Bernstein  &  Co.  analyst  Brian  A.  John- 
son, "especially  since  a  strike  over  retiree 
benefits  could  be  illegal." 

If  only  it  were  that  simple.  True,  slic- 
ing medical  benefits  for  GM's  340,000 
union  retirees— and  its  111,000  work- 
ers—would save  $1  billion  a  year.  But  go- 
ing after  retiree  benefits  unilaterally 
would  also  spark  a  labor  war.  Union  offi- 
cials dispute  the  interpretation  of  labor 
law  that  gives  GM  an  easy  out  on  retiree 
benefits.  Indeed,  unions  have  won  sever- 
al similar  cases  in  circuit  courts,  says 
Stanford  University  Law  School  labor 
law  professor  William  B.  Gould  IV.  UAW 
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It  would  be  a 
huge  mistake 
[to  cut  retiree  benefits 
unilaterally].  "Legally 
they  can't  do  it" 

-Ronald  A.  Gettelfinger,  President, 
United  Auto  Workers 


leaders  warn  that  they  could  sue  or 
strike  if  GM  tried  to  abrogate  retiree 
health  benefits.  "The  cost  of  unilat- 
eral action  would  be  high,"  says  Harley 
Shaiken,  a  professor  at  the  University  of 
California  at  Berkeley  and  a  labor  studies 
expert.  "There  is  widespread  support 
within  the  UAW  to  bend  to  help  GM,  and 
threats  like  this  could  squander  it." 

Winning  a  labor  war  would  be  tough, 
in  any  case.  Caterpillar  Inc.  endured  a 
five-month  strike  in  1992,  then  hired  re- 
placement workers.  Eventually,  Caterpil- 
lar got  lower  wages,  and  today  UAW 
members  there  pay  at  least  $80  a  month 
in  medical  premiums,  while  their  Big 
Three  colleagues  pay  none.  But  the  UAW 
didn't  have  the  grip  on  Caterpillar  that  it 
has  on  GM.  And  with  the  No.  1  auto  mak- 
er's huge  size,  a  companywide  strike 
would  drain  an  estimated  $2  billion  a 
month  in  cash,  says  Sanford  Bernstein's 
Johnson.  GM's  last  major  strike,  in  1998, 
cost  it  $2  billion  over  54  days. 

Despite  all  the  tough  talk,  neither  side 
wants  war.  In  all  likelihood,  both  are  pos- 
turing to  get  a  deal.  UAW  leaders  need  to 
sell  concessions  to  their  members.  If  there 
is  enough  saber-rattling  about  slashing 
retiree  medical  benefits,  an  increase  in  co- 
pays  or  premiums  might  seem  easier  to 
swallow.  For  Wagoner,  it's  crucial  to 
move  now.  GM  is  losing  money,  but  its 
long-ailing  European  operations  are  ral- 


lying, and  profits  at  home  could  improve 
with  new  vehicle  launches  next  year.  That 
could  dissuade  the  UAW  from  conces- 
sions during  the  2007  contract  talks. 

At  the  same  time,  there's  tremendous 
pressure  not  to  bend.  GM's  board  gave  the 
UAW  a  June  30  deadline  to  come  up  with 
a  deal,  though  that  could  slide  into  July. 
Lurking  in  the  background  is  billionaire 
Kirk  Kerkorian,  who  owns  72%  of  GM 
and  wants  to  see  decisive  action  that  will 
bring  profits  back 

FAR  APART 

ON  THE  UNION  side,  Gettelfinger  can't 
make  major  concessions  the  year  before 
he's  up  for  reelection,  especially  since  re- 
tirees—who make  up  more  than  half  of 
the  UAW's  Big  Three  membership— are 
allowed  to  vote.  Moreover,  half  of  GM's 
current  workers  are  eligible  to  retire  by 
2008.  Plus,  the  UAW  usually  gives  each  of 
the  Big  Three  the  same  deal.  Chrysler 
Group  is  profitable,  so  its  union  workers 
won't  be  amenable  to  concessions.  This 
puts  more  pressure  on  Gettelfinger  to  de- 
liver a  deal  his  entire  union  can  live  with. 
For  those  reasons  and  more,  the  two 
sides  appear  far  apart.  Leaders  of  union 
locals  from  around  the  country  met  with 
UAW  Vice-President  Richard  Shoemaker 


Speeding  Toward  a  Collision? 


To  shore  up  its 
ailing  bottom  line, 
GM  has  hinted 
that  it  could  slash 
health  benefits 
for  UAW  retirees 
without  the  union's 
consent: 


LEGAL  GROUNDS  GM  could  use  a  precedent  from  a  1971 
U.S.  Supreme  Court  case,  which  held  that  employers  can 
unilaterally  alter  retiree  benefits  even  if  they're  written  in 
a  union  contract. 

POTENTIAL  SAVINGS  Could  add  up  to  more  than  $1  billion  a 
year  if  union  members  were  to  get  the  same  health  plan  as 
nonunion  white-collar  workers. 


LABOR  FALLOUT  Union  leaders  say  GM  can't  act  outside 
the  labor  pact,  and  some  have  tr  reatened  legal  action  or  a 
strike  if  GM  acts  alone.  A  strike  would  cost  GM  an  estimated 
$2  billion  per  month. 


We  need  to 
achieve  a 
significant  reductic 
in  our  health-care 
costs" 

-G.  Richard  Wagoner  Jr.,  Chain] 
General  Motors  i 


on  June  9  and  gave  him  permis.1 
to  make  some  concessions  on  he 
care.  But  many  said  later  they  cc 
swallow  cuts  for  hourly  workers  bu 
retirees.  Partly,  they're  motivated  by 
alty  to  people  who  are  often  father 
aunts.  In  addition,  with  so  many 
workers  near  retirement  themselves, 
take  future  benefits  seriously.  "The 
tirees  worked  hard  and  earned  their 
efits,"  says  Dave  Peterson,  presiden 
UAW  Local  31  in  Kansas  City,  Kan.  * 
do  whatever  it  takes  to  protect  them. 
Getting  big  savings  without  toucti 
retirees  will  be  difficult.  Analysts 
GM  to  lose  $4  billion  in  North  Am 
this  year.  If  GMAC  makes  its  predi 
$2.5  billion  in  profits  and  if  internati( 
operations  break  even,  Wagoner 
need  at  least  $1  billion  in  savings  to 
proach  profitability.  To  get  there,  it  a 
raise  co-pays  and  deductibles  on  so 
its  nontraditional  HMOs  and  PPOs 
Chrysler  did  earlier  this  year.  That  al 
could  save  GM  about  $200  million, 
lysts  say.  Further  paring  the  doctor 
work  to  eliminate  high-cost  healths 
providers  could  save  up  to  $400  millii 
year,  Johnson  says. 

GM  also  could  eliminate  many  o 
nontraditional  plans.  Getting  near! 
UAW  workers  and  retirees  in  GM's 
Cross/Blue  Shield  plans— in  which  ha 
GM's  union  members  are  already  s 
scribers— could  net  the  company  a  big 
bulk  rate,  says  Sean  P.  McAlinden,  cl 
economist  at  the  Center  for  Automo 
Research  in  Ann  Arbor,  Mich.  If  the  U 
agrees,  he  estimates  that  the  carma 
could  save  at  least  $500  million  a  yea 

The  problem:  GM's  10%  per 
health-care  inflation  on  $5.6  billion 
costs  would  eat  up  half  of  the  gains  e 
with  $1  billion  in  savings.  That  may 
why  some  GM  insiders  don't  think  a  U 
fix  will  solve  the  company's  problem: 
any  case.  As  long  as  management  neg 
ates  with  that  in  mind,  the  two  sides  r 
avoid  a  labor  war  neither  side  re 
wants  to  wage.  ■ 

-By  David  Welch  in  Det 
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jOOKS  like 

\  SURE  THING,  BUT... 

ks  it  readies  its  IPO,  PartyGaming  is  beset 
>y  big  risks— of  running  afoul  of  U.S.  law 


AKE  A  LOOK  AT  THE  Fi- 
nancials for  online  gam- 
bling giant  PartyGaming 
Ltd.,  and  you'll  see  why 
many  think  its  initial  pub- 
lic offering  will  be  a  mon- 
ster. Last  year,  the  Gibral- 
company  earned  $350  million  in 
tofits  on  $602  million  in  revenues  by  tak- 
g  a  small  commission  from  online  pok- 
',  bingo,  and  other  games.  The  banks 
inging  the  company  public  on  the  Lon- 
Dn  Stock  Exchange,  including  lead  un- 
awriter  Dresdner  Kleinwort  Wasser- 
ein,  say  PartyGaming  should  rake  in 
tofits  of  $500  million  this  year  and  $660 
iillion  next.  "It's  a  printing  press  for 
loney,"  says  David  Menlow  of  IPOFinan- 
ial.com,  a  Millburn  (N.J.)  researcher. 
But  scratch  the  surface,  and  the  com- 
iny  faces  big  risks,  like  an  amateur 
laying  Texas  Hold'Em.  The  200-page 
ospectus  cites  unusual  legal  threats, 
hief  among  them  is  a  warning  that  87% 
the  revenues  come  from  U.S.  cus- 
>mers,  yet  Uncle  Sam  sees  Net  gambling 
s  illegal.  The  document  warns  that  the 


Justice  Dept.  considers  "companies  offer- 
ing online  gaming  to  U.S.  residents  are  in 
violation  of  federal  laws"  and  that  actions 
taken  by  U.  S.  officials  could  "result  in  in- 
vestors losing  all  or  a  very  substantial  part 
of  their  investment." 

This  isn't  just  boilerplate  legalese.  An 
official  from  Justice  told  BusinessWeek  if  s 
actively  pursuing  more  aggressive  tech- 
niques to  counter  the  booming  industry. 
Those  include  squeezing  the  middlemen 
who  facilitate  Net 
gambling  and  arrest- 
ing execs  from  gam- 
bling sites  if  they  set 
foot  on  U.S.  soil.  "We 
have  to  keep  looking 
for  new  and  innova- 
tive ways  to  investi- 
gate and  prosecute," 
says  the  official. 

Still,  such  risks 
have  done  little  to 
deter  investors.  On 
June  22,  Dresdner 
Kleinwort  Wasser- 
stein  said  the  Party- 


KA-CHING! 


Here's  why  PartyGaming's  public 
offering  looks  like  a  big  winner 
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SEGAL  The  CEO  Gaming  IPO  was  fully 
faces  numerous  subscribed,  according 
challenges  to  t0  British  press  re- 

onhnegambling  ports  partyGaming 
plans  to  sell  shares 
for  $2  to  $2.30  and  raise  $1.8  billion  to 
$2  billion  in  exchange  for  20.6%  of  the 
company's  equity.  That  would  give  the 
company  a  market  capitalization  of 
$8  billion  to  $9.3  billion,  making  it  the 
largest  IPO  on  the  London  exchange  since 
2001.  The  stock  is  expected  to  begin  trad- 
ing the  week  of  June  27 


GOLDEN  PARASOL 

THE  JACKPOT  WILL  GO  to  PartyGam- 
ing's big  shareholders.  While  the  compa- 
ny won't  receive  any  of  the  proceeds  from 
the  offering,  the  top  four  owners  will  get 
most  of  the  cash.  The  largest  shareholder, 
with  31.6%,  is  Anurag  Dikshit,  a  33-year 
old  graduate  of  the  Indian  Institute  of 
Technology  (IIT)  who  helped  the  compa- 
ny develop  its  software.  Others  include 
Ruth  Parasol,  a  U.S.  citizen  and  former 
Web-porn  purveyor  who  founded  the 
business  in  1997,  and  her  husband,  Russ 
DeLeon.  The  CEO  is  Richard  Segal,  who 
formerly  ran  British  movie  chain  Odeon 
Ltd.  PartyGaming  declined  to  comment. 
One  reason  for  investors'  confidence 
may  be  the  track  record  of  PartyGaming's 
management.  When  U  S.  banks  began  re- 
fusing Net  gambling  transactions  in 
2002  under  pressure  from  New  York  At- 
torney General  Eliot  Spitzer,  revenues  for 
many  gaming  sites  went  into  decline.  Yet 
PartyGaming  bypassed  the  crackdown  by 
developing  its  own  online  payment  sys- 
tem. Similar  to  PayPal  Inc.,  the  system 
provides  customers  with  an  online  wallet 
into  which  they  can  transfer  funds  from 
their  bank  accounts.  Then  they  can  use 
the  wallet  to  gamble  whenever  they  want. 
PartyGaming's  management  has  been 
innovative  in  other  ways.  In  2002  it  estab- 
lished a  subsidiary  in  Hyderabad,  India,  to 
handle  customer  service  and  tech  systems. 
The  unit  accounts 
for  85%  of  the  com- 
pany's 1,100  workers. 
That  contributed  to 
the  62%  gross  mar- 
gins last  year. 

Numbers  like  that 
make  the  PartyGam- 
ing offering  difficult 
to  ignore.  Still,  for 
investors  there's  no 
question  that  the 
company  is  a  high- 
risk  bet.  ■ 
-By  Spencer  E.  Ante 
in  New  York 
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FLOOR  IT  Nexon 
marketing  head 
Min  with  a  Kart 
Rider  character 


SOUTH  KOREA 


DUDE,  WHERE'S  MY 
DIGITAL  CAR? 

Nexon's  sales  of  virtual  doodads  for 
Korean  online  gamers  are  burning  rubber 


AFTER  GRADUATING 
from  college  this  spring, 
Kim  Hyun  Wook  of 
Seoul  had  been  expect- 
ing to  launch  into  a  ca- 
reer as  an  engineer.  In- 
stead, he  has  joined  the 
ranks  of  professional  race  car  drivers— 
though  he  never  has  to  leave  home  to  hit 
the  track.  Every  morning,  Kim  logs  on  to 
his  computer  using  the  screen  name  of 
Sarang  (Korean  for  "love")  and  races 
against  rivals  in  an  online  game  called 
Kart  Rider  for  at  least  eight  hours.  For  his 
cyber-driving,  he  gets  paid  real  money  by 
a  local  clothing  company,  which  in  turn 
emblazons  its  brand  name  on  the  virtual 
driver  of  a  virtual  car.  "I  feel  like  a  star," 
says  Kim,  21.  "My  fans  send  me  gifts,  and 
I  have  a  sponsor  supporting  my  life." 

Sound  wacky?  Not  to  the  millions  of 
Koreans  who  play  Kart  Rider  and  other 
games  like  it.  And  certainly  not  to  Nexon 
Corp.,  the  game's  creator.  Nexon  has  built 
a  booming  business  selling  avatars— dig- 
ital representations  of  players  online— 
and  virtual  accessories  such  as  cars  and 


goggles.  The  company  chalked  up  rev- 
enues of  $110  million  last  year,  some  85% 
of  it  from  selling  such  digital  doodads. 
This  year,  Nexon  expects  sales  of  $250 
million.  "The  avatar  market  is  prospering 
in  Korea,"  declares  Min  Yong  Jae,  chief 
marketing  officer. 

Blame  it  on  broadband.  In  Korea, 
where  about  three-quarters  of  house- 
holds have  fast  Internet  connections, 
people  are  increasingly  looking  to  the 
Web  for  entertainment.  Nexon  says  more 
than  12  million  peo- 
ple—a quarter  of  all 
Koreans— have  partici- 
pated in  at  least  one 
Kart  Rider  race  since 
the  game  was  launched 
a  year  ago,  and  that  as 
many  as   200,000   of 
their  colorful   avatars 
might  be  piloting  their 
cyber- cars  through  vir- 
tual forests,  icy  caves, 
or  villages  at  any  time. 

The  genius  of  Kart 
Rider  lies  in  how  Nexon 


makes  money  frol 
Online  gaming  A 
panies  typically  1 

on  subscription  m 

^^^™  for     games     wit 

players  live  a  cyberlife  in  a  fantasy  w-Id. 
But  Nexon  and  a  handful  of  others  lb 
games  such  as  Kart  Rider—  and  ilk 
avatars  and  cars— for  free,  then  I 
spiffed-up  accessories.  Kart  Rider's  on 
store  offers  more  than  100  digital  itp 
such  as  special  $1  paint  jobs  and  tools  a 
40$  balloons  that  can  protect  a  plaj  I 
car  by  lifting  it  above  the  track  whei  it 
opponent  launches  a  missile  (90$).  I 
most  expensive  car  will  set  you 
$9.80  (it  handles  a  bit  better  than] 
costing  $1.50).  "Most  of  my  classr 
play  Kart  Rider,  and  I  want  to  look  coj 
the  game,"  says  9-year-old  Park  Kun 
who  recently  bought  an  avatar  cos 
$2.50,  a  car  for  $3.50,  goggles  for  $J 
(to  see  through  smoke  thrown  off  b>| 
ponents),  and  more.  His  father  cut 
off  after  he  spent  $150  on  the  digital  s  I 

RACING  ACROSS  BORDERS 

NOW  THE  PROS  have  arrived.  Kart  A 
competitions  have  been  broadcast  on 
cable  channels,  and  Kim— who  has 
several  of  them— has  emerged  as  a  | 
idol  among  gamers.  A  local  apparel  c 
pany,  Spris  Corp.,  sponsors  Kim  and  t 
others  as  professional  Kart  Rider  pla? 
Some  tournaments  have  been  spons< 
by  the  likes  of  Coca  Cola  Co.  and  offt 
much  as  $50,000  in  prize  money. 

For  Nexon  execs,  the  party  is  jus 
ginning.  They  are  hoping  their  succe? 
Korea  will  be  repeated  elsewhere. 
100%  sure  [the  avatar  business] 
boom  in  China,  Taiwan,  Japan,  and 
land  in  three  to  five  years,"  says  Min 
marketing  chief.  Nexon  is  already  se 
rising  sales  of  di§ 
items  offered  in  tl  I 
four  countries  for  r 
on's  other  games, 
the    company    exp| 
revenues  there  to  c 
ble,  to  about  $40 
lion  this  year.  Tho 
Nexon  has  no  imm 
ate  plans  to  offer  i 
Rider  in  the  U.S.,  in 
pretty   good   bet 
people  across  Asia 
soon  be  racing  aro 
the  digital  track  in 
sonalized  virtual  c 
Could  a  World  Cu] 
Kart  Rider  be  far  off 
-By  Moon  Ihlwa 
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ig  technologies  •  energy  &  p  ciai  services  •  hearing  solutions  •  home  appliances  •  infor 

landiing  •  medical  solutions  •  transportation  •  water  technoloq  ^ 


!vho  is  helping  to  improve  the  quality  of  patient  care  and  safety 

|       in  hospitals  throughout  the  nation? 

WW  fr-J     ^H  |   fcJ      We'n'  Siemens,  a  global  innovation  corapanv  helping  the  needs  of  businesses  and  communities 
*    righl  here  m  (he  IS.  One  of  our  specialties  is  providing  is  hospitals  with  the  tools  to  improve 
patieni  care,  while  helping  to  lower  costs  thanks  to  our  "digital  hospital"  solutions.  We're  working  with 
numerous  healthcare  providers  to  build  health  networks  that  connect  telecommunications,  IT.  medical 
sxstems  and  building  technologies  in  ways  inner  before  accomplished  This  means  less  waiting,  decreased 
costs  and  enhanced  care  for  patients.  But  unless  \oure  one  of  the  70,000  Americans  that  we  currently 
employ,  you  ma\  not  know  us.  We're  Siemens 

SIEMENS 

Global  network  of  innovation 
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GAINING 
ONLINE  TURF 

Ameritrade  Holding  CEO 
Joseph  Moglia  has  once 
again  stepped  into  the  role  of 
dealmaker.  On  June  22,  the 
hard-charging  New  Yorker 
said  his  Omaha  firm  would 
buy  rival  TD  Waterhouse  in  a 
$2.9  billion  deal.  The  news 
effectively  ends  E*Trade's 
efforts  to  buy  Ameritrade. 

Weak  trading  volumes  and 
excess  capacity  have  made  it 
difficult  for  online  brokers  to 
go  it  alone.  Moglia  has 
benefited  from  consolidation, 
making  seven  acquisitions  in 
four  years.  This  deal  is  by  far 
the  largest  for  the  former 
football  coach,  who  will  stay 
as  head  of  the  newly  formed 
TD  Ameritrade.  The  group  will 
have  more  than  $1.8  billion  in 
revenues  and  will  be  No.  3 
behind  Fidelity  Investments 
and  Charles  Schwab  in 
number  of  accounts.  But  the 
deal,  which  gives  Ameritrade 
a  major  branch  system  and  a 
larger  share  of  the  market  for 
investment  advice,  won't 
necessarily  be  Moglia's  last. 
"Don't  assume  that 
consolidation  is  over  in  the 
industry,  and  don't  assume 
that  it's  over  for  Ameritrade," 
he  says.  As  usual,  Moglia  is 
playing  offense. 

-Adrienne  Carter 


DONALDSON'S 
PARTING  SHOT 

Securities  &  Exchange 
Commission  Chairman 
William  Donaldson's 
determination  to  win  new 
limits  on  mutual  funds  may 
turn  his  farewell  party  into  a 
donnybrook.  On  June  21,  a 
federal  appeals  court  ordered 
the  SEC  to  review  a  rule, 
which  Donaldson  pushed 
through  last  year  on  a  3-2 
vote,  requiring  75%  of 
mutual-fund  directors, 
including  the  chairman,  to  be 
independent  of  the  fund 
management  company.  The 
court  faulted  the  SEC  for 
failing  to  adequately 
consider  alternatives  or  the 
costs  the  rule  would  impose 
on  mutual  funds.  Although 
the  SEC  normally  takes 
months  to  respond  to  such  a 
ruling,  Donaldson  has 
scheduled  a  new  vote  on 
June  29— the  day  before  his 
planned  retirement  from  the 
agency.  The  likely  result: 
another  contentious  3-2  vote 
in  which  Donaldson  sides 
with  Democratic 
commissioners  against  his 
Republican  colleagues. 


WHITE  CRULLER 
CRIME? 


The  regulatory  probes  into 
Krispy  Kreme  Doughnuts' 

accounting  may  be  heating 
up.  On  June  21,  the  Winston- 
Salem  (N.C.)  company  said 


that  six  top  officers  resigned 
or  retired  after  a  special 
committee  of  independent 
directors  determined  they 
should  be  discharged.  Krispy 
Kreme  didn't  disclose  the 
reasons  for  the  dismissals 
and  did  not  identify  the  six. 
Analysts  believe  the 
company's  willingness  to  cut 
the  execs  loose  suggests  that 
probes  of  Krispy  Kreme's 
accounting  for  franchise 
repurchases  by  the  Securities 
&  Exchange  Commission 
and  the  U.S.  Attorney  for  the 
Southern  District  of  New 
York  could  result  in  fines  or 
criminal  charges.  A  company 
spokeswoman  declined 
to  comment. 


PENSIONS  IN 
PURGATORY 

The  universe  of  companies 
that  offer  traditional  pension 
plans  is  shrinking  faster.  A 
study  by  benefits  consultant 
Watson  Wyatt  Worldwide  found 
that  11%  of  large  companies 
that  sponsor  defined-benefit 
plans  that  pay  a  set  amount 
to  retirees  had  a  frozen  or 
terminated  plan  in  2004,  up 
sharply  from  7%  in  2003  and 
6%  in  2002.  The  uptick 
reflects  corporate  uncertainty 
about  the  legal  status  of  cash 
balance  plans  and  the  Bush 
Administration's  proposals  to 
force  companies  to  increase 
funding  for  their  plans, 
Watson  Wyatt  said. 


LOEWS  AND 
AMCLINKUP 

Six  months  after  buying  the 
money-losing  AMC 
Entertainment  theater  chain 
for  $1.7  billion,  private 
equity  funds  affiliated  with 
JPMorgan  Chase  and  Apollo 
Advisors  are  merging  the 
nation's  second-largest  chain 
with  No.  5  Loews  Cineplex  in 
a  $4  billion  merger  to  cut 
overhead  and  refinance  debt. 


The  deal  would  give  Loev 
private-equity  owners, 
including  Bain  Capital,  Cai 
Group,  and  Spectrum  Equil 
Investors,  a  40%  stake  in 
new  company.  The  privat 
equity  funds  are  hoping  f  < 
Hollywood  ending,  althoi 
the  picture  is  looking  dar 
now  as  DVDs  continue  to 
siphon  off  moviegoers. 
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ETCETERA... 


»  Warren  Buffett  wants 

to  invest  more  in  energy, 

potentially  in  nuclear 

power. 

»  EADS,  the  European  sp 

giant,  will  build  a  new  plaj 

in  Mobile,  Ala. 

»  Homebuilder  Lennar 

reported  a  21%  jump  in 

second-quarter  earnings. 
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Ford  Motor  shares 
fell  4.4%,  to  $10.8 
on  June  22,  the  da 
after  it  reduced  its 
2005  earnings 
forecast  by  250,  to 
$1  a  share.  Lower 
U.S.  sales  also  led 
Ford  to  lay  off  170C 
salaried  workers. 
Analysts  fear 
pressure  on  prices 
and  market  share 
may  force  further 
restructuring. 
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\  Patent  War  Is 
Breaking  Out  on  the  Hill 


U2001,  WHEN  PETER  DETKIN  was  assistant  general  counsel  for  Intel, 
le  coined  the  term  "patent  troll"  to  describe  companies  that  game 
he  system  by  snapping  up  critical  bits  of  technology,  then  shop- 
ring  for  settlements  from  companies  that  might  be  infringing  on 
he  patents.  Now  Congress  is  working  to  get  trolls  off  the  streets, 

ut    Detkin    fears    that    innocent    by-     owners  to  squeeze  heavy  tech  users— such 


innocent 
[canders— including  his  new  company— 
Wght  be  swept  up  in  the  dragnet.  As  man- 
ning director  at  Intellectual  Ventures,  a 
ttellevue  (Wash.)  firm  that  invests  in  inven- 
ftons,  Detkin  is  tangling  with  his  former 
mployer  in  a  lobbying  war  that  has  split 
ae  business  community.  On  his  side  are 
[enture  capitalists,  biotech,  and  Big  Phar- 
ia.  On  the  other  are  longtime  foes  of 
^tent  trolls,  including  such  giants  as  Intel, 
licrosoft,  Visa,  Kodak,  and  Oracle. 
There's  no  question  that 
lere  are  entities  gaming  the 
ystem,"  Detkin  says,  "but  the 
loblem  is  not  as  big  as  high 
;ch  would  like  you  to  think." 

Abusive  Litigation" 

IGH  TECH  thinks  it's  enor- 
frous— and  it's  mounting  a 
lassive  power  play  on  Capitol 
lill  to  reform  patent  laws, 
ech  and  financial- services 
Dmpanies  are  rallying  behind 
tie  Patent  Act  of  2005,  intro- 
luced  on  June  8  by  Represen- 
ttive  Lamar  Smith  (R-Tex.), 
hairman  of  the  House  judici- 
ly  subcommittee  on  intellec- 
nal  property.  The  bill  would 
lake  it  easier  for  big  compa- 
res to  challenge  the  validity  of 
patents— and  tougher  for 
atent  holders  to  win  perma- 
ent  court  injunctions  that 
eep  allegedly  infringing  products  off  the 
larket.  The  goal,  says  Microsoft  General 
lounsel  Brad  Smith,  is  to  curb  "abusive  lit- 
;ation"  that  can  shut  down  a  product  line. 

Credit-card  companies  and  banks  are 
articularly  eager  to  add  a  measure  that 
fould  push  more  infringement  claims  into 

federal  appeals  court  with  patent  expert- 
>e.  That  would  make  it  tougher  for  patent 


SEGWAY  Inventor 
Kamen  in  2001 


as  ATM  networks— that  they  claim  infringe 
on  their  ideas.  Now,  "all  [patent  holders] 
need  to  do  is  threaten  to  litigate,  and  a  fi- 
nancial-services company  is  forced  to  pay 
whatever  fee  they  want"  or  face  shutting 
down  an  entire  ATM  or  credit-card  network, 
says  Andrew  Barbour,  a  vice-president  at 
the  Financial  Services  Roundtable.  "It's  es- 
sentially ransom." 

Critics  of  the  bill  maintain  that  it  could 
handcuff  legitimate  inventors.  Under  pro- 
posed "reforms,"  they  say, 
big  companies  could  simply 
buy  their  way  out  of  infringe- 
ment complaints.  That  means 
innovators  might  be  forced  to 
share  ideas  or  advances  with 
anyone  who  writes  a  check. 
Inventors  say  that  would 
deny  them  the  chance  to  sell 
exclusive  rights.  "It's  tanta- 
mount to  compulsory  licens- 
ing," says  Segway  inventor 
Dean  Kamen. 

That's  particularly  fright- 
ening to  drug  and  biotech 
companies.  Unlike  computer 
and    software    makers,    Big 
Pharma  and  biotech  depend 
on  a  few  blockbuster  innova- 
tions. "If  someone  trespasses 
on  our  property,  we  want  to  be 
able     to     evict    them,"  says 
Charles  Lucas,  general  counsel 
of  the  Biotechnology  Industry 
Organization.  "We  don't  want  the  court  to 
say:  'Sorry,  but  they  can  pay  a  little  rent  and 
stay  in  your  house.' " 

As  this  war  heats  up,  all  combatants  are 
hiring  lobbyists  and  appealing  to  a  divided 
academic  community  for  backup.  With  bil- 
lions of  dollars  in  property  rights  at  stake, 
it's  a  fight  neither  side  can  afford  to  lose.  ■ 
-By  Lorraine  Woellert 


CAPITAL 
WRAPUP 


SCRAMBLED  SIGNALS 
TO  THE  NEW  FCC  BOSS 

BIG  MEDIA  is  counting  on  the 
new  chairman  of  the  Federal 
Communications  Commission, 
Kevin  Martin,  to  patch  up  the 
consolidation  mess  left  behind 
by  his  predecessor.  But  a  split  in 
the  industry  is  complicating 
Martin's  efforts  to  calm  the 
firestorm  created  by  former  FCC 
boss  Michael  Powell's  push  to 
unfetter  media  owners. 

The  Supreme  Court  drove  a 
stake  through  Powell's  plans  on 
June  13  when  it  let  stand  a  lower 
court  ruling  that  the  FCC  had 
not  adequately  justified  its  rules 
loosening  media  ownership 
restrictions.  Many  lobbyists 
expect  Martin  first  to  tackle 
cross-ownership  of  newspapers 
and  local  broadcast  stations, 
then  move  on  to  rules  allowing 
broadcasters  to  own  more  than 
one  TV  station  in  a  market. 

That  approach  is  fine  with 
companies  involved  in  both 
print  and  TV,  such  as  Tribune 
and  Belo.  But  local  TV  owners 
such  as  Lin  TV  and  Sinclair 
Broadcast  Group  would  rather 
see  the  multistation  rule  move 
first.  They  fear  opposition  to 
cross-ownership  could  deplete 
the  FCC's  political  capital  before 
the  agency  gets  to  their  issue. 

LOOPHOLES  IN 
TERRORISM  INSURANCE 

TERRORISM  IS  DRIVING  up 
Big  Business'  insurance 
premiums— but  it  isn't  getting 
much  in  return.  A  new  Rand 
Corp.  study  shows  that  policies 
often  don't  cover  domestic 
incidents  and  never  insure 
against  damage  from  weapons 
of  mass  destruction.  In  all,  less 
than  half  of  potential  losses  are 
insured,  Rand  says.  The  study, 
backed  in  part  by  the  insurance 
industry,  is  likely  to  fuel  calls 
for  Uncle  Sam  to  continue 
providing  terrorism  reinsurance, 
a  role  set  to  expire  at  yearend. 
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INDONESIA 


A  WHIFF  OF  NEW  MONEY  | 

President  Yudhoyono  has  Indonesia  growing  again,    I 
and  investors  are  back.  Can  he  keep  up  the  momentum : 


INDONESIA  IS  A  SOCIETY  ON 
edge.  You  can  see  it  in  the  eyes  of 
security  guards  brandishing  auto- 
matic weapons  in  front  of  all  the 
Jakarta  business  hotels,  poised  to 
ward  off  potential  terrorist  attacks. 
Or  check  out  the  headlines:  Gas 
and  power  shortages  have  surfaced  in 
East  Java  because  cash-strapped  state  oil 
giant  Pertamina  can't  afford  to  import 
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enough  fuel,  and  the  nation's  energy  as- 
sets have  been  terribly  managed.  In  Aceh 
province,  home  to  a  violent  separatist 
movement,  life  is  still  a  struggle  in  the 
wake  of  the  tsunami  that  killed  128,000 
Indonesians  and  left  500,000  homeless. 
Yet  behind  these  grim  realities,  you 
sense  something  more  in  this  sprawling 
archipelago:  the  scent  of  money.  The 
Jakarta  composite  index  has  shot  up  65% 


over  the  past  year,  and  the  econom>l 
growing  at  its  most  rapid  clip  since  19'1 
up  a  surprising  6.4%  year-on-year  in  I 
first  quarter.  Foreign  direct  investmift 
commitments,  which  had  collapsed  aim 
the  fall  of  Suharto  in  1998,  have  neal 
doubled  in  the  first  four  months  of  ft 
year  from  the  same  period  in  2004,  f 
$5.5  billion.  A  consumer  spending  revil 
coupled  with  robust  global  demand  I 


Tough 

Agenda 

The  big  issues 
Indonesia's  President 
needs  to  tackle 

ECONOMIC  EXPANSION 

Must  keep  Indonesia  growing 
at  nearly  7%  to  create 
employment  for  2.5  million 
new  workers  annually,  reduce 
joblessness  from  its  current 
level  of  9.5%,  and  cut  the 
poverty  rate  of  16%. 

CLEANUP 

Foreign  investment  has 
nearly  doubled  to  $5.5  billion 
so  far  this  year,  but 
Yudhoyono  must  crack  down 
on  corruption  if  he  hopes  to 
see  the  $40  billion  annual 
pace  of  the  mid-1990s. 

TERRORISM 

Al  Qaeda-inspired  terrorist 
cells  aim  to  destabilize  the 
world's  most  populous 
Muslim  nation.  Yudhoyono 
must  crush  them  while 
keeping  Islamic  political 
parties  on  a  moderate 
course. 


)alm  oil,  coal,  tin,  and  apparel,  is  fueling 
growth.  "Whoever  puts  their  foot  in  here 
s  going  to  make  money  over  the  next 
hree  to  five  years,"  says  Henk  Mahendra, 
akarta-based  president-director  of  Orient 
Technology  Indonesia,  which  on  May  30 
;igned  a  $250  million  government  con- 
Tact  to  build  and  operate  an  internation- 
d  port  in  southern  Sumatra. 

The  new  optimism  owes  much  to  Presi- 
ient  Susilo  Bambang  Yudhoyono.  The  re- 
ired-general-tumed-political-reformer, 
vho  earned  a  PhD  in 
economics  last  year  at 
he  age  of  55,  took 
x)wer  in  October.  He 
neat  weakened  in- 
nimbent  Megawati 
Sukarnoputri  in  the 
fast  direct  general  elec- 
ion  in  the  nation's  his- 
ory.  Yudhoyono  has 
■von  international 
praise— and  a  state  vis- 
it to  the  White  House 
n   May— for   his    re- 


frustrating 

Elace  to  do 
usiness 


POWERING  UP 
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sponse  to  the  tsunami  and  for    T?pr1  t~ar\p 
his  blunt  talk  about  Indone-    |VCLl       *j 
sia's  problems,  including  ter-    fJQS  IIlclClC 

rorism   and  human   rights     T      j  • 

abuses  by  the  military.  But       IKlOIieSia  B. 

what  really  has  the  markets 
smoking  is  a  five-year,  $145 
billion  spending  plan  he  un- 
veiled in  January  to  upgrade 
the  country's  creaky  infra- 
structure— everything  from  a 
$178  million  Jakarta  airport 
extension  to  a  $15  billion  gas 
pipeline.  Although  cash-strapped  Indonesia 
can  ill-afford  such  spending,  Yudhoyono 
says  foreign  investors  will  provide  at  least 
$90  billion,  then  lease  the  facilities  out  to 
cover  costs  and  earn  a  profit. 

Yudhoyono  has  also  made  ending  In- 
donesia's endemic  graft  a  personal  cru- 
sade. The  country  has  been  ranked  the 
most  corrupt  in  Asia  for  four  years  run- 
ning, according  to  Hong  Kong-based  Po- 
litical &  Economic  Risk  Consultancy  Ltd. 
In  an  interview  with  BusinessWeek,  Yud- 
hoyono said  he  received  5,000-plus  com- 
plaints about  corruption  and  red  tape 
when  in  mid-June  he  invited  Indonesians 
to  call  him  on  his  personal  mobile-phone 
number,  which  he  made  public.  His 
phone  soon  crashed,  but  he  got  the  mes- 
sage: If  Indonesia  doesn't  clean  up  its  act, 
"we  will  lose  the  battle  to  attract  foreign 
capital  and  stimulate  our  domestic  econ- 
omy," Yudhoyono  said. 

Indonesia  enters  that  battle  with  seri- 
ous handicaps.  It  has  been  hit  by  two  ma- 
jor al  Qaeda-inspired  bombings  since 
2002.  Red  tape  has  made  it  an  expensive, 
frustrating  place  to  do  business,  despite  a 
large  labor  force  and  factory  wages  of 
roughly  $80  per  month.  The  country's 
port-handling  fees  are  the  highest  in 
Southeast  Asia.  And  it  takes  foreign  busi- 
nesses about  five  months  to  get  a  license 
to  operate,  vs.  one  month  in  Thailand,  ac- 
cording to  the  World  Bank. 

Yudhoyono  is  committed  to  changing 
all  that.  State  money  is  already  wending 
its  way  through  the  economy  as  the  gov- 
ernment has  signed 
off  on  the  first  of  some 
$22  billion  in  expect- 
ed infrastructure  deals 
in  2005.  Yudhoyono  is 
promising  6.6%  an- 
nual growth— about 
what's  needed  to  cre- 
ate jobs  for  the  2.5 
million  young  people 
who  enter  the  labor 
force  every  year.  Oth- 
erwise, he  may  not 
meet  his  goal  of  reduc- 


ing the  jobless  rate  from 
9.5%  to  5.1%. 

Some  observers  say  it'll 
be  hard  to  meet  those  tar- 
gets. Morgan  Stanley  econ- 
omist Daniel  Lian  figures 
growth  will  hit  5.4%  this 
year,  with  government  in- 
vestment accounting  for 
four-fifths  of  that.  It  will 
take  steady  foreign  invest- 
ment in  all  sectors  to  give 
Indonesia  the  "structural 
lift"  it  needs,  Lian  figures. 

The  good  news  is,  Indonesia  is  back  on 
the  investment  radar.  Yudhoyono  has  met 
with  foreign  investors  and  pressed  the  bu- 
reaucracy to  speed  up  license  approvals. 
That  has  paid  off.  Malaysia's  Maxis  Com- 
munications ponied  up  $100  million  for 
Lippo  Telecom  in  February,  while  Hong 
Kong's  Hutchison  Telecom  spent  $120  mil- 
lion for  mobile  carrier  Cyber  Access  Com- 
munications in  March.  That  same  month, 
Philip  Morris  International  Inc.  agreed  to  a 
$5.2  billion  takeover  of  No.  3  cigarette 
maker  Hanjaya  Mandala  Sampoerna. 
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EASILY  TARNISHED 

YET  KEEPING  THAT  kind  of  momentum 
going  will  be  hard.  Yudhoyono  is  popular, 
but  his  legislative  clout  is  limited.  His 
coalition  controls  less  than  half  of  the  Par- 
liament, and  few  in  the  opposition  like 
Yudhoyono's  strategy  of  kick-starting 
growth  with  big-ticket  infrastructure 
projects  when  government  money  is 
tight.  "The  quality  of  the  growth  is  the  big 
question,"  says  Rama  Pratama,  a  Parlia- 
ment member  from  the  Islamic  Justice  & 
Prosperity  Party.  If  the  economy  doesn't 
grow  fast  enough  to  improve  the  lives  of 
ordinary  citizens,  Yudohoyono's  halo 
might  start  to  tarnish.  "I  am  afraid  peo- 
ple's patience  will  end,  and  then  we  will 
have  trouble,"  says  former  President  Ab- 
durrahman Wahid,  a  longtime  rival. 

Another  big  terrorist  attack  could  un- 
wind the  economic  gains.  "We  are  con- 
ducting massive  intelligence  and  police 
operations  to  find  the  cells,"  says  Yudhoy- 
ono, though  he  concedes  that  the  threat  of 
an  attack  is  "very  real."  Given  everything 
that  the  country  has  been  through,  In- 
donesians desperately  hope  Yudhoyono 
can  bring  them  prosperity  and  stability— 
and  even  let  the  security  guards  relax  their 
white-knuckled  grip  on  those  rifles.  ■ 

—By  Brian  Bremner  and 
AssifShameen  in  Jakarta 
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HOWTODIWYUPA 
$22.5  BILLION  EMPIRE 

The  Ambani  brothers  have  split  India's 
Reliance.  Now  can  they  deliver  value? 


IT  IS  A  SAGA  FOLLOWED  IN  ALL  ITS 
details  by  the  Indian  and  global 
business  press.  The  two  Ambani 
brothers,  giants  of  Indian  industry, 
feuded  openly  for  months  over 
their  late  father's  legacy:  India's 
largest  private  sector  company, 
$22.5  billion  Reliance  Group.  Then,  on 
June  18,  peace  broke  out.  The  brothers' 
mother,  Kokilaben,  announced  that  she 
had  brokered  an  "amicable"  resolution. 
The  next  afternoon,  at  a  gathering  of  jour- 
nalists and  analysts,  Anil  Ambani  de- 


with  Anil  getting  an  estimated  $1  billion 
in  cash  to  equalize  the  division. 

Following  the  settlement,  everyone 
from  the  Finance  Minister  down  to  the 
smallest  shareholder  was  happy  the  battle 
had  not  torn  Reliance  Industries  apart. 
Reliance  is  both  India's  most  influential 
business— its  revenues  make  up  3.5%  of 
the  economy— and  a  proxy  for  corporate 
India,  with  some  30%  of  the  group's 
shares  held  by  foreigners.  When  the  deal 
was  announced,  shares  of  all  four  listed 
Reliance  companies  jumped,  taking  the 


Brotherly  Love 

The  Ambani  brothers,  owners  of  Indian  conglomerate  Reliance,  have 

settled  an  eight-month  feud  over  control  of  the  company. 

Here's  what  each  one  walks  away  with: 


MUKESH  AMBANI 

Reliance  Industries 
Indian  Petrochemicals 

ANIL  AMBANI 

Reliance  Energy 
Reliance  Capital 
Reliance  Infocomm 


Petrochemicals,  textiles 
Petrochemicals 

Power 

Finance 

Cellular 


SALES' 

$16.7  billion 
$2.1  billion 

$1  billion 
$67  million*1 
$1.2  billion 


PROFITS* 

$1.7  billion 
$180  million 

$119  million 
$24  million 
$11.7  million 


•Year  ended  March  2005    "Total  revenue 

clared  his  plans  for  his  share  of  the  em- 
pire. "For  us— for  me  especially— this  is  a 
new  beginning,"  he  said. 

The  deal  involves  some  staggering 
numbers.  Mukesh,  48,  will  keep  the 
group's  petrochemicals  flagship,  Reliance 
Industries  Ltd.,  and  the  smaller  Indian 
Petrochemicals  Corp.,  which  together 
bring  in  close  to  $19  billion  a  year  in  rev- 
enue. Anil,  46,  will  get  power  company 
Reliance  Energy,  telecom  and  broadband 
purveyor  Reliance  Infocomm,  and  fi- 
nance company  Reliance  Capital.  The 
brothers  are  expected  to  swap  their 
shareholdings  in  each  other's  companies, 
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Data:  Reliance  Group 


Bombay  index  to  a  high. 

The  resolution  of  the  conflict 
is  certainly  cause  for  celebration 
in  India's  markets.  But  a  larger 
question  hangs  over  the  deal: 
Now  that  the  brothers  have  their  own 
companies  to  run,  what  direction  will 
they  take?  Anil  and  Mukesh  learned  busi- 
ness from  their  father,  Dhirubhai,  who 
built  an  empire  from  a  simple  textile-trad- 
ing business.  The  senior  Ambani  richly 
rewarded  shareholders  by  building  a  dy- 
namic company.  But  he  was  dogged  by 
accusations  that  he  used  his  enormous  in- 
fluence with  politicians  to  get  the  best 


possible  deal  for  his  business.  The  bro 
ers  would  not  comment  for  this  story. 
None  of  these  accusations  ever  resi 
ed  in  a  successful  prosecution.  Ironica 
the  latest  accusations  against  Reliai 
came  from  within  the  family.  During 
feud,  Anil  Ambani  hurled  allegations 
corporate-governance  violations  agai 
Reliance  Industries  and  Reliance  In 
comm  Ltd.,  then  run  by  Mukesh.  The 
cusations  emboldened  the  governm 
and  the  two  state-owned  telecom  ope 
tors  to  take  Infocomm  to  court,  chargi 
that  the  company  had  improperly  roui 
international  calls  as  local,  costing  th* 
$100  million.  Reliance  Infocomm  settl 
the  case  by  agreeing  to  pay  the  miss 
tariffs,  plus  a  $30  million  penalty, 
the  brothers  announced  their  settleiw 
the  government  declared  that  it  wo 
not  look  into  Anil's  other  allegations 

WANING  PROTECTION 

BOTH  AMBANIS  NOW  face  challenges  afl 
opportunities.  Mukesh  Ambani's  petrel* 
um  business,  comprising  oil,  gas,  ai 
petrochemicals  such  as  polyester,  spel 
out  $3  billion  in  cash  every  year.  But  I 
tariff  protections  are  almost  gone,  as  In  J 
complies  with  World  Trade  Organizatil 
norms.  "It's  an  intensely  competitive  bul 
ness,  and  it  needs  to  find  n  | 
growth,"       says       Man^ 
Chokhani,  director  of  Enj 
Securities   in   Bombay,   ll 
liance  Industries  is  alrea 
expanding  into  gas  statioj 
and  last  year  it  bought  a  po| 
ester  maker  in  Germany. 
Anil    Ambani    has 
smaller  share  of  the  bi 
ness— but    the    companj 
with     greater     groi 
prospects,  say  analysts.  A| 
plans  to  turn  Reliance  Ener 
and    Reliance  Capital,  bcl 
small  players,  into  natioil 
powerhouses.  And  Relia 
Infocomm?  The  company,  ]| 
dia's  second-largest  mob| 
operator,  badly  needs 
and    professional    mana§ 
ment.  Speculation  is  that  ll 
liance  Infocomm  will  attenl 
to  raise  $1  billion  or  more  in  an  initial  pi 
he  offering  this  fall  to  expand  its  netwej 
and  boost  service  and  profits. 

Reliance  stakeholders  still  rememll 
how  Dhirubhai  Ambani  created  billiol 
in  wealth  for  them.  For  now,  these 
vestors  are  willing  to  extend  their  go  J 
will  to  his  sons.  It's  an  opportunity  tf 
great  to  be  squandered.  ■ 

-By  Manjeet  Kripalani  in  Boml 
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SIBLING  RIVALS 

Anil  and  Mukesh  in 
2003  before  a 
photo  of  their  father 


GENEVA  Europe's 
discount  mania 
could  boost  Logan 


FRANCE 


GOT  5,000  EUROS? 
NEED  A  NEW  CAR? 

Drivers  across  Europe  are  clamoring  for 
Renaulf  s  ultracheap,  no-frills  Logan 


j^k  STRANGE  THING  HAP- 

M    A        pened  when  French  auto 
^m^^k       maker  Renault  last  fall 
^M  ^^k     rolled  out  the  no-frills 
M  A    Logan,  a  midsize  sedan 

^^^^^^^k  was  designed  to  sell  for 
■f  ^^^as  httle  as  5,000  euros 
$6,000)  in  emerging  markets  like 
'oland.  Western  buyers  clamored  for  the 
air.  So  this  June,  Renault  began  delivering 
he  roomy,  unpretentious  five-seater  to 
"ranee,  Germany,  and  Spain.  The  pricier 
Vest  European  version  includes  a  passen- 
jer-side  airbag  and  a  three-year  warranty 
nit  still  sells  for  a  base  price  of  $9,300— 
ibout  half  that  of  the  Ford  Focus  ($17,250) 
ind  the  Volkswagen  Golf  ($18,264) 
Building  cheap  cars  for  the 
vasn't  what  Chairman  Louis 
Schweitzer  had  in  mind  when  he 
^pent  $592  million  in  1999  to  ac- 
luire  and  retool  ailing  Romanian 
uito  maker  Dacia.  He  aimed  to 
produce  a  low-cost  vehicle  target- 
ed at  developing  countries,  home 
o  80%  of  consumers  who  have 
lever  owned  a  car.  But  he  may 
veil  have  stumbled  onto  a  rich 
rein  of  demand  in  the  West  for 
itilitarian  cars,  part  of  the  dis- 
ount  mania  that  has  spread 
icross  Europe.  Renault's  tony 
Champs  Elysees  dealership  has 
old  40  Logans  since  the  car's 


West 


June  9  debut.  The  waiting  list  stretches 
into  November.  "For  me  a  car  is  only  a 
means  of  transportation.  The  Logan  is  a 
genius  idea,"  says  Michel  Cuypers,  a  62- 
year-old  retiree  who  ordered  a  pearl-grey 
Logan  with  a  radio,  power  steering,  and 
metallic  paint— all  extras— for  $10,648. 
No  matter  where  the  Logan  sells,  Re- 
nault has  engineered  a  small  miracle  by 
making  a  car  that  is  modern  but  stripped 
of  cosdy  design  elements  and  superfluous 
technology.  Deutsche  Bank  pegs  produc- 
tion costs  for  the  Logan  at  $1,089  per  car, 
less  than  half  the  $2,468  estimate  for  an 
equivalent  Western  auto.  "The  Logan  is 
the  McDonald's  of  cars,"  says  Ken- 
neth Melville,  the  Scot  who  headed 
the  Logan  design  team.  "The  con- 


Meet  the  Logan 

Renault  designed  the  auto  for  emerging  markets, 
but  Westerners  are  waiting  in  line  for  it 


CONCEPT  A  roomy  sedan  for 
5000  euros,  half  the  price  of  a 
comparable  Western  car. 

SPECS  Available  with  a  1.4  liter, 
75  horsepower  engine  or  a  1.6 
liter  engine  with  90  horsepower 

PRODUCTION  First  Logan 
rolled  out  of  a  Dacia  factory  in 


Romania  in  2004.  Additional 
production  planned  in  Russia, 
Morocco,  Colombia,  Iran,  India, 
Brazil,  and  China. 

SALES  175,000  in  2005, 
growing  to  1  million  cars 
globally  by  2010. 

Data:  Renault.  Dacia.  and  BusinessWeek 


cept  was  simple: 
Reliable  engineer- 
ing without  a  lot  of 
electronics,  cheap  to 
build  and  easy  to  maintain  and  repair." 

To  keep  costs  low,  Renault  adapted  the 
platform  used  for  its  other  small  cars— the 
Clio,  the  Modus,  and  the  Nissan  Micra. 
Melville's  team  then  slashed  the  number  of 
components  by  more  than  50%.  The  dash- 
board is  one  continuous  injection-molded 
part,  vs.  up  to  30  pieces  for  a  top-of-the- 
line  Renault.  The  rear-view  mirrors  are 
symmetrical,  so  they  can  be  used  on  both 
the  left  and  right  side  of  the  car.  Renault 
also  opted  for  a  flat  windshield:  Curves  re- 
sult in  more  defects  and  higher  costs. 

NO  ROBOTS 

THE  SIMPLE  DESIGN  means  assembly  at 
the  Romanian  plant  is  done  almost  en- 
tirely without  robots.  That  lets  Renault 
capitalize  on  the  country's  low  labor  costs. 
Gross  pay  for  a  Dacia  line  worker  is  $324 
per  month,  vs.  an  average  $4,723  a 
month  for  auto  workers  in  Western  Eu- 
rope. Now,  Renault  is  ramping  up  pro- 
duction of  the  Logan  from  Russia  to  Mo- 
rocco. "The  investment  in  manufacturing 
is  relatively  low,  so  you  can  have  factories 
that  don't  have  to  produce  huge  volumes 
to  finance  themselves,"  says  Christoph 
Sturmer,  senior  analyst  at  researcher 
Global  Insight  in  Frankfurt. 

Renault  expects  sales  of  the  sedan  to 
climb  from  about  175,000  this  year  to 
1  million  by  2010,  supplemented  by  the 
rollout  of  station  wagon  and  pickup  ver- 
sions. By  then,  the  Logan  could  add  some 
$341  million  to  Renault's  bottom  line,  ac- 
cording to  Deutsche  Bank  auto  analyst 
Gaetan  Toulemonde.  The  company  post- 
ed a  profit  of  $4.26  billion  on  revenues  of 
$49  billion  last  year. 

Other  companies  are  working  on  cheap 
cars,  too.  Volks- 
wagen is  consid- 
ering building  a 
$3,650  car  for 
China  India's  Tata 
Motors  is  expect- 
ed to  debut  a 
$2,000  car  before 
2008.  But  for 
now,  the  Logan  is 
the  one  turning  heads.  ■ 

-By  Gail  Edmondson 

in  Pitesti,  Romania, 

with  Constance  Faivre 

d'Arcier  in  Paris 


RENAULT 
DACIA 
LOGAN 
2005 


BusinessWeek  <> 


For  a 
Q&A  with  Logan's  designer  go 
to  businessweek.com/extras 

July  4.  2005  I  BusinessWeek    49 


.  .  . 


News  International  Business 


L 


GERMANY 


NOT  ALL  TAKEOVERS 
TAKE  AWAY  JOBS 

Blackstone's  buyout  of  Celanese  resulted  in 
no  German  layoffs  and  a  stronger  company 


IT  WAS  5:30  P.M.  ON  MAR.  29, 
2004,  and  Blackstone  Group  LLC's 
two-year  quest  to  take  over  German 
chemical  maker  Celanese  hung  in 
the  balance.  Chinh  E.  Chu,  a  senior 
managing  director  at  the  private 
equity  firm,  had  half  an  hour  to 
save  the  $3.8  billion  deal.  By  6  p.m., 
Blackstone  needed  75%  of  Celanese 
shareholders  to  accept  its  tender  offer. 
But  the  tally  at  5:30  was  just  60%.  Unless 
Chu  could  round  up 
more  shares,  the  deal 
would  collapse— and 
Blackstone  would  have 
to  eat  an  estimated  $20 
million  it  had  spent  on 
bankers,  lawyers,  and 
accountants  to  scruti- 
nize Celanese's  books 
and  structure  the  offer. 
The  holdout  share- 
holders were  hedge 
funds  playing  a  high- 
risk  game.  None  want- 
ed the  deal  to  fall 
through— that     would 


have  caused  Celanese  shares  to  plunge. 
But  the  hedge  fund  managers  hoped  to  be 
among  the  25%  who  withheld  their  ap- 
proval. Then,  as  minority  stockholders, 
they  could  exploit  Germany's  arcane 
takeover  law  to  demand  a  higher  price  for 
their  shares.  At  Blackstone's  offices  on 
Park  Avenue  in  New  York  City,  Chu  spent 
a  frantic  half-hour  on  the  phone.  He  had 
to  make  holdout  hedge  funds  believe  they 
needed  to  commit— now— or  the  deal 


TESTING  THE  PAINT 

Blackstone  argues 
that  Celanese  would 
not  have  remained 
independent 


BEFORE  AND  AFTER 


Since  the  Blackstone  takeover,  Celanese  cash  flow  is  up,  and  there 
have  been  no  job  cuts  in  Germany,  but  debt  has  soared 


,  MILLIONS  OF  DOLLARS 


.  MILLIONS  OF  DOLLARS 


BILLIONS  OF  DOLLARS 


'03  '04 

Data:  Company  reports 


'Earnings  before  Interest,  taxes,  depreciation,  and  amortization 


would  die.  "It  \ 
a   chess    matcT 
recalls  Chu. 
At      6      pi 

Blackstone      IK 
just  71%.  But  ( L 

was  fairly  certain  that  late  computer  I- 
ders  would  deliver  the  winning  maim 
He  was  right:  When  the  final  tally  cam« 
the  next  day,  Blackstone  owned  84%ft 
had  pulled  off  the  largest  public-to-jl- 
vate  buyout  in  European  history. 

Not  everyone  was  cheering.  In  fact,  fc 
size  of  the  deal  only  helped  stir  contl- 
versy  months  later,  when  foreign  buy -It 
firms  such  as  Blackstone  came  under  I- 
tack  from  the  German  Left.  Critics  h« 
charged  that  the  outsiders  are  gutt* 
German  industry  as  they  close  don 
plants,  slash  jobs,  and  add  more  work* 
to  the  nation's  growing  unemploymlt 
rolls.  In  fact,  some  private  equity  defc 
have  turned  out  badly  for  workers,  fei- 
ing  public  hostility.  Most  recendy,  Grre 
Group,  a  maker  of  plumbing  fixtu* 
based  in  Hemer,  Germany,  announcedm 
June  8  plans  to  cut  a  fifth  of  its  4,2k 
workers  in  Germany  as  it  seeks  to  rettM 
to  profitability.  Grohe  is  owned  by  Te4 
Pacific  Group  and  Credit  Suisse  F* 
Boston  Private  Equity. 

SEEING  "LOCUSTS" 

MEANWHILE,  Munich-based  MTU  A 
Engines,  owned  by  Kohlberg  Kh 
Roberts  &  Co.,  launched  a  successful 
rial  public  offering  in  Frankfurt  on  Jift 
6— after  cutting  its  German  workforce* 
10%,  to  6,880,  since  the  end  of  20l 
Franz  Muntefering,  chairman  of  the  rl 
ing  Social  Democratic  Party,  stirred  a  il 
tional  debate  recendy  when  he  called  b"! 
out  firms  "locusts,"  prompting  talk  I 
political  circles  of  curtailing  the  finl 
ciers'  activities.  And  Blackstone?  1 
among  the  firms  singled  out  by  the 
Metall  labor  union.  "They  have  mone? 
lots  of  money.  And  they're  using  it  to  nf 
sack  the  German  ecom 
my,"  the  union  said  I 
its  in-house  magazinfl 
But  a  detailed  left 
at  the  takeover 
Celanese,  the  top  glo'l 
producer  of  acetic  actt 
which  is  used  to  pp 
duce  products  fni 
plastic  bottles  to  gl| 
provides  a  sharply  eft 
ferent  picture.  Phi 
closings  and  job  cut 
In  the  year  since  'i 
deal  closed,  there  hi  I 
been  none  in  Genua  1 
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where  the  workforce  has  been  stable,  at 
about  3,000  people.  In  fact,  after  years  of 
painful  cuts  before  the  Blackstone 
takeover,  the  total  workforce  is  rising,  and 
unlike  other  companies,  Celanese  is  not 
threatening  to  move  production  to  Central 
Europe.  Its  highly  trained  workforce  is 
cost-efficient,  says  Andreas  Pohlmann, 
who  runs  European  operations.  "People 
are  skilled,  educated,  and  motivated. 
Thaf  s  the  strength  of  German  workers." 

Blackstone  did  move  Celanese's  corpo- 
rate headquarters  last  year  from  the 
Frankfurt  suburb  of  Kronberg  to  Dallas. 
But  that  affected  only  a  few  management 
jobs,  and  public  reaction  even  in  Kron- 
berg was  mild.  One  reason  is  that 
Celanese  already  had  most  of  its  produc- 
tion in  North  America;  just  a  third  of  its 
9,000  workers  are  in  Germany.  It  moved 
its  base  to  Germany 
in  1987  after  being 
acquired  by  chemical 
conglomerate 
Hoechst,  which  spun 
Celanese  off  in  1999. 

Critics  can  righdy 
claim,  though,  that 
the  payoff  for  Black- 
stone in  the  Celanese 
deal  has  been  huge. 
In  keeping  with  buy- 
out practice,  it  fi- 
nanced the  deal  with 
debt,  pushing  up  the 
company's  total  lia- 
bilities to  $3.4  billion. 
Blackstone  put  in  an 
additional  $650  mil- 
lion, but  it  has  since 
taken  out  $500  mil- 
lion in  dividends.  The 
firm  earned  $800 
million  more  by  sell- 
ing Celanese  shares 
after  relisting  it  on  the  New  York  Stock 
Exchange  in  January.  Its  remaining  stake 
is  worth  $1.6  billion.  So  the  wealthy  indi- 
viduals and  institutional  investors  who 
supply  Blackstone's  capital  have  more 
than  quadrupled  their  investment. 

But  Blackstone  and  Celanese  execs  ar- 
gue that  without  a  deep-pocketed  backer 
the  company  had  little  chance  of  remain- 
ing independent  as  the  global  chemical 
industry  consolidated.  Now,  with  Black- 
stone's  support,  it's  Celanese  that's  on  the 
hunt.  The  company  is  in  the  process  of 
buying  Acetex  Corp.,  based  in  Vancouver, 
B.C.,  which  makes  chemicals  used  in 
paints  and  adhesives,  for  $492  million.  In 
February  it  bought  Vinamul  Polymers,  a 
maker  of  chemicals  used  in  textiles,  dyes, 
and  paper,  for  $208  million.  New  York 


Critics  can 
rightly  claim 
that  the 
payoffforkey 
players  has 
been  huge 


equity  analyst  Fulcrum  Global  Partners 
LLC  says  the  company's  dominance  of  key 
markets,  such  as  acetates,  should  help 
profits  more  than  double  in  2006,  to  $307 
million,  on  sales  of  $6.1  billion. 

Who  are  the  winners  and  losers?  If 
anyone  has  suffered,  if  s  the  relisted  com- 
pany's shareholders.  In  the  six  months 
since  the  stock  was  relisted,  the  shares 
have  been  flat.  On  June  22  they  sold  for 
$15.67  in  New  York,  down  a  smidgeon 
from  the  $16  initial  public  offering.  The 
company  reported  a  $10  million  loss  in 
the  first  quarter,  largely  because  of  higher 
interest  expenses,  though  operating  earn- 
ings jumped  61%,  to  $334  million,  and 
sales  rose  21%,  to  $1.5  billion. 

Some  minority  shareholders,  mean- 
while, keep  attacking  management.  A 
New  York  hedge  fund,  Paulson  &  Co.,  still 
holds  shares  listed 
on  the  Frankfurt 
exchange  and 
wants  to  be  bought 
out  for  72  euros,  or 
$88.33  a  share. 
Celanese  is  offering 
just  42  euros.  Paul- 
son investors  and 
the  other  remain- 
ing German  share- 
holders roundly 
criticized  Celanese  management 
at  a  shareholders  meeting  in  May. 
To  Celanese  execs,  the  long- 
term  issue  is  whether  the  compa- 
ny has  the  financial  might  to 
keep  growing.  Analysts  are  opti- 
mistic that  it  can  handle  its  debt 
while  continuing  to  acquire— 
provided  the  global  economy 
doesn't  tank.  "I  don't  think  the 
debt  is  a  major  hindrance.  But  if 
we  hit  a  global  recession, 
Celanese  could  have  some  trou- 
ble," says  Frank  J.  Mitsch,  a  managing 
director  at  Fulcrum. 

Among  the  clear  winners  are  Celanese 
managers.  CEO  Claudio  Sonder  retired 
last  year  after  cashing  in  an  estimated 
$12.7  million  in  bonuses  and  stock  op- 
tions. New  Chief  Executive  David  N. 
Weidman,  who  has  been  with  the  com- 
pany since  2000,  earned  $14.7  million 
last  year  in  salary  and  bonuses. 
Pohlmann  collected  $7.7  million  in  a 
country  where  even  CEOs  of  the  biggest 
companies  earn  much  less.  But  the 
biggest  winner,  hands  down,  is  Black- 
stone Group.  Backers  of  the  takeover  say 
that's  the  way  it  works  in  capitalism:  Re- 
wards flow  to  those  who  have  capital  to 
risk— and  the  willingness  to  risk  it.  ■ 

-By Jack  Ewing  in  Frankfurt 
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Reliable  evidence  shows  that 
marijuana  today  is  more  than  twice 
as  powerful  on  average  as  it  was 
20  years  ago.  The  fact  is,  pot  today 
has  twice  the  concentration  of  ThtC, 
the  chemical  that  affects  the  brain. 

Jo  even  if  you  did  pot  when 
you  were  younger,  there's  nothing 
hypocritical  about  trying  to  keep 
your  kid  off  it. 

Many  studies  have  shown  what 
can  happen  to  kids  who  regularly 
smoke  marijuana-. 

•  decreased  ability  to  learn 

•  impaired  judgment  about 
driving  or  sex 

•  symptoms  of  depression,  even 
thoughts  of  suicide 

•  breathing  problems 

•  greater  exposure  to 
cancerous  chemicals  than 
from  tobacco 

>  increased  likelihood  of  using 
even  more  dangerous  drugs 

But  the  good  news  is  that  kids 
whose  parents  get  involved  with 
them  are  far  less  likely  to  do 
drugs.  Jo  lay  down  a  few  laws 
for  your  kids.  And  the  sooner  the 
better,  because  the  average  age 
when  teens  first  try  marijuana  is 
under  /4  years  old.  To  learn 
more,  call  I -800-788-2800  or 
come  to  the  web  site. 

PARENTS. 
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The  Leftist  Who 
Could  Rule  Mexico 


"HAPPINESS  IS  ABOUT  TO  ARRIVE."  That  will  be  Andres  Manuel 
Lopez  Obrador's  slogan  when  he  takes  a  leave  of  absence  as 
Mexico  City  mayor  on  July  31  to  launch  his  campaign  for  the  July 
2006  presidential  election.  The  charismatic  leftist  leads  possible 
rivals  by  18  points  in  opinion  polls.  His  candidacy  got  a  boost 

when  President  Vicente  Fox  and  rival  polit-  people.  Lopez  Obrador  has  built  highways, 
ical  parties  failed  in  their  controversial  at-  a  free  university,  a  hospital,  and  16  schools, 
tempt  to  impeach  him— and  thereby  bar     funding  them  by  raising  $1.1  billion  in  mu- 


him  from  the  race— in  April 

Now  observers  are  scrutinizing  the  may- 
or's record  to  figure  out  what  kind  of  Presi- 
dent he  would  be.  He's  often  compared  to 
two  other  leftists,  Venezuela's  authoritarian 
Hugo  Chavez,  and  Brazil's  progressive  yet 
fiscally  responsible  Luiz  Inacio  Lula  da  Silva. 
But  Mexican  economist  Rogelio  Ramirez  de 
la  0,  who  has  informally  advised  Lopez 
Obrador  on  energy,  sees  differences.  The 
mayor  has  read  widely  on  economics  and 
seems  "very  disciplined"  in  his  approach  to 
policy,  says  de  la  O.  "He  shouldn't  even  be 
compared  to  Chavez." 

Supporters  say  Lopez 
Obrador  is  a  nationalist 
determined  to  spur  job 
creation  and  growth,  es- 
pecially in  energy,  agri- 
culture, and  construc- 
tion. He  pledges  to  cut 
government  waste  and 
give  college  education 
and  old-age  benefits  to 
the  poor.  "There  is  room 
for  a  stronger  state  role," 
says  economist  Ifigenia 
Martinez  of  Lopez 
Obrador's  Party  of  the 
Democratic  Revolution.      ™^™ 

Certainly  the  52-year- 
old  mayor  has  shown  a  penchant  for  gov- 
ernment intervention.  And  he  has  built  a 
national  following  by  starting  each  day 
with  a  6:30  a.m.  press  conference  that  of- 
ten scores  morning  news  headlines.  In  four 
years,  his  aides  say,  he  has  slashed  expens- 
es by  $1.1  billion,  eliminating  extras  like 
mobile  phones  and  secretaries  for  officials. 
The  cutbacks  cover  the  costs  of  new 
monthly  $65  pensions  and  food  vouchers 
for  seniors,  single  mothers,  and  disabled 
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LOPEZ  OBRADOR  A 

bigger  economic 
role  for  the  state? 


nicipal  bonds  and  bank  credits.  He  con- 
vinced telecom  magnate  Carlos  Slim  to 
help  raise  private  funds  to  revitalize  the 
city's  historic  downtown. 

MEXICO-FIRSTERS 

IN  HIS  RECENT  BOOK,  An  Alternative 
Project  for  the  Nation,  the  mayor  pledges  to 
bring  such  policies  to  Mexico  as  a  whole. 
His  challenge  will  be  convincing  the  busi- 
ness elite  that  he  can  do  it  without  blowing 
the  budget.  "He  will  be  viewed  favorably  by 
elements  of  the  business  community  who 
are  Mexico-firsters,"  says 
George  W.    Grayson,   a 
professor  at  the  College  of 
William  &  Mary  who  is 
writing    a    book    about 
Lopez  Obrador.  But  he 
opposes    some    reforms 
foreign   investors   favor, 
such  as  privatization  of 
state  oil  giant  Pemex.  He 
says    he    won't    scrap 
NAFTA  but  wants  the  U.S. 
to  contribute  to  regional 
development  funds— a  proposal  that  may 
not  fly  in  Washington.  "Lopez  Obrador 
isn't  likely  to  buy  into  the  next  stage  in 
the  evolution  of  Mexico's  reforms,"  says 
Geoffrey  Dennis,  Latin  America  equities 
strategist  for  Smith  Barney  Citigroup. 

If  s  too  early  for  global  markets  to  react 
to  Latin  America's  newest  leftist  presiden- 
tial hopeful.  Investors  will  see  more  of  him 
when  he  tours  Chile,  Brazil,  and  the  U.S.  in 
late  summer.  Having  defeated  an  impeach- 
ment threat,  Lopez  Obrador  seems  deter- 
mined to  prove  himself.  That  doesn't  nec- 
essarily mean  pleasing  Washington, 
though,  or  Big  Business.  ■ 

-By  Geri  Smith  in  Mexico  City 


GLOBAL 
WRAPUP 


U.S.  PRESSURE  ON  Al 
SALES  TO  CHINA 

THE  TOUGH  line  of  the  Bush 
Administration  on  arms  sales  1 
its  allies  to  China  seems  to  be 
paying  off.  A  longstanding 
dispute  between  Washington 
and  Jerusalem  over  Israel's 
decision  to  upgrade  unmanne 
drones  that  it  sold  to  China  in  J 
the  1990s  looks  close  to  being] 
resolved.  Talks  are  under  way  | 
for  an  agreement  that  could 
allow  the  U.S.  to  sign  off  on 
Israeli  weapons  sales  to  third 
countries,  including  China  ancj 
India.  Israeli  officials  say  the 
flap  could  be  resolved  by  the 
end  of  July.  The  Bush 
Administration  also  scored  a 
diplomatic  victory  recently 
when  the  European  Union 
bowed  to  pressure  to  retain  its| 
embargo  on  weapons  sales  to 
China.  The  EU  had  planned  to  J 
lift  the  ban  in  June. 

IS  THE  ECONOMIC  B00I 
ENDING  FOR  RUSSIA? 

CONCERNS  ARE  growing  abo 
Russia's  economy.  In  the  first 
quarter  of  2005  gross  domestic 
product  grew  at  an  annual  ratt 
of  5.2%,  well  below  the  7.6% 
recorded  a  year  earlier.  In  Ma\ 
industrial  production  grew  jus 
1.4%  year- over-year.  The 
slowdown  reflects  stagnation  fj 
oil  output  linked  to  the 
government's  legal  attack  on 
the  Yukos  oil  company,  as  well 
as  export  bottlenecks.  But  risin 
inflation  and  a  strengthening 
ruble  are  also  squeezing 
manufacturers. 

In  a  June  20  report  the 
Organization  for  Economic  Co- 
operation &  Development 
criticized  the  government  for 
stalling  economic  reforms  and 
increasingly  interfering  in  the 
economy.  "Russia's  long-term 
growth  depends  on  checking 
such  tendencies  and 
reinvigorating  market  reforms, 
the  report  warned. 


SciTech  Developments  to  Watch 


}|TED  BY  OTIS  PORT 


NNOVATIONS 


)f  Martian  dinners, 
froggy  drivers,  and 
strawberries 

>>  Astronauts  may  soon  get 
Hce-grown  meals  instead  of 
lie  dehydrated  food  they  now 
ake  on  missions.  That's 
ood,  because  a  six-person 
rew  on  a  three-year  mission 
pMars  would  need  to  take 
teng  30  tons  of  food,  oxygen, 
nd  water-far  too  much  to 
Kst  into  earth  orbit  before 
[lading  off  to  Mars.  So  chef 
i  lain  Ducasse  and  French 
wd  research  company  GEM 
ave  whipped  up  20  tasty 
ecipes  for  the  European 
•pace  Agency.  All  the  meals 
an  be  made  from  nine  key 
ingredients,  including  soya 
nd  rice,  that  could  be  grown 
in  spaceships  or  in  green- 
lOuses  on  the  Red  Planet. 
(^Drivers  who  don't  react 
wiftly  to  warnings  from 
fisting  anticollision  systems 
htheir  vehicles  could  get  an 
ssist  from  new  technology 
,eveloped  by  Jonas  Jansson 
M"  his  PhD  at  Sweden's 
■taping  University.  Initially, 
I  radar  sensor  warns  of  an 
spending  crash.  If  the  driver 
oesn't  swerve  or  take  other 
Wasive  action,  the  system's 
lomputer  slams  on  the 
wakes  a  second  before 
;npact.  This  doesn't  avoid  the 
ollision,  but  it  could  reduce 
evere  injuries  and  deaths  by 
,%,  Jansson  says. 
»>Tennis  fans  at  Wimbledon 
nil  eat  their  way  through 
8,000  kilograms  of 
ilrawberries-and  some  will 
jtiffer  dire  allergic  reactions. 
Biochemists  at  Lund 
University  in  Sweden  have 
,'inpointed  the  allergen, 
jimilar  to  one  found  in  birch 
pollen.  They  say  those  at  risk 
|an  eat  the  white  variety 
jrithout  any  problem. 
•    -Constance  Faivre  d'Arcier 


ENERGY 

GENERATING  CURRENT 
FROM  OCEAN  SWELLS 


THE  SUN  RISES  and  sets,  and 
winds  come  and  go— but  the 
ocean's  waves  roll  all  day  and 
all  night.  That's  why 
harnessing  wave  energy 
promises  more  reliable  power 
than  solar  cells  or  windmills, 
according  to  engineers 
Annette  von  Jouanne  and 
Alan  K.  Wallace  at  Oregon 
State  University.  They  have 
built  a  buoy  that  may  prove  to 
be  an  efficient,  nonpolluting 
generator  of  electricity. 

The  mechanism  is 
surprisingly  simple.  Inside 
the  buoy  is  a  motionless 
magnet  that's  anchored  to 


the  seabed.  Around  the 
magnet  is  an  electrical  coil 
attached  to  the  floating  buoy. 
As  the  buoy  bobs  on  the 
waves,  the  coil  moves  up  and 
down  around  the  magnet, 
producing  electricity— from 
50  to  200  kilowatts, 
depending  on  wave  size. 

A  fleet  of  such  buoys  1  to 
2  miles  offshore  could  feed 
electrical  power  to  coastal 
towns  or  factories.  Next 
summer,  OSU  and  the 
Electric  Power  Research 
Institute  plan  to  test  the 
buoys  off  the  coast  of  Oregon 
-Mark  Lang 


MEDICINE 

A POUCH FULL 
OF  MIRACLES 

PROTEINS  IN  THE  milk  of 

Australia's  marsupials  may 
hold  secrets  to  fighting  off 
deadly  pathogens,  including 
antibiotic-resistant  staph. 
Researchers  found  this  out 
while  sequencing  the  genome 
of  the  Tammar  wallaby, 
according  to  Bruce  Kefford, 
Australia's  deputy 
secretary  for 
primary  industries, 
who  reported  the 
discovery  at  the 
June  Biotechnology 
Industry 
Organization 
conference  in 


Philadelphia.  The  researchers 
believe  the  protein  can  be 
synthesized  chemically  as  a 
drug  for  humans. 

Scientists  have  long 
suspected  that  wallaby  and 
kangaroo  milk  provides 
unique  protection.  After  all, 
the  tots  survive  for  six  to  ten 
months  in  their  mothers' 
pouches— but  don't  have 
immune  systems  for  the  first 
three  months  or  so.  Other 
proteins  in  wallaby  milk  may 
yield  treatments  to 
jump-start  lung 
development  in 
premature  babies 
or  prod  bone 
regrowth  in 
osteoporosis 
patients. 
-Arlene  Weintraub 


ROBOTS 

HOW  THIS  DOG 
TEACHES 
ITSELF  NEW 
TRICKS 

THE  VERSION  OF  THE  Aibo  robot 
dog  that  Sony  introduced  last 
fall,  model  ERS-7,  contains 
new  sensors  and  software  that 
help  it  learn.  Now,  in  a  "play- 
ground experiment"  devised 
by  roboticists  Frederic 
Kaplan  and  Pierre-Yves 
Oudeyer  at  Sony's  research 
lab  in  Paris,  Aibo  is  helping 
scientists  study  how 
personalities  emerge  in 
animals  and  humans. 

The  scientists  put  an  Aibo 
in  a  playpen  with  toy  balls,  or 
on  a  mat  with  objects  sus- 
pended overhead,  similar  to 


*£. 


the  playthings  that  people 
hang  above  baby  cribs.  For  a 
few  hours  after  being 
switched  on,  the  Aibo  just 
wiggled  its  legs  and  head 
aimlessly.  Then  it  learned  to 
crawl  and  walk— and 
encountered  the  playthings. 
In  the  case  of  toy  balls,  the 
pet  soon  started  pushing  and 
following  them.  If  there's  a 
hanging  bag,  Aibo  learned  to 
bat  it  like  a  boxer. 

None  of  this  behavior  was 
preprogrammed.  It  arose 
from  software  that  instills 
generic  "curiosity."  The 
robot  constantly  seeks  more 
complex  ways  to  exercise  its 
senses  and  appendages.  And 
with  Aibo,  researchers  can 
always  erase  its  memory 
and  start  over. 
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The  Corporation  Scions 


Qualcomm:  The 
Son  Gets  the  Call 

Paul  Jacobs,  taking  over  the  cell-phone 
giant,  faces  challenges  his  dad  never  did 


AUL  E.  JACOBS  CASUALLY 
rattles  off  features  of  the 
cell  phone  of  the  future: 
smart  wireless  TV  broad- 
casts, built-in  glucometers 
that  help  diabetics  track 
blood-sugar  levels,  restau- 
rant reviews  that  zap  onto  the  screen  as 
you  walk  past  a  joint.  If  s  a  simple  leap  for 
the  easygoing  yet  sharply  focused  Jacobs, 
who,  at  42,  inherits  the  chief  executive 
mantle  at  Qualcomm  Inc.  from  his  father 
and  company  founder  Irwin  Jacobs  on 
July  1.  "The  phone  will  be  your  personal 
alter  ego  in  cyberspace,"  Paul  says. 
" Whether  if  s  finances,  or  my  music,  or 
my  blog,  all  the  kinds  of  things  will 
happen  through  i      :>hone." 

Paul  has  big  sh  es  to  fill.  Irwin  helped 
shape  the  wireless  iustry  through  his 
dogged  promotion  oi  his  patented  CDMA 
wireless  networking  technology  as  supe- 
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rior  for  handling  voice  calls. 
Now,  San  Diego's  Qualcomm 
is  cashing  in,  as  carriers 
around  the  world  upgrade  to 
third-generation— or  3G— 
wireless  networks,  virtually 
all  of  which  use  some  form  of 
CDMA  Qualcomm's  profits, 
which  come  mosdy  from  patent  royalties 
and  sales  of  its  CDM*  chips,  have  jumped 
an  average  of  92%  a  year  for  the  past 
three  years,  to  $1.8  billion  last  calendar 
year,  on  sales  of  $5.1  billion,  according  to 
BusinessWeek's  calculations.  That  helped 
it  land  the  No.  13  spot  on  the  Business- 
Week 50  list  of  top  corporate  performers. 
But  Paul,  an  engineer  like  his  dad,  is 
moving  Qualcomm  well  beyond  voice.  In 
the  past  four  years,  as  president  of  the 
Qualcomm  Wireless  &  Internet  group, 
Paul  has  shepherded  projects  that  take 
advantage  of  the  speedier  3G  networks, 


the  S 
The  Best  Performers 


CEO-ELECT  AT  42  which    let    ca 

"I  expect  there  beam  a  dazzlii 

to  be  a  lot  more  ray   0f  servia| 

scrutiny,"  he  says  customers 

which  he  laui|it» 
in  2001,  is  software  that  45  carrier: 
use  to  deliver  such  services  as  game 
mobile  e-mail.  He  has  also  workt 
projects  for  delivering  digital  TV  an 
proving  the  design  of  cell-phone  sci 
Yet  the  focus  on  multimedia  mak« 
transition  at  Qualcomm  especially  i 
Other  chipmakers  have  struggled  to 
beyond  their  core  markets.  And 
comm  will  have  to  face  formidable  n 
vals,  including  Microsoft  Corp.  and . 
Computer  Inc.  Confounding  matters, 
conrai's  core  business  of  selling  chi 
phone  makers  faces  hurdles,  inch 
price  pressures  in  developing  m 
such  as  China.  "Unlike  his  father,  P 
facing  a  Rubik's  Cube  challenge,"  says 
neth  Leon,  an  analyst  at  Standard  &  P 

WOOING  INVESTORS 

PAUL'S  MOVE  INTO  the  corner  offi 
be  closely  watched  by  investors.  Wh 
transition  was  announced  on  Mar.  7, I 
comm  shares  dipped  3%.  Investors 
have  been  spooked  by  Paul's  record 
aging  the  unprofitable  handset  dr 
which  was  sold  off  in  2001.  Or  they  r 
have  had  in  mind  Motorola  Inc.,  v 
struggled  under  Christopher  B.  G: 
grandson  of  the  company's  founder.  < 
comm   directors   deliberated   for 
years,  interviewing  internal  and  ext 
candidates  before  deciding  on  Paul 
pect  there  to  be  a  lot  more  scrutiny,''  he 
"You  have  to  answer  [with]  executioil 
That  attitude  seems  to  be  winning  J 
the  Street  "The  market  is  comfor 
with    Paul,"    says   Jasoj 
Maxwell,  an  analyst  at 
Group  Inc.,  an  asset  nu 
ment  company  that  o\ 
million    Qualcomm    sr 
"The  job  now  is  to  ca; 
what  they  have  been 
themselves  up  for."  Thar  I 
booming  3G  market.  Paul  must  wo: 
sign  on  more  partners— such  as  Mot«[ 
—to  reach  Irwin's  ambitious  goal  of  | 
ing  its  chips  in  50%  of  all  3G  phones. 

Clearly,  the  transition  at  Qualcor 
been  carefully  planned.  And  with 
cobs  remaining  as  chairman,  the 
pioneer  will  provide  plenty  of  overs! 
But  it's  up  to  Paul  to  jump  on  new  opl 
tunities  while  mamtaining  the  comp;| 
roots  in  voice.  That'll  determine  whtl 
Qualcomm  will  be  as  successful  in  the| 
20  years  as  it  has  been  in  the  past. 

-By  Heather  Green  in  New  I 


Do  you  see  opportunities 

when  others  don 


Go  on.  Be  a  Tiger. 
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The  competitor  who  is  first  to  spot  an  opportunity  is 
usually  in  the  best  position  to  capture  it.  By  working 
to  sharpen  your  vision,  Accenture  can  help  your 
business  become  a  high-performance  business.  See 
how  at  accenture.com 

1  Consulting  •  Technology  •  Outsourcing 
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accenture 

High  performance.  Delivered 


Marketing  Strategies 


When  Your  Name 
Is  Mud,  Advertise 

Companies  in  crisis  used  to  lie  low.  The 
new  response  to  bad  press  is  positive  spin 


. 

OR  ANYONE  ATTUNED  TO 
the  news  lately,  American 
International  Group  Inc. 
might  evoke  images  of  ac- 
counting scandals,  angry 
regulators,  and  a  dramatic 
showdown  with  ousted 
Chairman  and  Chief  Executive  Maurice 
R.  "Hank"  Greenberg.  Yet  in  its  ads,  the 
$99  billion  New  York  insurer  brags 
about  its  prowess  in  the  marketplace, 
casting  the  company  as  the  place  to  put 
money  for  your  "great-great-great- 
great-great  grandchild."  The  only  nod  to 
scandal  is  the  sudden  disappearance  of 
its  now  loaded  slogan— "We  know  mon- 
ey"—which  spokesman  Steven  A.  Raut- 
enberg  concedes  "might  be  too  assertive 
for  the  current  environment." 

That  kind  of  business-as-usual  strategy 
would  have  been  considered  hubris  or 
just  plain  stupid  a  decade  ago,  but  the 
sands  have  shifted.  In  an  age  of  instant 
news,  and  tighter  financial  regulation, 
staying  silent  isn't  an  option.  Whether  the 


What  Crisis? 

These  companies  decided  that  a  little  controversy 
was  no  reason  to  pull  their  ads 

COMPANY 

STRATEGY 

AMERICAN 

INTERNATIONAL 

GROUP 

Has  continued  to  brag  about  its  financial 
prowess  in  regular  ads  but  ditched  the 
"We  Know  Money"  tagline 

MORGAN 
STANLEY 

Has  increased  the  frequency  of  its  ads,  but 
recently  added  a  clause  asking  media  outlets 
for  advance  notice  of  negative  stories  so  that  its 
ads  won't  appear  nearby 

MERCK 

Following  a  stream  of  negative  headlines,  the 
drug  giant  launched  an  image  campaign 
about  curing  childhood  diseases  and 
discounting  drugs  to  seniors 

problem  is  product  tampering,  CEO  scan- 
dal, or  an  investigation,  there's  no  time  to 
see  how  things  play  out.  These  days,  it 
seems,  the  best  offense  is  a  good  ad. 

Demanding  boards  and  investors  have 
put  pressure  on  companies  to  be  proac- 
tive, but  strategies  differ  depending  on 
the  type  of  storm.  Crisis  response  can  en- 
tail anything  from  trotting  the  CEO 
around  the  talk  show  circuit  to  turning  up 
the  volume  on  brand  ads  and  even  ad- 
dressing consumers  via  the  Internet. 
Here's  how  some  companies  are  coping 
with  crisis  in  the  new  era. 

AIG:  Divide  and  Conquer 

WHEN  NEW  YORK  Attorney  General 
Eliot  Spitzer  and  other  regulators  came 
knocking  to  investigate  a  suspicious 
transaction  linked  to  Greenberg,  AIG's 
board  moved  quickly  to  seek  his  resigna- 
tion and  distance  the  company  from  the 
scandal.  "The  idea  is  to  separate  the  king 
from  the  kingdom  and  demonstrate  to 
the  customer  base  that  the  kingdom  is 
still  operating,"  says 
reputation  consultant 
Eric  Dezenhall.  "AIG 
has  been  getting  the 
idea  across  that  this  is 
a  Hank  Greenberg 
problem,  not  an  AIG 
pre  blem." 

While  the  account- 
ing issues  have  multi- 
plied, leading  to  more 
resignations  and  $3.9 
billion  in  profit  re- 
statements, AIG  has 
consistently  put  out  a 
message  that  its  oper- 
ations are  strong. 
Throughout  the  scan- 
dal, AIG  has  tracked 
public  attitudes  via  fo- 


cus groups  with  cus- 
tomers, agents,  and  em- 
ployees. Surprisingly, 
Rautenberg  says,  "the 
current  issues  do  regis- 
ter, but  there  have  been 
no  large  changes  in 
how  consumers  view  AIG. 


PLUG  AWAY  | 

AIG  and 
Marsh  have 
taken  differ 
tacks  to  boll 
their  image 


MERCK:  Accentuate  the  Positive 

BIG  PHARMA'S  IMAGE  has  suffered  II 
ly  from  drug  recalls  and  election-j| 
mudslinging  over  heath-care  costs. 
Merck  &  Co.  has  been  charging  back  \j 
a  multimedia  image-building  campa| 
That's     despite     CEO     Raymond 
Gilmartin's  stepping  down  in  May  asl 
ports  continued  to  surface  about  the  c<| 
pan^s  questionable  tactics  in  promoil 
its    now-withdrawn   painkiller  Vi(| 
Merck's  latest  ads  play  up  its  effort  j 
cure  childhood  diseases  and  to  offer 
counted  drugs  to  seniors.  "Most  of 
image  and  reputation  is  being  defined 
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third  parties,  and  that  shows  in  their 
[negative]  perceptions."  says  Len  Tac- 
coni,  executive  director  for  corporate 
communications  at  Merck. 

MORGAN  STANLEY: 
Micromanage  the  Ad  Buys 

FINANCIAL  SERVICES  giant  Morgan 
Stanley  has  seen  an  exodus  of  key  talent 
amid  accusations  of  outgoing  CEO 
Philip  J.  Purcell's  mismanagement. 
While  Purcell  battled  to  hold  onto  his 
job  before  announcing  his  retirement  on 
June  13,  the  company  increased  ads 
shouting  that  the  clients  come  first. 

But  the  beleaguered  bank  also  recent- 
ly began  requiring  notice  of  negative 
Morgan  Stanley  stories  from  media  out- 
lets so  its  ads  won't  appear  nearby.  Such 
agreements  are  common  with  airlines 
that  don't  want  to  run  feel-good  ads  after 
a  crash.  But  demands  to  media  oudets  to 
reschedule  ads  to  sidestep  negative  sto- 
ries are  relatively  new.  Says  Interbrand 
Chief  Strategy  Officer  Gary  Singer: 
"There  is  a  presumption  of  guilt  [of  the 
advertiser]  in  this  environment." 

MARSH: 

Mea  Culpa,  and  Reinforce  the  Brand 

REGULATORS  swooped  down  on  insur- 
ance broker  Marsh  &  McLennan  Cos. 
last  year  for  alleged  bid-rigging  and 
conflicts  of  interest  because  of  its  con- 
tingency commission  charges,  which  re- 
warded insurers  that  funneled  business 
to  its  brokers.  With  charges  settled  and 
new  management  in  place,  the  company 
recently  launched  a  major  rebranding 
campaign  aimed  at  restoring  faith  in  the 
Marsh  name.  The  campaign,  dubbed 
"The  New  Marsh:  Making  changes  to 
restore  your  trust,"  focuses  on  Marsh's 
executive  bench  and  global  reach. 

In  an  era  of  fragmented  and  viral  me- 
dia, rumors  can  soon  escalate  into  a  full- 
blown crisis.  Fast-food  chain  Wendy's  In- 
ternational Inc.  raised  ad  spending  after 
a  customer  claimed  to  find  a  fingertip  in 
her  chili  at  a  San  Jose  (Calif.)  outlet  on 
Mar.  22.  Ads  for  chili  were  pulled,  but 
promos  for  other  products  continued 
because  the  company  (correctly)  felt 
the  customer  faked  the  story.  "If  we 
.didn't  do  anything  wrong,  what  do 
you  apologize  for?"  says  Wendy's 
spokesman  Dennis  Lynch. 

Right  or  wrong,  it  seems  the  crisis- 
management  playbook  has  changed.  In- 
stead of  going  dark  when  a  crisis  hits, 
advertisers  are  turning  up  the  lights.  ■ 
-By  Diane  Brad'  n  New  York, 
with  Michael  Arndt  in  Chicago 
and  Amy  Barrett  in  Philadelphia 

58  I  BusinessWeek  I  July  4.  2005 


Cable's  Big  Bet  on 
Hyper-Targeting 

Time  Warner  will  test  new  software  thai 
sends  different  ads  to  different  viewers 


IMAGINE  THE  SCENE.  YOU'RE 
relaxing  at  home,  engrossed  in 
the  flickering  images  on  your 
big-screen  TV.  Ahhh,  nothing  like 
really  great  programming.  Except 
in  this  case,  it's  not  a  show  that's 
got  your  attention;  it's  a  30-sec- 
ond  commercial. 

Preposterous?  Cable  operators  hope 
not.  With  their  small, 
hard-to-measure  audi- 
ences, cable  companies 
and  channels  haven't 
commanded  anywhere 
near  the  ad  revenue  of 
the  networks.  Now 
they're  starting  to  fight 
back.  Time  Warner  Ca- 
ble Inc.  will  soon  begin 
testing  a  system  de- 
signed by  software  firm 
Invidi  Technologies  Inc. 
that  uses  the  digital  set- 
top  cable  box  to  track 
what  each  TV  in  any 
house  has  on.  If  s  ex- 
pected to  go  into  a 
household  test  by 
yearend,  with  other  ca- 
ble companies  following 
in  2006.  By  analyzing 
where  a  viewer  channel 
surfs,  Invidi  says  the 
system  can  figure  out 
the  age,  gender,  and  ^^^^^^^^ 
probable  interests  of  the 
viewer.  Most  important,  the  system  then 
matches  TV  ads  to  the  consumer  based 
on  what  might  actually  interest  them. 

That's  a  long  way  from  merely  trying 
to  match  ads  to  TV  programs  that  seem 
likely  to  attract  consumers  an  advertiser 
desires.  If  a  50-year-old  father  and  his 
14-year-old  daughter  each  tuned  into  a 
Seinfeld  rerun  on  different  TV  sets,  for 


This  Ad's 
For  You 

What  cable  operators 
hope  for  from 
hyper-targeting: 

LESSWASTEOver70%of 
viewers  seeing  ads  from 
a  pet  food  company,  for 
example,  will  be  pet  owners 
—six  times  the  targeting 
efficiency  of  today's  spots. 

HIGHER  CONSUMER 
ENGAGEMENT  Given  ads  for 
products  that  interest  them, 
viewers  might  stay  and  watch 
rather  than  channel  surf. 

MORE  AD  DOLLARS  If  it 

works,  cable  operators  say 
they'll  be  able  to  charge 
10  times  what  they  get  now. 


example,  Invidi's  system  would 
each  a  different  ad  during  the  si 
commercial  break.  The  father  mighl 
a  pitch  for  after-shave  lotion  whil< 
daughter  would  see  one  for  acne  m 
cine.  If  this  experiment  in  hyper-tar 
ing  works,  it  could  spread  fast.  As 
share  of  cable  TV  households  with  <j 
tal  set- top  boxes  rather  than  an) 
boxes  rises  from  38 
the  end  of  2004 
nearly  100%  by  200 
part  of  federal  lav 
make  all  TV  digital, 
erators  such  as  T 
Warner  and  Com 
Corp.  hopes  to  n 
consumer  sharp-sh 
ing  commonplace. 
Advertisers  have  1 
been  looking  for  a  be 
way  to  measure 
track  TV  viewing  t 
the  ratings 
Nielsen  Media  Reset 
that  are  used  to  sei 
rates.  The  payoff  cc 
be  big  for  cable  op 
tors.  They  get  ( 
about  30%  of  TV  ad 
enues  despite  ha\ 
48%  of  prime-t 
viewers  because 
many  cable  chani 
have  minuscule  viev 
ships,  making  it  har 
set  ad  rates.  If  Invidi  works,  viev 
might  actually  watch  more  commerc 
rather  than  zipping  past  them.  Th 
something  advertisers  would  likely  p 
premium  for.  "Not  wasting  consum 
time  is  the  new  currency,"  says  In 
CEO  David  Downey. 

While  some  are  nervous  about  the 
Brotherish  nature  of  having  a  TV  I 


M 


hie 


itches  back,  Invidi  says  the  process  is 
onymous— viewing  patterns  are  not 
atched  to  addresses.  Still,  privacy 
itchdogs  are  wary.  "It  does  tip  my 
eepy  meter,"  says  Marc  Rotenberg,  ex- 
utive  director  of  Electronic  Privacy  In- 
irmation  Center,  a  nonprofit  research 
nter.  But  Rotenberg  concedes  that 
Sinology  to  make  consumer  profiling 
onymous  on  the  Net  and  through  digi- 
j  cable  has  grown  fast. 

(OODGUESSER 

ilS  IS  HOW  the  system  works:  Invidi's 
Aware  allows  the  cable  company  to 
•nstantly  and  anonymously  monitor 
};wers  and  their  channel  surfing  to 
ilild  a  database  of  digital  profiles.  It 
»kes  about  30  hours  to  detect  the  make- 
|  of  a  household— say,  frat  house,  vs. 
uclear  family— and  store  it,  and  about 
[i  clicks  of  the  remote  to  tell  who's  click- 
Ig.  Based  on  that  information,  the  cable 
«  determines  if  the  viewer  is  a  man, 
wman,  teen— or  if  they're,  say,  a  likely 
t  owner.  Invidi  then  adds  in  income  as- 
fmptions  gleaned  from  each  viewer's 
ip  Code.  The  cable  boxes  digitally 
[ote"  for  which  ad  gets  downloaded  and 
ggers  the  same  ads  to  all  the  matching 
ofiles  in  the  cable  system.  Invidi  says  its 
rts  show  the  system  predicts  gender 
rrectly  about  95%  of  the  time.  Age  plus 
oder  accuracy  is  about  75%  accurate. 
Dt  perfect,  but  that's  about  six  times 
are  accurate  than  current  targeting, 
[ites  Tim  Hanlon,  vice-president/direc- 
r  for  emerging  contacts  at  Starcom 
adiaVest  Group  who  has  seen  the  sys- 
n  demonstrated. 

Cable  companies  are  out  to  boost  that 
curacy  even  further.  Right  now,  they 
prn  only  about  $20  per  thousand  view- 
p  on  average  for  a  30-second  commer- 
d.  compared  with  closer  to  $25  for 
loadcasters.  But  "our  advertisers  have 
lid  us  they'll  pay  as  much  as  10  times 
pre  for  this  kind  of  hyper-targeting," 
ns  Comcast  Spotlight  Inc.  President 


Charles  Thurston,  whose  company  will 
test  Invidi's  software  next  year.  "If  the  tar- 
geting is  10  times  better  than  today,  that 
price  is  not  out  of  the  realm  of  possibili- 
ty," says  Betsy  Lazar,  General  Motors 
Corp.'s  director  for  advertising  and  media 
operations.  And  instead  of  selling  one 
commercial  per  ad  break,  cable  compa- 
nies could  sell  six,  though  each  would  be 
reaching  a  much  smaller  group. 

Advertisers  such  as  GM  are  obsessed 
with  better  targeting,  partly  to  reach 
TiVo-wielding  viewers  who  skip  ads. 
GM's  latest  tactic:  telescoping,  in  which  it 
creates  spots  specially  for  TiVo-equipped 
homes  that  flash  an  icon  over  a  Cadillac 
ad,  for  example,  indicating  that  a  longer 
Caddy  "film"  is  available  in  the  video-on- 
demand  menu.  GM  says  10%  to  25%  of 
viewers  have  been  clicking  on  the  longer 
ads.  GM  execs  think  coupling  that  strate- 
gy to  Invidi's  system  could  boost  results. 

Other  marketers  are  eyeing  the  new 
technology  as  well.  David  Verklin,  CEO 
of  Carat  North  America  and  an  advis- 
er to  Invidi,  says  clients,  including  Pfiz- 
er, Hyundai,  and  Orbitz,  are  interested. 
Orbitz  Chief  Marketing  Officer  Randy 


Wagner  says  reaching  consumers  with 
ads  that  they  won't  skip  is  a  priority. 
She  likens  the  goal  to  Amazon.com's 
strategy  of  recommending  products 
based  on  past  purchases.  "It's  so  rele- 
vant, it  feels  like  a  service  instead  of  sell- 
ing," says  Wagner. 

The  real  test  for  Invidi  will  be  if  it  can 
sell  the  system  to  the  broadcast  net- 
works. Hyper-targeting  consumers  who 
are  watching  a  relatively  small  cable 
show  is  fine,  but  what  advertisers  really 
want  is  to  use  this  technology  on  big 
prime-time  programs.  For  ABC  or  CBS  to 
offer  advertisers  the  option,  however, 
they'll  have  to  go  through  cable  opera- 
tors, who  own  the  set-top  boxes.  That 
may  be  unsettling  for  network  execs,  but 
demand  from  advertisers  is  likely  to 
drive  cooperation.  "It  would  be  signifi- 
cant if  we  could  just  slice  off  consumers 
over  50  in  any  program  for  pharmaceu- 
tical companies,"  says  David  Poltrack, 
CBS'  executive  vice-president  for  re- 
search and  planning.  Note  to  couch  po- 
tatoes: The  boob  tube  is  about  to  get  a 
whole  lot  smarter.  ■ 

-By  David  Kiley  in  New  York 
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SILVER 

Jeep  Hurricane 

Designer:  ChryslerGroup 

This  fully  functional  concept 
vehicle  literally  goes  sideways,  its 
wheels  turning  up  to  45  degrees 
in  the  same  direction.  Powered  by 
dual  5.7-liter  Chrysler  Hemi  V8 
engines.  Awesome. 


The  Best  Product  Design  of  2005 


ANNUAL  DESIGN  AWARDS 


WHEN  PEOPLE  TALKED  ABOUT  INNOVATION 
in  the  '90s,  they  invariably  meant  tech- 
nology. When  people  speak  about  inno- 
vation today,  it  is  more  than  likely  they 
mean  design.  Consumers,  who  are  chok- 
ing on  choice,  look  at  design  as  the  new 
differentiator.  In  a  sea  of  look-alike  prod- 
ucts and  services,  design  creates  the  "Wow!"  factor.  Man- 
agers, facing  fierce  global  competition,  look  to  design  for  the 
kind  of  innovation  that  generates  organic  growth,  new  rev- 
enues, and  wider  profit  margins. 

Design  is  fast  becoming  a  must-have  competency  for  cor- 
porations. It  has  evolved  from  a  simple  way  of  giving  form 
and  color  to  products  into  a  powerful  tool  for  "C 
suite  executives.  Design  methods  get  managers 
close  to  their  customers,  design  research 
helps  top  execs  visualize  the  future,  and  de- 
sign strategies  help  companies  innovate. 
No  wonder,  then,  that  the  annual  In- 
dustrial   Design    Excellence    Awards 
(IDEAS)  have  become  so  hotly  competi- 
tive. Sponsored  by  BusinessWeek  and  run 
independendy  by  the  Industrial  Design- 
ers Society  of  America,  the  contest  is 
where  global  corporations  test  their  de- 
sign prowess  against  one  other. 

The  2005  winners  represent  the  best  of 
the  best  from  the  U.S.,  Asia,  and  Europe. 
Many  of  the  prizes  went  to  designs  that  solved 
highly  complex  problems.  U.S.  and  Canadian 
companies  used  design  to  reinvent  old  product  cate- 
gories, revive  tired  brands,  and  simplify  complicated 
products.  Asian  companies,  led  by  Samsung,  used  design  to 
leapfrog  from  invisible  equipment  suppliers  to  name  brands 
on  a  global  scale.  And  European  corporations  built  on  their 
design  strengths  in  style  and  fashion.  There  were  1,380  en- 

Winners  for  2005... 

Who  made  off  with  the  medals  at  this  year's  Industrial  Design  Excellence  Awards: 

DESIGN  FIRMS  AWARDS  CORPORATIONS  AWARDS 


GOLD 

SILVER  BRONZE 

TOTAL  1 

IDEO 

4 

3 

7 

Design  Continuum 

3 

1 

1 

5 

fuseproject 

2 

1 

2 

5 

Antenna  Design 

1 

2 

1 

4 

Tools  Design 

2 

1 

3 

Altitude 

1 

2 

3 

Smart  Design 

3 

3 

Altc  Design 

1 

1 

2 

Astro  Studios 

1 

1 

2 

Ateiier  Markgraph 

1 

1 

2 

Cesaroni 

1 

1 

2 

designaffairs 

1 

1 

2 

HerbstLaZarBell 

1 

1 

2 

Karim  Rashid 

1 

1 

2 

Kauffmann  Theilig  + 

Partner 

1 

1 

2 

LakeskteProdud  Development  1 

1 

2 

One  &  Co.  ID 

1 

1 

2 

GOLD 

SILVER  BRONZE 

TOTAL  1 

HP 

2 

3 

5 

Nike 

2 

2 

4 

Philips 

1 

2 

4 

Samsung 

2 

3 

Apple 

2 

1 

3 

Art  Center  Colege  of  Design 

1 

1 

3 

BMW 

1 

1 

3 

Caffonia  Colege  of  Arts 

1 

2 

3 

DaimlerChrysler 

2 

3 

Eva  Denmark 

2 

1 

3 

Siemens 

2 

3 

ASUS 

2 

2 

Harmart 

2 

2 

IBM 

1 

1 

2 

KAZ 

2 

2 

Motorola 

2 

2 

RKS  Guitars 

2 

2 

2001-2004 

2005: 

IDEO 

41 

7 

Design  Continuum 

13 

5 

Smart  Design 

15 

3 

fuseproject 

12 

5 

ZIBA 

14 

2 

Lunar  Design 

14 

1 

Pentagram 

11 

1 

HerbstLaZarBell 

7 

2 

Attitude 

5 

3 

RKS  Design 

5 

2 

Antenna  Design 

2 

4 

Ralph  Appelbaum 

5 

1 
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(SHIFT  Bike 

)esigners:  Matt  Grossman, 
lyan  Lightbody,  Purdue 
Iniversity 

his  concept  for  a  training  bike  uses 
vo  rear  wheels  that  let  a  child 
alance  at  slow  speeds.  Speeding 
p  moves  the  wheels  closer,  shifting 
balance  from  bike  to  tyke. 


SILVER 

»  JetBlue  Self-Service 
Check-In  Kiosk 

Designers:  Masamichi 
Udagawa,  Sigi  Moeslinger, 
Antenna  Design  New  York 

Designed  to  make  it  easy,  fast,  and 
almost  enjoyable  to  check  in  to 
JetBlue,  the  kiosk  and  interface  are 
welcoming,  easy  to  use,  and  efficient. 


tries  in  2005,  with  991  from  U.S. 
companies  and  design  consul- 
tancies and  a  record  423  from 
29  other  countries.  Of  the  148 
awards,  38  are  golds,  59  sil- 
vers, and  51  bronzes. 
There  were  several  sur- 
prises among  the  U.S. 
winners.  Apple  Comput- 
er, of  course,  did  well, 
picking  up  three  IDEAS, 
but  Hewlett-Packard 
led  the  pack  with  five, 
and  Nike  was  right  behind 
with  four.  RKS  Design  Inc.,  based  in 
Thousand  Oaks,  Calif.,  worked  with 
Dave  Mason  of  the  rock  band  Traffic  to 
radically  rethink  the  electric  guitar. 
Palo  Alto  (Calif.)-based  IDEO  again  won 
the  largest  number  of  awards— seven— 
among  design  consultants  for  its  work  on  prod- 
ucts, research,  and  strategy.  Design  Continuum  Inc. 
nd  fuseproject  were  not  far  behind,  with  five  each.  Anten- 
a  Design  New  York,  Altitude,  Smart  Design,  Tools  Design, 

and    Alto    Design 
also  won  big. 

Design's  ability 
to  solve  complex 
problems  was  well 
rewarded  in  this 
year's  contest.  De- 
sign Continuum, 
known  for  its  re- 
search for  Procter 
&  Gamble  Co.'s 
Swiffer  brand,  won 
a  gold  in  2005  for 
research  on  how 
people  shower.  De- 
sign Continuum's 
insight  led  to  a  rev- 
olutionary shower- 
head  for  Moen  Inc., 
the  highest-priced 
and  best-selling  en- 
try in  its  category 
in  Lowe's. 

Taiwan  and  Chi- 


^   na  had  their  best 
year  yet.  Unfamil- 


BRONZE 

»  Rubbermaid 
Paint  Buddy 

Designers: 
Beyond  Design 
Inc.;  Shur- 
Line/Newell 
Rubbermaid  Inc. 


Great  for  touch-ups. 
Just  store  leftover 
paint  in  this  bottle 
that  comes  with  an 
applicator.  No  more 
storing  paint  cans. 
$9.99. 
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iar  names,  such  as 

Taiwan's  SQV  De- 
sign and  lite- On 

Technology,  won 

IDEAs    in    2005. 

Taipei-based  BenQ 

Corp.  won  an 
IDEA,  its  fourth.  Leveraging  its 
design  prowess  into  global 
name  recognition  helped  BenQ 
to  acquire  Siemens'  global  cell- 
phone business. 

Beijing  is  spending  millions 
of  dollars  on  design,  turning  out 
thousands  of  design  graduates  each  year.  Six  Chi- 
nese companies  entered  the  IDEA  contest  in  2005,  and 
Lenovo  won  it's  first  IDEA.  IBM  just  sold  its  ThinkPad  brand 
to  Lenovo  Group  Ltd. 

South  Korea  did  extremely  well  again  this  year.  Samsung 
won  three  IDEAs.  It  has  garnered  more  awards  over  the  past 
five  years  than  any  other  company  in  the  world,  with  Apple 
coming  in  second.  This  year,  Korean  companies  won  six 
prizes,  tying  with  Japan.  Japanese  companies,  such  as  Toshi- 
ba, Panasonic,  Hitachi,  Mitsubishi,  and  Toyota  won  for  de- 
sign research  as  well  as  industrial  design. 

In  Europe,  Philips  Electronics  is  clearly  setting  the  pace. 
Philips  won  four  IDEAs  in  2005,  tying  with  Nike  Inc.  for 
second  place  among  corporate  winners.  For  more  award 
winners,  read  on. 

-By  Bruce  Nussbaum  in  New  York 


More  on  the  Design  Awards  at  BusinessWeek.com 

The  Best  IDEAs:  An  interactive 
guide  to  the  winners  of  the  design 
awards,  past  and  present 

Slide  Show:  All  the  2005  prize 
winners,  gold,  silver,  and  bronze 

The  Catalyst  Awards:  They're  given 
to  products  with  market  impact 


I  BusinessWeek  online]  / 


www.businessweek.com/design 
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ANNUAL  DESIGN  AWARDS 


SILVER 

»  Alienware  ALX 
Desktop  Computer 

Designers:  Kyle  Swen,  Nathaniel 
Cervantes,  Adam  Barry,  ASTRO 
Studios;  Frank  Azor,  Alienware  Corp. 

The  ALX  desktop  PC  targets  gamers.  It's 
liquid-cooled  to  dissipate  heat.  The 
futuristic,  bold  "alien"  design  projects  a 
sense  of  technological  ^novation  for  gamer 
culture.  $5,000. 


Products  with 
Personality 

CONSUMER  GOODS  The  award  winners  in 
2005  reflected  a  backlash  against  mass- 
produced,  overly  complex,  slick  products. 
The  winners  were  simple,  elegant,  and 
often  beautiful.  "There  was  a  sense  of 
personality  revealed  through  their 
authenticity  and  craft,"  said  juror  Chee 
Pearlman.  "They  brought  out  an 
emotional  response." 


GOLD 

*?  Purist 
Hatbox  Toilet 

Designer:  William 
Gordon,  Kohler  Co. 

The  Hatbox  recasts  the  whole 
concept  of  the  toilet.  An  electric  pump 
does  away  with  the  tank,  making  for  a 
modern,  minimalist  device  that  can  be 
installed  anywhere  in  the  bathroom. 
The  lid  closes  slowly  and  quietly.  The 
seat  is  at  a  comfortable  chair-level 
height.  A  new  paradigm  for  an  old 
product.  $2,890  and  up. 


»CafeSolo 

Coffeemaker 

Designers:  Claus 
Jensen,  Henrik  Holbaek, 
Tools  Design 

The  elegant  CafeSolo 
coffeemaker  by  Eva  Denmark 
makes  a  virtue  of  simplicity. 
Just  pour  boiling  water  directly 
over  ground  beans  and  stir.  No 
filters  or  machinery.  A  funnel 
keeps  the  grinds  out  of  the  cup, 
and  a  zippered  jacket  keeps  the 
brew  warm.  $75.00. 


radical  Advantages 

ESIGN  STRATEGY  One  of  the  hottest  trends 
/ithin  corporations  is  using  design  research 
trategicalry  to  help  identify  new  product 
ategories  and  extend  core  brands  into  other 
larkets.  The  tools  of  design  research,  such  as 
onsumer  observation  and  fast  prototyping, 
an  challenge  conventional  wisdom  and 
iromote  innovation.  And  by  aligning  design 
pith  advertising,  marketing,  packaging,  and 
ervice,  companies  can  deliver  a  more  powerful 
rand  message. 


GOLD 

«  Moen  Revolution 
Showerhead 

Designers:  Design 
Continuum;  Moen  Inc. 

A  research  team  of  designers, 
engineers,  anthropologists, 
marketers,  and  managers 
observed  people  showering  (in 
swimsuits).  Their  discovery? 
People  liked  different  kinds  of 
showers  in  the  morning,  after 
sports,  and  at  nighttime.  $66. 


ft  Miniket  Camcorder 

Designers:  In-Shik  Kim,  Yeon- 
Moo  Chung,  Samsung 
Electronics 

The  trend  toward  convergence  led 
Samsung  to  design  this  camcorder 
that  also  is  a  camera,  MP3  player, 
Webcam,  and  voice  recorder.  Palm- 
size.  $699. 


MINI_motion  Strategy 

Designers:  Yves  Behar,  Johan  Liden,  fuseproject 

Car  accessories  are  usually  about  the  car,  but  the  MINIjnotion 
brand  is  about  the  lifestyle  of  the  driver.  It  captures  the  emotional 
spirit  of  the  Mini  Cooper-urban,  fast,  different,  cool-and  translates 
a  sense  of  motion  into  a  series  of  high-end  products.  It  marks  "the 
death  of  the  logo  and  the  birth  of  the  motif  as  brand  strategy,"  says 
juror  Michael  McCoy. 


The  MINIjnotion  2-part 
driving  shoe  has  a  soft 
bootie  worn  inside  to  drive 
and  a  sturdy  outer  sole  for 
walking  outside.  $125.  The 
carpack  fastens  to  the  seat 
belt,  preventing  laptops  and 
lunch  from  spilling.  $179. 


The  MINI_motion  watch 

display  changes  from 
vertical  to  horizontal  for 
easy  reading  when  driving 
plus  a  wristband  that 
connotes  motion.  $165. 
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HOW  CAN  WE  MAKE  SURE  INNOVATION 
DOESN'T  HAPPEN  ONLY  IN  R&D? 

HOW  DO  WE  CREATE  NEW  VALUE 
WITHOUT  CREATING  COMPLICATIONS? 

HOW  COULD  WE  TURN  VOLATILITY 
INTO  AN  ASSET? 


IBM  the  IBM  logo . 


i 


IBM  BUSINESS  CONSULTING 


With  over  70,000  business  experts  worldwide,  IBM  has  the  answers.  With  deep  expertise  in  On  Demand 
Business,  we  offer  an  altogether  different  kind  of  business  thinking,  thinking  which  identifies,  creates  and 
delivers  lasting  business  value.  We  combine  research,  rigor  and  world-class  innovation  to  create  measurable 
results  in  17  industries,  in  areas  ranging  from  HR  to  finance.  We've  already  helped  create  innovative  solutions 
which  are  boosting  productivity  and  efficiency  for  Volkswagen,  the  PGA  TOUR  and  Virgin  Entertainment. 
What  could  we  do  for  you?  Learn  more  about  what  makes  us  different.  Visit  ibm.com/innovation 


[•marks  01  scrv  ice  marks  <>i  others      .'oos  IBM  Corporation  All  rights  n 
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ANNUAL  DESIGN  AWARDS 


1 


Creative 
Destruction 

DISRUPTIVE  DESIGN  Design  can  shake  up 
conventional  product  categories  and  carve  out 
entirely  new  ones.  These  award  winners 
illustrate  how  design  can  achieve  strategic 
market  transformations— in  and  out  of  high 
tech.  Any  brand  category  can  be  dramatically 
altered,  from  boots  to  guitars.  It  all  depends  on] 
how  well  companies  use  design  strategically 
inside  their  organizations. 


SILVER 

ft  "Open  Architecture"  Electric  Guitar 

Designers:  RKS  Design;  RKS  Guitars 

The  pickup  selector  and  volume  and  tone  knobs  are 
intuitively  located  next  to  the  play  area.  The  guitar  uses 
much  less  wood  from  the  rain  forests,  is  lighter,  and 
sounds  as  good  as  the  iconic  Gibson  Les  Paul.  The  bold, 
colorful  design  does  more  with  less.  From  $2,500. 


BRONZE 

« iRobot  Roomba 
Discovery  Floorvac 

Designers:  iRobot  Corp[ 
Herbst  Lazar  Bell  Inc. 

Friendly  design  increases  th  I 
appeal  of  the  robot  beyond 
tech  lovers  to  mass-market 
consumers.  The  vacuum  is 
simple  to  use  and  requires  i 
programming.  $249. 


*  Nike  Considered  Boot 

Designers:  Richard  Clarke,  Mike  Aveni,  Steve 
McDonald,  Nike  Inc. 

^    A  single  piece  of  hemp  is  woven  through  the  boot's  three 
leather  parts.  The  sole  and  upper  body  snap 
together  without  adhesives.  Materials  are 

recyclable  and  made  near  Asian  factories, 
helping  local  producers.  No  two 
pairs  are  alike.  $11 


<*C 


Image 
Enhancers 


BRAND  EXTENSION  Companies  have  to  go 
beyond  the  basics— designing  a  great 
shape  and  terrific  features  for  a  product— 
to  win  really  big  in  the  marketplace.  They 
have  to  use  design  to  reinterpret  existing 
categories  and  open  up  new 
market  spaces  for  their  brands. 
1  They  need  to  use  design  to 
understand  what  their  brands 
really  stand  for  in  the  minds  of 
consumers.  The  following 
winners  did  just  that  and 
opened  up  new  business 
opportunities. 


SILVER 

ft  Timberiand  Travel  Gear 

Designer:  The  Timberiand  Co.  Design  Team 

A  modular  system  of  inner  cores  and  outer  shells  allows  travelers 
to  do  more  and  pack  less.  Many  trips  include  business  and  sports, 
and  the  various  choices  can  accommodate  any  activity.  $250. 


GOLD 

5S  Nike  ACG  Comm  VEST 

Designer:  Nike  Inc. 

Nike  embraces  its  performance  DNA 
by  designing  a  mountain  search  and 
rescue  vest.  Speaker  and  microphone 
are  at  the  collar,  a  push-to-talk  tab 
allows  people  to  communicate  with 
gloves  on.  $175. 


LVER 

5  BRP/BV2S 
Snowmobile  Helmet 

)esigner:BRP  design  team 

inowmobilers  often  use  motorcycle 
lelmets,  but  seeing,  talking,  and  even 
)reathing  is  difficult.  This  helmet  is 
iesigned  to  meet  their  needs.  It  cuts 
fogging  with  a  new  breath  evac 
fystem  and  has  side-mounted 
jhts  for  nighttime.  $449. 


1 


SILVER 

«iPod  Shuffle 

Designer:  Apple 
Computer  Inc. 

The  Shuffle  continues  Apple's 
domination  of  the  new  music  culture.  It  is 
one  part  of  the  whole  music  collection  and 
listening  experience  Apple  has  created  with 
iTunes,  iPods,  and  the  Apple  retail  stores.  MP3 
players  alone  just  aren't  enough.  $99. 
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ANNUAL  DESIGN  AWARDS 


The  Ripple  Effect 

ASIAN  DESIGN  No  region  of  the  world  has  embraced 
design  more  emphatically  than  Asia.  Japanese 
companies  first  showed  the  power  of  design  in  the 
1980s.  Korean  corporations  followed  and  began  to 
brand  themselves  through  design  in  the  1990s.  And 

now  Taiwanese  and  Chinese 
manufacturers  are  racing  to 
use  design  to  establish  their 
names  on  the  global  scene. 


«  Toshiba  Red 
Transformer 

Designers:  Wes  Behar,  Shaw 
Sinyork,  Pichaya  Puttorngul, 
fuseproject 

This  concept  PC  has  a  sliding  hinge  fc 

17-inch  screen  that  transforms  a  lapto 

computer  into  a  dual-CD  drive  home 

entertainment  center.  A  remc 

slides  out  from  a  dee 

red  lacquer 

fram 


ft  IRiverlFPlOOO  Series 
MP3  Player 

Designers:  Kim  Young  Se, 
Hwang  EuiDu,  Moon  EunKi, 
Innodesign  Inc. 

Seoul-based  Reigncom  Co. 
designed  an  MP3  player 
with  a  digital  camera 
for  Koreans  who 
want  to  listen  to 
music  and  take 
pictures.  $260. 


Ill 

:tai 
An 


((SmartphoK 
ET960 

Designers:  Lenovo  | 
Innovation  Design 
Center;  SQV  Design 
International  Inc. 

China's  Lenovo  packaged  four 
other  features  into  this  phone-  | 
GPS  mapping,  TV,  camera,  and 
MP3  player.  Designed  for  the 
Chinese  market.  $800. 


SILVER 

«  Samsung  Techwin  UF-80 
Digital  Presenter 

Designers:  Joo-bok  Kim,  Samsung; 

Michel  Arney,  James  Wilson,  Al; 

Mudd,  Design  Continuum 

A  long,  graceful  arm  holds  a  camei 
that  captures  images  of  both  flat 
documents  and  3D  objects,  relayii 

them  to  an  LCD  projector  or  the 
Internet  for  videoconferencing.  $3,9 


L 


Elegance 
and  Elan 


EUROPEAN  DESIGN  All  across 

the  board,  British  and 

Continental  design  is 

making  huge  strides. 

Europe's  strong  showing  in 

the  idea  competition  proves 

that  it  is  building  on  its 

strength  in  style  by  making 

winning  products,  from 

great  cars  to  beautifully 

crafted  home  grills.  Led  by 

Philips,  Europeans  are  also 

expanding  into  more 

sophisticated  design  strategies  to  better 

understand  their  consumers— whether 

retail  shoppers  or  hospital  patients. 


9  Ambient  Experience  for 
Health  Care 

Designer:  Philips  Design  Medical  Team 

This  exhibit  showcases  Philips'  new  program  to 
reduce  patient  stress  from  MRI  exams  by 
allowing  people  to  choose  their  own  music, 
lighting,  and  wall  images  in  hospital  rooms. 


«  Barrel  Grill 

Designers:  Claus 
Jensen,  Henrik  Holbaek, 
Tools  Design 

This  grill  from  Eva  Denmark  can 
be  used  for  barbecuing  or  even 
as  a  fireplace.  A  portable  bucket 
carries  away  ashes.  A  flat  I 
makes  it  a  patio  table.  $560. 

BRONZE 

5?  PerfectDraft 

Designer:  VanBerloStudios 

Belgium's  Inbev  company  wanted  people 
to  be  have  a  perfect  draft  beer  at  home.  The 
stylish  housing  surrounds  a  beer  keg,  a  light 
indicates  when  the  beer  is  ready,  and  a  big  tap 
handle  shows  the 
way.  A  beer 
appliance.  $266. 
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ANNUAL  DESIGN  AWARDS 


WINNER 

ft  PalmOne  Zire  21 

Designer:  NewDealDesign 

One  of  the  fastest-selling  PDAs  ever. 
Zire  widened  the  market  for  the 
palmOne  brand  by  expanding  its 
appeal  beyond  the  techie  and 
corporate  communities  to  the  broader 
consumer  market,  especially  women 
and  first-time  buyers.  Design  cut  the 
number  of  parts  and  costs  sharply, 
while  maintaining  Palm's  easy-to-use 
experience.  Target  Corp.  and 
RadioShack  Corp.  signed  on 
to  sell  the  Zire.  $99. 


Fine  Design,  Dandy  Sale! 

CATALYST  WINNERS  There  is  no  greater  testamei 
to  the  power  of  design  than  its  ability  to  deliver 
on  the  bottom  line.  The  Catalyst  Award  goes  to 
previous  idea  winners  that  really  succeed  in  the 
marketplace.  A  jury  screens  candidates  for 
market  and  financial  performance  as  well  as 
strategic,  industrial,  and  social  impact  This 
year's  jury  was  composed  of  Ken  Musgrave, 
director  of  industrial  design  at  Dell;  Walter  B. 
Herbst,  CEO  of  Herbst  Lazar  Bell  Inc.;  and  San 
Farber,  founder  of  Copco,  Oxo,  and  Wovo. 


HONORABLE  MENTION 

ft  Siemens  exam 

Designer:  Siemens  Medical 
Solutions 

By  designing  a  heart  camera  that  allow 
patients  to  sit  rather  than  lie  down, 
Siemens  improved  comfort  and  image 
quality  and  allowed  for  smaller  rooms.  I 
small  size  and  simplicity  cut  costs  and 
training  time  and  lifted  market  share  frc 
20%  to  45%.  $180,000  to  $200,000. 

HONORABLE  MENTION 

«  Sub  Zero  700  Series 

Designer:  Jerome  Caruso  Desigr  I 

Deconstructing  the  fridge  to  offer  separ| 
small  freezers  and  refrigerators  around1 
the  house  created  a  new  line  for  Sub-Ze 
Modularity  allows  for  cold  foods  and 
beverages  in  any  room.  Designing  the 
units  as  cabinets  with  pull-out  drawers 
made  them  easy  to  use.  The  700  series 
now  accounts  for  24%  of  all  Sub-Zero 
sales.  $2,000  to  $3,000. 


Another  Kronos  Success: 
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Increased  accuracy. 

Improved  performance. 

Over  half  a  million  dollars  In  savings. 

That's  workforce  management 

in  overdrive. 


Ifolkswagen  de  Mexico  is  one  of  the  foremost  automobile  manufacturers  in  the  world.  By  migrating  from  a  manual  labor  management 
fccess  to  a  Kronos  Workforce  Management  solution,  the  company  is  driving  to  even  higher  levels  of  performance.  Working  with  Kronos, 
ffl  ifolksvvagen  de  Mexico  is  realizing  benefits  like  increased  payroll  accuracy,  improved  productivity  from  their  workforce  of  1 1 .000  employees, 
i'lnd  an  anticipated  ROI  of  more  than  $590,000.  To  learn  more,  call  1-800-225-1561  or  visit  www.kronos.com/vw. 


m  KRONOS 


Improving  the  Performance  of  People  and  Business' 


i  2005  Kronos  Incorporated.  Kronos  and  the  Kronos  logo  are  registered  trademarks  of  Kronos  Incorporated  or  a  related  company.  All  rights  reserved. 

The  Volkswagen  logo  is  a  registered  trademark  ot  Volkswagen,  Inc. 
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transforming  business 
through  design 


CONTINUUM 


A  boston  |  milan  |  seoul 


dcontinuum.com 


^Z>bn't  settle  for  anything  less  than  the  best  desig 
because  your  customers  won't.  Increase  your  sales 
hooking  up  with  the  best  in  the  business,  the  world  o» 
For  more  information  on  these  firms,  log  on  to  the  Int 
net  (www.businessweek.com/BizLink  or  www.idsa.oi 
Look  under  the  July  4, 2005  issue.  See  the  last  pagf 
this  directory  for  details. 


IDEA  Awards  2005 


design  ♦  brand 


fuseproject 

info@fuseproject.com  415.908.1492 
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nt  Defense 


FIREPOWER  Affiant 

has  been  buoyed  by 
demand  for  ammo  in 
Iraq  and  Afghanistan 


The  Little  Contractor 
That  Could 

A  no-frills  weapons  maker  is  beating  out 
some  top  guns  to  supply  the  military 


IN  RECENT  DAYS,  PENTAGON 
officials  from  Defense  Secretary 
Donald  H.  Rumsfeld  on  down 
have  raised  alarms  about  the 
scary  spiral  of  cost  and  complexi- 
ty in  new  weapons  of  war.  But  as 
the  price  tag  for  arms  pro- 
grams in .  development  or  production 
heads  toward  $1.5  trillion,  there's  at  least 
one  corner  of  the  military-industrial 
complex  where  penny- 
pinching  pragmatism 
is  supplanting  high- 
tech  visions  that  often 
wind  up  over  budget 
and  unreliable. 

Case  in  point:  little 
Alliant  Techsystems 
Inc.,  which  last  year  bat- 
tled defense  titan  Lock- 
heed Martin  Corp.  for  an 
Army  contract  to  make 
mortar  rounds  more  ac- 
curate, a  deal  that  could 
be  worth  $500  million. 
In  effect,  Lockheed  Mar- 
tin,  which    declined 


comment,  tried  to  stuff  a  mini-missile  into 
a  mortar.  Alliant,  known  by  its  stock  sym- 
bol ATK,  made  a  dumb  shell  smart  by 
slapping  a  "seeker"  sensor  on  an  existing 
mortar  round  so  it  could  find  a  target 
"painted"  by  a  laser. 

The  Lockheed  Martins,  Boeings,  and 
Raytheons  of  the  world  like  "doing  the 
impossible,"  as  Boeing  Co.  puts  it  in  its 
ads— or  at  least  trying  to.  The  big  boys 


need  big  programs  to  make  a  noticea 
difference  in  sales.  But  their  gli 
weapons  often  produce  cost  overruns, 
lays,  and  technical  glitches.  Allian 
which  makes  bullets,  rocket  boosters,  a  i 
precision  weapons— focuses  on  the  po; 
ble  and  the  cheap.  Merrill  Lynch  & 
defense  analyst  Byron  Callan  notes 
defense  industry  hasn't  had  "a  Dell 
Southwest  [Airlines],  someone  w  3 
comes  in  with  a  different  business  mo  1 
or  mind-set.  ATK  is  the  closest." 

Created  in  1990  when  Honeywell 
ternational  Inc.  spun  off  its  defense  bi 
ness,  Edina  (Minn.)-based  Alliant  1 5 
raked  in  handsome  profits  while  savi  j 
the  Pentagon  millions.  Buoyed  by  su 
ing  demand  for  space  systems  £  1 
ammo  for  operations  in  Iraq  and 
ghanistan,  its  sales  for  the  year  enc  1 
Mar.  31  rose  18%,  to  $2.8  billion,  wr  : 
income  before  interest,  taxes,  and  oi  - 
time  items  rose  13%,  to  $304  million,  i 
contrast,  industry  giant  Lockheed  Mar  i 
had  2004  sales  of  $35.5  billion  and  pr 
its  of  $2.3  billion.  Though  its  stock  is 
some  $14,  to  just  over  70  on  June  21  fr(  i 
its  52-week  low,  Alliant  is  one  of  UBS 
fense  analyst  David  E.  Strauss's  top 
fense  picks.  "It  will  grow  faster  than  I 
larger  prime  contractors,"  he  says. 

So  in  an  industry  that  can't  seem 
shoot  straight,  how  does  Alliant  come 
like  a  special-ops  sniper?  Some  of 
credit  goes  to  the  whatever-works  attiti 
of  Chairman  and  CEO  Daniel  J.  Murph 
retired  vice-admiral.  The  company  avo 
leaps  into  complex  technology;  instea 
incrementally  improves  existing  gt 
"We  will  never  compete  successfully  w 
the  giants  in  our  industry  by  approachi 
solutions  in  the  same  manner  as  they  d 
says  Murphy.  "They'll  beat  us  every  tim 

Focusing  on  the  nitty-gritty  of  mai 
facturing  has  also  helped  turn  one  of 
liant's  mundane  operations  into  a  g 
mine.  Five  years  ago  it  won  a  contract 
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Alliant  has  bested  some  giants. . . 


COMPETITORS 

LOCKHEED  MARTIN, 
RAYTHEON 

RAYTHEON 


CONTRACT 

Precision-guided  mortar  munitions 
for  the  Army 


s*? 


Upgrade  of  the  Navy's  High-Speed 
Anti-radiation  Missile,  which  knocks 
out  radar 


VALUE 

Up  to  $500 
million 


$223  million 


.And  is  out  to  notch  more  wins 


LOCKHEED  MARTIN- 
BOEING  JOINT  VENTURE 


Lift  for  manned  and  unmanned  space 
missions  for  NASA 


$400 
million  a  year 


GENERAL  DYNAMICS 


Small-caliber  ammunition 


$75  million  a  yee 
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Information  Technokj 


run  the  Lake  City  Army  Ammunition 
Plant  in  Independence,  Mo.,  which  uses 
some  machines  installed  soon  after  then- 
Senator  Harry  S  Truman  helped  break 
ground  for  the  plant  in  1940.  Since  then, 
it  has  slashed  costs  by,  among  other 
things,  reducing  the  defect  rate  from  13% 
to  5.7%.  Alliant  cut  the  cost  of  a  shell  by 
35%,  saving  the  Army  $400  million. 
Yearly  production  soared  from  350  mil- 
lion in  2000  to  1.2  billion  rounds,  and 
profit  margins  jumped  from  8.9%  in 
1998  to  12.2%  in  2004.  That  helps 
bankroll  research  in  new  niches,  such  as 
high-power  microwave  devices  that  can 
defuse  explosives  by  frying  their  circuits. 
On  July  17,  Alliant  said  the  Air  Force 
awarded  it  a  $1.5  million  contract  to  pur- 
sue these  devices. 

PROVEN  PARTS 

ATK'S  APPROACH  works  for  more  so- 
phisticated programs,  too.  The  company 
beat  out  Raytheon  on  a  contract  to  put 
advanced  sensors  on  a  Raytheon  missile 
that  targets  enemy  radar.  ATK  bought 
an  off-the-shelf  global  positioning  sys- 
tem and  added  an  off-the-shelf  seeker. 
Using  proven  parts  "takes  a  lot  of  risk 
out  of  it,"  Murphy  says.  The  challenge 
was  knitting  them  together.  The  result: 
Two  years  into  the  $223  million  con- 
tract, the  program  is  on  budget  and  on 
schedule.  After  the  CEO  pointed  that  out 
at  a  Lehman  Brothers  Inc.  conference  in 
February,  he  asked  the  80  defense 
mavens  there  if  they  knew  of  a  similar 
program  that  could  make  that  boast.  No 
one  did.  And  ATK's  business  model 
could  help  it  beyond  the  Pentagon.  NASA 
may  choose  Alliant's  shutde  boosters  for 
some  manned  and  unmanned  space 
missions  instead  of  the  Evolved  Expend- 
able Launch  Vehicle  being  offered  by 
Lockheed  Martin  and  Boeing. 

To  be  sure,  the  giants  aren't  taking 
this  lying  down.  General  Dynamics 
Corp.,  for  example,  is  vying  with  ATK  for 
the  increased  ammo  production  the 
Army  needs.  And  Alliant  has  made  mis- 
steps. Its  contract  to  develop  an  elec- 
tronic time  fuse  for  mortars  that  illumi- 
nate an  area  ran  into  snafus.  It  also 
missed  analysts'  consensus  for  last 
■  quarter's  earnings  by  a  penny. 

Even  so,  the  company  is  well  posi- 
tioned. There's  a  good  chance  that  Pen- 
tagon arms  budgets  will  have  to  shrink 
to  help  slash  the  budget  deficit  and  pay 
for  overseas  operations.  If  that  happens 
and  the  brass  needs  something  fast  and 
cheap,  don't  be  surprised  if  ATK  smites 
the  giants  again  in  the  future.  ■ 

-By  Stan  Crock  in  Independence,  Mo. 
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WhyAIIThatVCCasp 
Is  Causing  Jitters    | 

A  surfeit  of  money  could  drive  up  the     |  » * 
costs  of  startups— and  depress  returns 


IVE  YEARS  AFTER  THE  IN- 
ternet  bubble  burst,  institu- 
tional investors  are  once 
more  lining  up  to  put  money 
into  venture- capital  funds. 
Last  year  pension  funds, 
foundations,  and  endow- 
ments shoveled  $17  billion  into  the  cof- 
fers of  North  American  venture  firms— 
up  67%  from  2003,  according  to 
researcher  Thomson  Venture  Econom- 
ics. Experts  predict  the  number  will  sur- 
pass $20  billion  this  year. 

But  this  rising  optimism  is  making 
some  institutions  skittish.  The  staff  of 
the  California  State  Teachers'  Retire- 


ment System  (CalSTRS)  is  recommt 
ing  that  its  board  cut  venture  capid 
15%  of  its  private-equity  investrntj 
from  25%  now.  Staff  analysts  wl 
that  too  much  money  is  chasing  [ 
few  promising  startups.  Plus,  as| 
teachers'  fund  has  ballooned  to 
billion  in  assets,  it  has  outgrown! 
number  of  venture  firms  the  manal 
believe  can  deliver  a  decent  paybacl 
vote  on  the  staff  recommendation  if 
pected  in  July. 

CalSTRS  isn't  alone.  Harvard,  ' 
and  Stanford  have  shrunk  the  amou  I 
their  endowments  allocated  to  pri| 
equity,  which  includes  venture,  for  I 


nture  Capital 


straight  years.  And 
last  November,  the 
Ohio  Public  Employ- 
ees Retirement  Sys- 
tem slashed  its  ven- 
ture target  to  15%  of 
private-equity  invest- 
ments from  25%.  Its 
shifting  money  into 
leveraged  buyouts 
and  restructuring 
deals.  "The  venture 
capital  market  has 
contracted  while  the 
supply  of  capital  re- 
mains high,  causing 
some  concern  that  fu- 
ture returns  may  not 
meet  expectations," 
wrote  Greg  Uebele, 
assistant  investment 
officer  for  private  eq- 
uity for  the  Ohio  pen- 
sion fund,  in  a  memo 
to  its  board. 

Do  these  institu- 
tions know  some- 
thing their  peers 
don't?  After  all,  ven- 
ture capital  turned  in 
19%  returns  last  year, 
iccording  to  Thomson.  That's  above  the 
listorical  average  of  15%.  But  now  a 
lumber  of  experts  argue  that  the 
iays  ahead  will  be  much  tougher. 
My  guess  is  for  [vc  funds  raised  from] 
'.000  to  2009,  the  median  returns  are 
inlikely  to  get  out  of  the  single  digits," 
ays  Fred  Giuffrida,  managing  director 
it  Horsley  Bridge  Partners,  a  San  Fran- 
isco  firm  that  advises  institutions  on 
enture  investments. 
The  bears'  argument  warrants  a  close 
ook.  It  starts  with  the  sluggish  corporate 
lemand  for  information  technology. 
Vhile  double-digit  increases  in  tech 
pending  helped  drive  roaring  venture  re- 


DIVING  BACK  IN  TOO  SOON? 


capital  firms 
deliver 
top-drawer 
results 


turns  in  the  1990s,  Forrester  Research 
Inc.  predicts  that  tech  demand  will  rise  by 
only  6%  a  year  through  2008.  Further- 
more, the  weak  initial  public  offering  and 
merger  markets  mean  that  venture  firms 
won't  see  many  premium  paydays.  Most 
of  all,  a  ton  of  capital  is  chasing  after 
startups  these  days,  in  tech  and  else- 
where. Venture  firms  still  have  $53.6  bil- 
lion in  investor  commit- 
ments since  1999  that  they    T?p1atlVP|v 
haven't  put  to  work,  more    ^t-1<UJ-vt'V 
than  twice  the  size  of  the  in-    f(3W  VeiltUre~ 
dustry  before  the  late  1990s 
boom.  Too  much  venture 
money  can  drive  up  the 
price  of  promising  startups, 
depressing  returns. 

Investors    may   have 
poured  money  into  venture 
for  the  outsize  returns,  but 
in  truth,  relatively  few  firms 
deliver  such  results.  The 
number  of  venture  firms  has  more  than 
tripled  over  the  past  20  years,  to  roughly 
1,200.  Yet  only  4%  of  those  firms  ac- 
counted for  66%  of  the  market  value  from 
IPOs  between  1997  and  2001.  In  other 
words,  the  top  50  firms  are  delivering  the 
vast  majority  of  the  investment  returns. 
"The  disparity  between  the  top  and  bottom 
is  becoming  pretty  incredible,"  says  Erik  R. 
Hirsch,  chief  investment  officer  at  Hamilton 
Lane,  a  Philadelphia  firm  that  manages 
funds  of  private-equity  funds. 

NO  ROOM  AT  THE  TOP 

STUDIES  LIKE  THIS  explain  why  institu- 
tions are  pushing  hard  to  get  into  funds 
raised  by  the  VC  firms  with  the  best  track 
records.  But  the  size  of  those  funds  is 
shrinking,  even  as  the  amount  of  money 
available  to  invest  in  them  grows.  Last 
year,  top-drawer  Kleiner  Perkins  Caufield 
&  Byers  raised  $400  million,  38%  less 
than  its  2000  fund.  In  2003,  Sequoia  Cap- 
ital raised  $395  million,  half  the  size  of  its 


As  venture-capital  returns  nudge  upward  from  the  tech  bust,  institutions  are 
ready  to  put  billions  into  young  companies  again.  But  skeptics  think  too  much 
venture  money  will  hurt  returns  in  the  years  ahead. 


.PERCENT 
VENTURE-CAPITAL  RETURNS 


BILLIONS 


2000  fund.  "There  is  substantially  more 
interest  to  get  into  the  top-tier  venture 
funds  than  there  is  room,"  says  Clint  Har- 
ris, managing  partner  at  Grove  Street  Ad- 
visors, a  Wellesley  (Mass.)  consultant  to 
institutional  investors. 

The    result    may    be    a    dangerous 
spillover.  Institutional  investors  allocate 
money  to  venture  because  of  the  indus- 
try's   overall   returns— but 
when  they  look  to  write 
checks,  they  may  find  that 
the  only  willing  takers  are 
outfits  with  mediocre  re- 
turns. For  example,  Skyline 
Ventures  of  Palo  Alto,  Calif., 
a  health-care  venture  firm 
whose   most   recent   fund 
ranks  in  the  bottom  quar- 
ter of  comparable  funds, 
according  to  researcher  Pri- 
vate   Equity    Intelligence 
(PEI),  was  able  to  announce 
the  closing  of  a  $172  million  fund  in  April. 
Flagship  Ventures  of  Cambridge,  Mass., 
and  Atlas  Venture  of  Waltham,  Mass.,  are 
also  raising  money,  even  though  their 
most  recent  funds  have  ranked  in  the  bot- 
tom half  of  peer  venture  funds,  PEI  re- 
ports. According  to  PEI,  290  VC  firms  are 
trying  to  raise  $46  billion  worldwide. 

Of  course,  past  performance  is  no  indi- 
cation of  future  results,  as  almost  every  in- 
vestment brochure  notes.  Top-tier  firms 
today  won't  necessarily  be  the  best  per- 
formers in  the  future,  and  those  in  the 
lower  rungs  could  move  up.  That's  espe- 
cially true  if  emerging  fields,  including  en- 
ergy or  biotech,  surpass  information  tech- 
nology as  promising  sectors  for  startups. 
Still,  one  well-known  VC  looked  at 
these  trends  and  got  out  of  the  business 
completely.  Earlier  this  year,  Howard 
Anderson,  co-founder  of  Boston-area 
venture  firms  Battery  Ventures  and  Yan- 
keeTek  Ventures,  was  about  to  raise  his 
ninth  fund  when  he  paused  for  a  gut 
check.  Anderson  concluded  that  it  would 
be  nearly  impossible  to  deliver  attractive 
returns.  Now  he's  quitting  the  venture 
business  to  teach  and  advise  young  com- 
panies. "We  were,  as  an  industry,  fund- 
ing too  many  companies  that  were  non- 
viable," he  says.  "We  were  hoping  the 
market  would  get  irrational  again  and 
we  would  get  bailed  out." 

Sluggish  tech  demand.  A  tepid  IPO 
market.  And  rising  costs  for  building 
startups.  Even  with  the  tech  bust  over, 
venture  capital  still  looks  like  a  mine- 
field. The  cleverest  will  survive  and  pros- 
per. But  those  who  aren't  careful  may 
still  blow  themselves  up.  H 

-By Justin  Hibbard  in  San  Mateo,  Calif. 


Finance  Bankruptc 


Creditors  Will 
Crack  the  Whip 

Tough  new  rules  will  make  corporate 
bankruptcies  "quicker  and  more  brutal55 


UAL  CORP.'S  UNITED  AIR- 
lines  Inc.  dodged  a  bullet 
on  June  17  when  a  bank- 
ruptcy court  gave  the 
carrier  until  Sept.  1  to  file 
a  plan  to  reorganize  its 
operations  and  finances. 
It  was  the  ninth  extension  in  a  case  that 
has  dragged  on  for  2ft  years.  But  United 
has  plenty  of  company  on  the  bankruptcy 
treadmill.  Floor-products  maker  Arm- 
strong World  Industries  Inc.  has  been  op- 
erating under  Chapter  11  protection  since 
2000.  Adelphia  Communications  Corp. 
spent  nearly  three  years  in  bankruptcy 
before  agreeing  in  April  to  sell  its  cable- 
TV  assets  to  Time  Warner  Inc.  and  Com- 
cast Corp. 

Now  under  the  new  bankruptcy  law 
that  President  George  W  Bush  signed  on 
Apr.  20,  future  corporate  debtors  will  find 


their  stay  in  court  far  shorter— and  much 
less  comfortable.  The  law  sharply  limits  a 
company's  ability  to  run  out  the  Chapter 
11  clock  It  puts  stiff  new  curbs  on  what 
bankrupt  companies  can  pay  to  keep  key 
executives,  which  could  speed  their  exo- 
dus and  make  restructuring  even 
tougher.  The  changes,  most  of  which  take 
effect  for  cases  filed  after  Oct.  17,  will  re- 
quire many  companies  operating  under 
Chapter  11  protection  to  make  decisions 
faster  and  pay  back  more  of  their  debts. 
The  new  law  strongly  tilts  the  balance  to- 
ward creditors  and  will  force  more  com- 
panies to  liquidate  rather  than  work  out 
their  financial  problems. 

"Cases  will  be  quicker  and  more  bru- 
tal," predicts  Thomas  M.  Mayer,  a  bank- 
ruptcy specialist  and  partner  in  the  New 
York  office  of  Kramer  Levin  Naftalis  & 
Frankel  LLP.  Mayer  and  other  lawyers  ex- 


Turning  the  Screws  on  Failing  Businesses 

The  new  bankruptcy  act  gives  creditors  a  big  boost 


OLD  LAW 

NEW  LAW 

DEADLINE  TO 
REORGANIZE 

■  Debtor  companies  can  get  unlimited 
time  to  file  a  reorganization  plan 

■  Debtors  have  up  to  18  months  to 
propose  2  plan;  after  that,  creditors 
can  propose  one 

LEASES 

■  A  retailer  in  Chapter  11  can  take 
more  than  a  year  to  decide  which 
stores  to  shut 

■  A  retailer  will  have  no  more  than  210 
days  to  keep  store  leases  or  cancel  so 
landlords  can  find  other  tenants 

PAY-TO-STAY 
BONUSES 

■  Key  employees  can  get  generous 
bonuses  to  stick  around  through  a 
reorganization 

■  Managers  can  get  limited  retention 
pay  and  only  if  they  have  job  offers  that 
pay  at  least  as  much 

VENDOR 
CREDIT 

■  Vendors  who  ship  to  a  business  just 
before  it  files  for  bankruptcy  have  limited 
ability  to  get  goods  or  their  money  back 

■  Vendors  who  ship  goods  within  20 
days  of  a  filing  get  paid  in  full  or 
reclaim  the  goods 

pect  a  late-summer  rush  by  troubled  cor 
panies  filing  before  the  new  rules  kick  I 
The  law  gives  all  creditors  more  leveraj 
but  suppliers,  landlords,  and  investm 
banks  will  fare  especially  well. 

Some  experts  think  the  revisions  to 
bankruptcy  code  are  long  overdue, 
proliferation  and  long  duration  of  b 
ness  cases  drove  up  fees  for  lawyers 
managers'   pay,  while  creditors  wel 
forced  to  cool  their  heels.  "The  discreti  I 
and  latitude  that  courts  give  debtors  hi 
permitted  a  feeding  frenzy"  for  execs,  c 
torneys,  and  workout  firms,  fumes  Lev 
S.  Rosenbloom,  a  partner  at  law  firm  IV 
Dermott  Will  &  Emery  LLP  in  Chicago 

Congress  sought  to  crack  down 
business  deadbeats  mainly  by  limiti 
the  leeway  bankruptcy  judges  have  to  c 
termine  the  duration  of  cases  and  all 
exceptions.  For  example,  a  company 
files  for  Chapter  11  will  have  18  mon 
tops,  to  submit  a  restructuring  plan, 
that,  creditors  or  other  interested  p 
may  offer  their  own  plans. 


SOARING  BONUSES 

LAWMAKERS   ALSO    TIED    the    COUI 
hands  on  lavish  retention  pay  for  ms 
agers.  Since  the  1990s,  so-called  key  e 
ployee  retention  plans— offering  "pay 
stay"  bonuses  to  managers— have  1 
come  a  staple  of  business  bankruptcie 
Critics  carp  that  the  practice  is  rr; 
guided,  rewarding  the  team  that  stee 
the  company  into  trouble.  A  1989  s 
by  Harvard  Business  School  profes.* 
Stuart  C.  Gilson  showing  that  chief  ex-     . 
utives  who  depart  big  bankrupt  comj 
nies  rarely  land  top  jobs  elsewhere 
ports  the  view  that  such  managers  d 
deserve  rewards.  "A  senior  manager 
leaves  a  sinking  ship  is  not  1L 
ly  to  get  another  ship,"  ■ 
Lynn  M.  LoPucki,  a  law  prof 
sor  at  the  University  of  Calif 
nia  at  Los  Angeles  School  \- 
Law  and  author  of  Court  C 
Failure:  How  Competition    '^ 
Big  Cases  Is  Corrupting 
Bankruptcy  Courts. 

As  executive  pay  soared 
did  retention  bonus! 
spurring  charges  of  abuse,  d 
2002,  a  judge  presiding  o  r 
the  bankruptcy  of  the  forr  r 
WorldCom  Inc.  approved  a  J  E 
million  payout  to  329  emplfr 
ees.  Sometimes,  managers  tm 
the  money  and  run.  Th.fc 
what  happened  to  the  S2  5 
million  in  retention  "loar 
that  Kmart  Corp.  granted  2 
executives  in  December,  2C  I 
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i  The  financially  troubled  retailer  said  it 
would  forgive  the  loans  if  the  managers 
(stuck  around  through  a  reorganization. 

[n  January,  2002,  Kmart  filed  for  Chapter 
iijll— and  by  the  end  of  March,  16  of  the  22 

xecs  had  left.  Some  executives  repaid, 

and  Kmart  and  its  creditors  sued  others 

vho  did  not  return  the  money. 
J  Courts  are  already  cracking  down  on 
sbay-to-stay  bonuses.  On  June  15,  the 
Judge  in  Alexandria,  Va.,  overseeing  US 
ovdrways  Group  Inc.'s  bankruptcy  excluded 
u  53  senior  officers  from  a  plan,  worth  up  to 
S  555  million,  that  aimed  to  keep  more  than 
)1(,800  managers  at  the  carrier  during  its 
B  nerger  talks  with  America  West  Holdings 
hi  ^orp.  The  proposal  had  triggered  a  storm 
2  )f  protest  from  US  Air's  unions,  which  al- 
ready have  accepted  nearly  $1  billion  in 
i  >ay  and  benefits  cuts.  "There  is  something 
:0  nherently  unseemly  in  the  effort  to  insu- 


late the  executives  from  the 
financial  risks  all  other 
stakeholders  face  in  the 
bankruptcy  process,"  Judge 
Stephen  S.  Mitchell  wrote  in 
his  opinion. 

The  new  law  caps  any  ex- 
ecutive's retention  pay  at  10 
times  the  average  amount 
offered  a  rank-and-file 
worker.  And  it  lets  a  manag- 
er get  retention  pay  only 
upon  proof  of  a  job  offer 
that  pays  as  much  or  more  than  current 
compensation.  That  will  squelch  most 
such  bonuses  and  prompt  managers  to 
leave,  hollowing  out  the  management 
structure  needed  to  carry  out  a  reorgani- 
zation. "You'll  get  outside  managers 
coming  in  that  may  not  be  as  well  versed 
in  the  industry,"  says  William  K.  Lenhart, 


Bankruptcy 
lawyers  are 
gearing  up 
for  a  rush 
before  the 
law  kicks  in 


national  director  of  financial  recovery 
services  at  BDO  Seidman  LLP. 

Courts  face  curbs,  too,  on  their  ability 
to  give  bankrupt  companies  that  hold 
leases  ample  time  to  decide  which  leases 
to  keep  and  which  to  break.  The  change 
will  be  painful  for  retailers  and  grocery 
and  restaurant  chains.  Under  current  law, 
debtors  have  60  days  from  filing  for 
Chapter  11  to  assume  or  reject  a  lease- 
but  courts  have  granted  repeated  exten- 
sions. Shopping  center  owners,  for  whom 
failed  chains  are  a  drag  on  malls  and 
sometimes  an  impediment  to  financing, 
lobbied  successfully  for  a  210-day  cap  on 
the  time  companies  have  to  assume  or  re- 
ject leases.  "If  you  can't  decide  within  sev- 
en months  what's  happening  with  your 
stores,  you  should  be  forced  to  give  the 
space  back,"  says  Gary  D.  Rappaport,  a 
shopping  center  developer  in  metropoli- 
tan Washington. 

WALL  STREET  WAIVER 

BUT  FORCING  FASTER  decisions  on  leas- 
es will  make  it  harder  for  a  retailer  that  is 
reorganizing  to  analyze  whether  its  new 
merchandising  plan  is  working,  Lenhart 
argues.  Most  retailers  monitor  store  sales 
trends  for  at  least  a  year,  including  the 
critical  Christmas  shopping  season. 

The  new  bankruptcy  law  allows  more 
leniency  in  some  areas— but  not  for  the 
debtor.  Vendors  who  don't  get  paid  for 
goods  shipped  to  a  debtor  within  20  days 
of  a  filing  can  get  a  priority  claim  that  re- 
quires them  to  be  paid  in  full  before  a 
court  okays  a  reorganization  plan.  And 
suppliers  can  reclaim  unpaid  goods 
shipped  within  45  days  of  a  filing.  Current 
code  keeps  creditors  waiting  to  be  paid 
until  after  the  reorganization— and  they'll 
get  paid  only  if  the  goods 
were  shipped  with  10  days 
of  the  bankruptcy  filing. 

The  new  law  gives  Wall 
Street  firms  a  waiver  of  a  rule 
that  guards  against  conflicts 
of  interest  on  the  part  of  ad- 
visers. No  longer  will  invest- 
ment banks  that  underwrote 
securities  for  companies  that 
ended  up  in  bankruptcy  be 
barred  from  offering  advice 
to  the  same  companies. 
Bankruptcy  lawyers  are 
bracing  for  a  rush  to  file  before  the  cur- 
rent rules  expire.  That  hasn't  happened 
yet.  Business  filings  actually  fell  13.1%  in 
the  year  ended  Mar.  31,  to  31,952  cases. 
But  as  word  gets  out  about  the  new  law's 
tough  requirements,  a  stampede  to  the 
bankruptcy  courts  seems  inevitable.  ■ 
-ByAmyBorrus  in  Washington 
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Why  the  Dollar  is 
Blooming  Again 

Compared  with  Japan  and  much  of 
Europe,  U.S.  growth  prospects  look  sunny 


w 


HAT  HAS  GOTTEN 
into   the   dollar? 
For  the  past  three 
years  the  green- 
back has  been  in  a 
funk  against  just 
about  every  major 
currency  on  the  planet.   Mounting 
gloom  over  America's  trade  deficit, 
economic  growth,  and  even  the  war  on 
terrorism      preoccupied      currency 
traders.  But  in  the  past  few  months  the 
dollar  has  been  confounding  forecast- 
ers—and whipsawing  short-sellers— by 
rebounding  sharply.  Goldman,  Sachs  & 
Co.  took  the  unusual  step  on  June  13  of 
changing  its  near-term  currency  outlook 
for  the  second  time  in  less  than  a  month 
to  jump  on  the  dollar  bullwagon.  It  is 
projecting  that  the  buck  will  appreciate 
to  $1.15  against  the  euro  and  110  yen  by 
mid-September,  from  the  $1.20  and  108 
yen  it  projected  initially.  It  now  trades  at 
$1.21  to  the  euro  and  108.94  yen. 

So  far  this  year  the  dollar  has  gained 
5.3%  against  the  British  pound,  6.1% 
against  the  yen,  and  11.8%  vs.  the  euro. 
What's  more,  there  are  few  signs  that  it 
will  give  up  its  recent  gains  soon.  "There 
has  been  a  seismic  shift  in  thinking  about 
the  dollar."  says  James  McCormick,  Lon- 
don-based global  head  of  foreign  ex- 
change research  at  Lehman  Brothers  Inc. 
Some  of  the  U.S.  currency's  newfound 
strength  is  a  reaction 
to  the  faltering  euro, 
which  has  been  hit 
not  just  by  doubts 
about  the  health  of  the 
euro  zone  but  about 
the  viability  of  the  sin- 
gle currency  itself.  Eu- 
rope's doldrums- 
euro  zone  growth  is 
projected  to  top  out  at 


Warm  Front 

This  year's  dollar  rally  against 

the  euro  and  the  yen 
may  have  more  room  to  run 


11.8% 

dollar  vs.  euro 


Data:  Bl 


1.6%  this  year— have  rekindled  a  long- 
smoldering  debate  about  whether  the  Eu- 
ropean Central  Bank  needs  to  cut  interest 
rates.  The  ECB  has  resisted  those  calls,  but 
if  it  reconsiders,  an  interest-rate  drop 
would  have  a  negative  impact  on  the  euro. 
And  while  French  and  Dutch  voters'  re- 
cent rejection  of  the  European  Union  con- 
stitution was  widely  expected,  it  drew  at- 
tention to  the  policy 
discord  at  the  core  of 
the  EU.  A  few  politi- 
cians, particularly  in 
Italy,  have  even  dared 
to  suggest  that  the 
one-size-fits-all  nature 
of  the  euro  is  the 
problem.  Although  no 
one  expects  the  euro 
to  collapse,  the  debate 


6.1% 

dollar  vs.  yen 


is  contributing  to  an  uncertain  atmo 
phere  in  foreign-exchange  trading  pits. 
Meanwhile,  Japan's  hide-and-seek  r< 
covery  has  done  nothing  to  strengthe 
the  yen.  "Although  the  economic  data  a: 
improving,  people  have  basically  bee 
disappointed  with  Japan,"  says  Pa 
Sheard,  an  economist  at  Lehman  Brotl 
ers  in  Tokyo.  "The  Bank  of  Japan  hs 
been  in  an  almost  continuous  easir 
mode  for  14  or  15  years." 

BUYING  AMERICAN 

COMPARED  WITH  JAPAN  and  much 
Europe,  prospects  in  the  U.S.  look  pos 
tively  balmy,  with  growth  expected  to  h 
3.6%  this  year.  While  inflation  remair 
low,  Federal  Reserve  Bank  Chairma 
Alan  Greenspan  has  been  signaling  th 
more  rate  hikes  are  in  the  offing.  The  U] 
shot  is  a  widening  differential  in  bor 
yields.  The  U.S.'s  historically  paltry  4 
yields  on  10-year  notes  are  genero- 
compared  with  yields  of  3.1%  in  Euroi 
and  1.3%  in  Japan  for  similar  issue 

That's  attracting  investment  in  Ire 
suries  and  other  securities— ar 
buoying  the  dollar. 

Plus,   foreign   money  washir 
onto  American  shores  continues 
underwrite  the  U.S.  current  accoul 
deficit,  which  last  year  was  $668  bl 
lion,  or  57%  of  GDP.  Many  see  a  loomul 
dollar  crash  in  that  number,  but  in  f; 
the  balance-of-payments  crisis  could  I 
getting  less  critical.  March  and  April  traJ 
data  were  better  than  expected,  with  t 
deficit  well  below  the  high  levels  of  Jan  j 
ary  and  February.  That  has  led  to  talk  of 
leveling  out— another  boon  to  the  doll 
"It  is  still  early  days,  but  the  recent  d; 
[do]  suggest  that  the  U.S.  trade  defii 
may  be  stabilizing,"  Goldman  Sachs  n 
ed  in  its  recent  report. 

Better  yet  for  dollar  bulls,  the  U.S.  g< 
ernmenf  s  fiscal  deficit  is  also  coming 
much  lower  than  last  year's  $412  billi 
or  3.5%  of  GDP,  thanks  to  increased  t 
revenue  and  slower  spending.  "The  U 
fiscal  situation  is  improving  for  the 
time  in  several  years,  and  that  is  playin: 
role  in  the  psyche  around  the  dollar,"  si 
Lehman's  McCormick. 

Of  course,  sentiment  in  the  curre 
markets  is  notoriously  fickle.  An  expi 
revaluation  of  the  Chinese  yuan  later 
year,  for  instance,  could  trigger  wider  a 
preciation  in  Asian  currencies,  includi 
the  yen.  And  if  euro  zone  GDP  starts 
stir  even  a  little,  dollar  holders  could  he 
for  the  exits.  But  for  this  summer,  at  le 
the  dollar  is  having  fun  in  the  sun. 

-By  Chester  Dawson  in  New  Yo 
with  Ian  Rowley  in  To* 
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Fund  Managers 


BlackRock  Breaks 
Out  of  Its  Bonds 

Larry  Fink  is  trying  to  reduce  dependence 
m  fixed  income,  but  the  road  is  rocky 


I 

■  I  VER  SINCE  HE  STARTED 

'  B^^^^  at  the  old  First  Boston  in 
d^^^_       1976,  Laurence  D.  Fink  has 
^^^|      been  a  bond  guy.  In  the 
^^^^      1980s,  he  helped  create  a 
:'^^H^H  new  type  of  security  backed 
I  by  assets  such  as  mort- 
gages, and  today  that's  a  $4  trillion  mar- 
cet.  Today,  he's  chairman  and  chief  exec- 
;,  tive  of  New  York's  BlackRock  Inc.,  one  of 
lie  largest  bond-fund  managers  in  the 
igrorld.  This  track  record  put  Fink's  name 
m  the  grapevine  as  a  possible  successor 
1>  Philip  J.  Purcell  after  the  Morgan  Stan- 

0  y  CEO  said  on  June  13  that  he  planned 
j  >  retire.  Neither  Fink  nor  Morgan  will 
ti  )mment,  and  many  other  names  have 
a  so  been  floated  for  the  job. 

ii  There's  no  doubt,  though,  that  Fink, 
s 1,  isn't  satisfied  with  being  just  a  bond  ti- 
ie  n.  He'd  like  BlackRock  to  be  famous  for 
ea  luities,  too.  So  in  January,  BlackRock, 

1  hich  is  70%  owned  by  bank-holding 
;i>mpany  PNC  Financial  Services  Group 
rfic.,  shelled  out  $375  million  to  buy 


MetLife  Inc.'s  State  Street  Research  & 
Management.  The  deal  added  $50  billion 
in  assets,  including  $17.6  billion  in  stock 
funds.  And  he  has  also  worked  to  turn 
around  a  family  of  ailing  stock  funds  that 
BlackRock  bought  in  1998  from  PNC— at 
PNC's  behest— by  poaching  top  fund 
managers  from  rival  firms. 

After  his  success  in  bonds,  why  would 
this  Master  of  the  Universe  want  to 


plunge  deeper  into  risky  stocks?  Partly, 
it's  for  diversification— bonds  won't  be 
hot  forever.  Clients  are  clamoring  for 
more  equity,  he  says.  And,  as  Fink  puts  it, 
"maybe  that's  where  my  hubris  lies." 

LEFT  BEHIND 

BOOSTING  THE  STOCK  side,  which 
makes  up  8%  of  BlackRock's  $400  billion 
in  assets,  has  been  a  struggle.  The  Black- 
Rock Large  Cap  Growth  Fund  underper- 
formed  90%  of  similar  funds  during  the 
2000-2002  bear  market,  says  Morn- 
ingstar.  BlackRock's  Small  Cap  Growth 
fund  trailed  more  than  two-thirds  of  its 
peers  in  the  same  period.  State  Street's 
two  biggest  funds,  Aurora  and  Invest- 
ment Trust,  also  have  had  mediocre  re- 
turns in  recent  years. 

But  BlackRock  is  showing  progress.  In 
2002,  Fink  raided  rivals  MFS  Investment 
Management  and  Boston  Partners, 
bringing  over  talent  that  has  lifted  the 
small-cap  growth  fund  into  the  top  20% 
for  the  past  three  years.  In  2003,  Fink 
hired  away  a  large- cap  team  from  Weiss, 
Peck  &  Greer  LLC.  As  a  result,  the  large- 
cap  growth  fund  has  gained  8%  in  the 
past  year  to  rank  in  the  top  two-thirds  of 
its  peers.  He  switched  managers  on  the 
two  big  State  Street  funds,  too.  "It's  a 
two-,  three-,  five-year  process,"  he  says. 

With  lots  of  fund  companies  on  the 
market,  investment  bankers  frequently 
call  Fink  to  offer  up  a  deal.  But  he  says:  "I 
doubt  there  is  something  that's  going  to 
fit  our  needs."  Unlike  some  competitors, 
such  as  Baltimore's  Legg  Mason  Inc., 
Fink  doesn't  want  any  acquisitions  oper- 
ating independently.  He'll  make  a  deal 
only  if  the  company  can  be  integrated 
into  BlackRock.  "We  have  one  platform 
and  one  organization,"  he  adds. 

Fink  says  he  bought  State  Street  be- 
cause it  would  fit  in.  It  was  run  by 
Richard  Davis,  who  co  -headed  the  bond 
department  with  him  at  First  Boston  in 
the  1980s.  The  deal  didn't  happen 
quickly:   Fink  badgered  MetLife  CEO 


Recipe  for 
Growth 

BlackRock 
CEO  Larry  Fink's 
plan  to  ramp  up 
growth  at  the 
giant  bond  fund 
manager: 


DIVERSIFY  INTO  EQUITIES  Stocks  make  up  only  8%  of 
assets,  so  BlackRock  is  poaching  top  managers  to  boost  its 
funds'  performance.  And  it  made  an  acquisition  in  January, 
adding  $17.6  billion  in  equity  assets. 


EXPAND  OVERSEAS  Just  21%  of  BlackRock's  assets  under 
management  come  from  outside  the  U.S.  To  remedy  this, 
Fink  is  opening  offices  in  London  and  Munich  and  making 
frequent  trips  to  Asia  to  drum  up  business. 


SELL  MORE  SERVICES  New  global  minimum-capital  rules 
for  banks  and  insurers  are  creating  demand  for  BlackRock's 
risk-management  services,  especially  in  Europe.  Such 
services  already  account  for  11%  of  revenue. 
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Social  Issues 


Robert  H.  Benmosche  to  sell  for  two 
years.  After  Benmosche  finally  agreed, 
competitors  tried  to  horn  in.  But 
MetLife  never  got  serious  with  anyone 
else,  says  the  insurer's  chief  financial 
officer,  William  J.  Wheeler.  That's  be- 
cause half  of  State  Street's  assets  come 
from  MetLife  customers.  "We  were  go- 
ing to  have  a  continuing  relationship 
so  we  identified  a  preferred  buyer," 
says  Wheeler. 

NO  RUSH  TO  MERGE 

FINK  BECAME  A  bond  guy  solely  by  ac- 
cident. After  growing  up  in  Los  Angeles 
and  earning  an  MBA  from  the  Universi- 
ty of  California  at  Los  Angeles,  his  goal 
was  a  career  in  real  estate  finance.  But 
one  of  his  B-school  professors,  a  squash 
partner,  suggested  that  he  interview 
with  New  York  investment  banks.  He 
started  at  First  Boston  in  the  then- 
sleepy  area  of  mortgage  securities.  By 
age  28,  Fink  was  First  Boston's 
youngest- ever  partner. 

Eventually  Fink  and  some  friends  at 
Lehman  Brothers  Inc.  thought  they 
might  earn  more  by  investing  in  bonds 
rather  than  selling  them.  They  de- 
camped to  the  offices  of  the  private-eq- 
uity firm  Blackstone  Group  Inc.  in  1988 
to  form  their  own  shop.  Their  business 
exploded  after  General  Electric  Co. 
tapped  it  to  manage  the  $7  billion  of 
bad  mortgage-backed  debt  that  re- 
mained after  it  dumped  its  Kidder 
Peabody  Group  Inc.  brokerage  unit  in 
1994.  That  brought  new  clients  and  the 
attention  of  PNC,  which  bought  Black- 
Rock  in  1995.  The  bank  sold  a  small 
stake  to  the  public  in  October,  1999. 

Fink  may  want  to  expand  beyond 
bonds,  but  bonds  have  been  good  to 
BlackRock.  Since  it  went  public,  the 
stock  has  quintupled  while  the  Standard 
&  Poor's  500-stock  index  has  lost  5%. 
Last  year,  BlackRock  earned  $143  mil- 
lion on  revenue  of  $725  million.  And  as 
the  bond  money  keeps  flooding  in— a 
net  $5  billion  in  the  first  quarter— ana- 
lysts expect  earnings  per  share  to  rise 
36%  this  year,  according  to  First  Call. 

So  for  all  of  Fink's  efforts,  BlackRock 
remains  a  bond  shop  for  now.  That's 
seen  in  the  share  price,  which  reached  a 
record  $82.45  in  February  before  drop- 
ping as  low  as  $69.38  along  with  the 
bond  market  in  the  spring.  Bonds  have 
since  recovered,  as  has  BlackRock's 
stock,  but  investors  could  turn  on  the 
firm  if  the  long  bull  market  in  bonds  fi- 
nally ends.  By  then,  Fink  hopes  to  be 
known  as  an  equity  guy,  too.  ■ 

-By  Aaron  Pressman  in  Boston 


Go  Back  Where 
You  Came  From 

Across  the  country,  a  grassroots  backla? 
against  illegals  is  building 


HUDSON  (N.H.)  POLICE 
Chief  Richard  E.  Gen- 
dron  says  he  has  noth- 
ing against  immigration 
but  warns  that  "if  you 
want  to  come  to  this 
country,  come  in  the 
front  door."  Otherwise,  he  vows,  illegal 
aliens  caught  in  his  town  of  25,000  will 
be  charged  with  criminal  trespass. 

Gendron's  officers  have  done  just 
that,  intercepting  three  Mexicans  and 
four  Brazilians  on  their  way  to  restaurant 
and  landscaping  jobs;  during  traffic 
stops,  they  admitted  to  being  in  the  U.S. 
illegally.  As  Gendron  awaits  a  mid-July 
court  test  of  his  novel  legal  approach, 
he's  fielding  laudatory  calls  and  e-mails, 
including  praise  from  state  legislators. 


New  Hampshire  is  part  of  a  fd 
spreading  grassroots  backlash  whj 
message  to  Washington  is  simple:  Si 
the  borders  from  illegal  immigration! 
we'll  take  matters  into  our  own  harl 
The  outcry  has  reached  all  the  wa>l 
President  George  W.  Bush,  who  a| 
warned  recently  by  House  Majof 
Leader  Tom  DeLay  (R-Tex.)  to  pull  b| 
from  the  Administration's  goal  of 
viding  guest  worker  status  to  undc 
mented  workers  in  the  U.S.  Instead, 
Lay  told  reporters  after  an  early  y\ 
legislative  strategy  session,  "we  ha\ 
be  very  clear... about  protecting 
borders  before  we  start  talking  about 
migration"  reform.  The  White  Hoi 
now  looking  to  highlight  strict  enfo:| 
ment  rather  than  its  amnesty  plan. 


OVER  THE  WALL  A  shift  in  the  rhet- 

Climbinga  oric    may    not    be 

barrier  at  the  enough,  however. 

Mexican  border  Across  ^g  country? 

^m^^  local    officials    are 

howling  over  the  use  of  scarce  tax  dollars 
to  provide  health  care,  education,  welfare, 
and  other  benefits  for  illegals.  In  Danbury, 
Conn.,  Mayor  Mark  Boughton  has  called 
for  the  state  police  to  begin  arresting  ille- 
gal aliens.  Immigration  foes  in  Colorado 
are  trying  to  place  a  measure  on  the  2006 
ballot  similar  to  Arizona's  Proposition 
200  in  2004  that  cut  off  some  state  aid, 
including  welfare  benefits,  to  illegals.  In 
(Idaho,  Canyon  County  Commissioner 
Robert  Vasquez  proposes  to  sue  local 
businesses  under  federal  anti-racketeer- 
uig  laws  if  they  hire  undocumented 
vorkers.  And  on  May  26,  Mayor  Alan 
\utry  of  Fresno,  Calif,  proposed  a  two- 
rear  moratorium  on  all  immigration, 
aying:  "The  jails  are  overflowing  with 
)eople  we  don't  even  know,  and  the  hos- 
pitals are  packed  with  people  using  the 
5R  as  their  primary  doctor,  putting  those 
lospitals  near  bankruptcy." 

RESH  FLOOD 

HE  UPRISING  IS  SPREADING  in  reac- 

ion  to  a  new  burst  of  illegal  immigration. 

ince  2000,  1.4  million  Mexicans  have 

ome  to  the  U.S.,  and  fully  85%  of  them 

lave  entered  illegally,  according  to  a  new 

tudy  by  the  Pew  Hispanic  Center.  Often 

oung,  poor,  and  unskilled— half  have  not 

ompleted  high  school— and  in  low-wage 

)bs  that  don't  offer  health  benefits,  they 

an  strain  local  resources. 

Both  major  parties  are  torn  internally 

ver  how  to  handle  the  problem.  Busi- 

ess-friendly  Republicans  want  to  satisfy 

mployers'  appetite  for  low-wage  labor  by 

assing  the  Administration's  guest  work- 

r  program.  An  even  more  forgiving  bill 

ponsored  by  Senators  John  McCain  (R- 

jjiz.)  and  Edward  M.  Kennedy  (D-Mass.) 

/ould  allow  illegals  to  apply  for  citizen- 

hip.  But  the  GOP  also  wants  to  score 

oints  for  securing  the  borders  against 

prrorists  and  criminals. 

,  Democrats  are  divided,  too.  They  are 

^mpathetic  to  the  struggles  of  immi- 

rants,  legal  and  illegal  alike,  and  would 

''  ke  to  hold  on  to  their  edge  among  His- 

*  anic  voters  by  appearing  more  welcom- 

jig  to  both  groups.  "These  immigrants 

,  Dme  to  the  U.S.  to  live  the  American 

n  'ream,  but  they're  often  exploited,"  says 

(Iichele  L.  Waslin,  director  of  immigra- 

on  studies  at  the  National  Council  of  La 

.  aza,  which  favors  the  McCain-Kennedy 

.  ill.  But  the  Democrats  are  also  mindful 

lat  the  undocumented  compete  with  le- 


gal immigrants  for 
the  lowest-skilled 
jobs,  often  holding 
down  pay. 

At  the  same  time, 
the  mounting  opposi- 
tion to  illegal  immi- 
gration is  causing 
problems  for  politi- 
cians of  all  stripes.  In 
a  June  2  Fox  News 
poll  of  900  registered 
voters,  fully  79%  said 
they  favored  station- 
ing the  military  at  the 
border  to  stop  illegals. 
A  mid-May  NBC/Wall 
Street  Journal  poll  of  1,005  adults  found 
58%  disapproving  of  Bush's  amnesty  pro- 
posal while  just  38%  approved. 

Given  those  numbers  and  the  widen- 
ing spread  of  illegal  immigration  into 
once  untouched  regions,  further  protests 
are  likely.  Organizers  of  a  30-day  border 
vigil  by  private  citizens  in  April  on  a  23- 
mile  strip  of  desert  in  Arizona  are  plan- 
ning a  similar  effort  on  California's 
southern  flank  on  Sept.  16,  Mexican  Inde- 
pendence Day.  The  volunteer  border 
guards  plan  to  expand  later  into  Texas 
and  New  Mexico. 

But  even  as  authorities  and  volunteers 
have  scrambled  to  hold  them  back,  job- 
seeking  immigrants  have  become  adept  at 
gaming  the  leaky  enforcement  system. 
Brazilians,  for  example,  are  entering  the 
U.S.  from  Mexico  this  year  at  double  the 
rate  of  2004,  according  to  the  U.S.  Border 

An  Uprising  against 
Undocumented  Aliens 

ARIZONA  Governor  Janet  Napolitano  has  flip- 
flopped,  supporting  then  cutting  public  funding  for 
day  labor  centers  that  cater  to  illegal  immigrants. 

CALIFORNIA  Fresno  Mayor  Alan  Autry  has  called 
for  a  two-year  moratorium  on  all  immigration,  citing 
a  "human  tsunami"  of  illegal  immigrants  straining 
education  and  health  services. 


ON THE LOOKOUT 

A  Minuteman 
volunteer  patrol 


CONNECTICUT  Danbury  Mayor  Mark  Boughton 
wants  the  state  police  to  be  deputized  as  federal 
immigration  agents.  City  coffers  are  being  drained  by 
thousands  of  illegal  aliens  from  Central  and  South 
America,  he  says. 

IDAHO  Canyon  County  Commissioner  Robert 
Vasquez  has  sent  Mexico  an  invoice  for  $2  million 
to  cover  the  cost  of  caring  for  illegal  immigrants. 
He  says  he  will  sue  businesses  that  employ  illegals, 
alleging  a  violation  of  federal  anti-racketeering  laws. 
Vasquez  wants  Washington  to  declare  the  county  a 
disaster  area  because  of  the  influx. 


Patrol.  One  reason: 
Word  has  spread 
that  any  non-Mexican 
caught  entering  the 
U.S.  from  the  south— dubbed  OTMs  or 
"other  than  Mexican"— won't  be  immedi- 
ately sent  back.  Instead,  they  get  a  paper 
giving  an  immigration  hearing  date,  gen- 
erally weeks  away.  Clutching  this  slip,  offi- 
cially called  a  "notice  to  appear"  but  wide- 
ly known  as  a  permiso,  a  Brazilian  can 
roam  the  U.S.  until  the  hearing  date.  Nine 
of  10  cases  are  no-shows. 

The  frustrated  Border  Patrol  calls  the 
slip  the  "notice  to  disappear,"  and  agents 
deride  the  system  as  "catch  and  release." 
But  the  agency  lacks  the  space  to  detain 
those  they  stop,  since  the  94,000  total  beds 
reserved  in  federal  immigration  detention 
facihties  are  mostly  occupied  by  convicted 
alien  criminals.  Even  those  ordered  de- 
ported by  the  slow-moving  immi- 
gration appeals  system  often  simply 
disappear.  There  are  now  roughly 
460,000  of  such  so-called  abscon- 
ders in  the  U.S.,  according  to  the 
Dept.  of  Homeland  Security. 

Police  Chief  Gendron  insists 
that  catching  illegals  isn't  just  a 
federal  issue.  "This  is  a  law  en- 
forcement problem,  and  when  you 
cross  that  border  without  docu- 
mentation, you  have  committed  a 
crime,"  he  says.  His  strategy  of 
charging  illegals  with  trespassing 
may  not  withstand  a  court  test,  he 
acknowledges,  but  he's  heartened 
that  a  half-dozen  state  legislators 
say  they're  willing  to  write  a  new 
law  if  it  doesn't.  The  longer  Wash- 
ington continues  its  finger-in-the- 
dike  strategy,  the  more  heartland 
voters  are  likely  to  insist  that  immi- 
gration is  indeed  a  local  matter.  ■ 
-By  Paul  Magnusson  in  Hudson, 
N.H.,  with  Ben  Elgin  in  San  Mateo, 

Calif. 
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Cleanin 
Is  a  Bias 

The  power  washer  has  no  end  of  uses  around  the 
house,  yard,  and  driveway.  BY  LARRY  ARMSTRONG 


FIRST  I  WASHED  MY  O 
Then  I  cleaned  my  si< 
walks      and      drivevw 
sprayed  my  deck,  and  p 
ished  the  barbecue  gi 
Over    the    next    sevef 
weeks  I  took  care  of 
second-floor    windows,    cleaned 
miniblinds,  and  got  rid  of  the  peel 
paint  on  my  garage  door. 

Funny  thing  about  pressure  washA 
There  always  seems  to  be  something  A 
you  can  clean  with  them.  Also  calp 
power  washers  or  water  blasters,  tiw 
use  a  gasoline  or  electric  motor  to  drrm 
pump  that  takes  water  from  a  garcli 
hose  and  forces  it  through  a  wand  ;  fa 
nozzle  at  extremely  high  pressure.  1- 
cause  that  high  pressure  makes  clean  t 
time-  and  water-efficient,  such  pressie 
washers— until  recently  the  provinctlf 
the  professionals— are  becoming  le 
next  must-have  garage  toy,  right  alol- 


*£? 


LSO  IN  THIS  SECTION: 

Bloggingon  Q^ITakingabreak 

the  run  *#£■!  before  college 


Definitely  not 
your  father's  Subaru 


The  flood  of 
options  funds 


side  the  riding  mower  and  power  edger. 

You  still  need  a  gas-powered  washer 
for  the  big  or  tough  jobs,  such  as  cleaning 
the  siding  on  your  house,  dislodging 
grease  from  garage  floors,  or  stripping 
paint  from  a  fence.  (If  you  suspect  the 
paint  contains  lead,  consult  a  profession- 
al.) Their  higher  pressures,  from  2,000  to 
3,000  pounds  per  square  inch  (PSI),  can 
be  focused  down  to  a  powerful  stream  for 
better  scrubbing  or  fanned  out  to  cover 
bigger  surfaces.  They  cost  $250  to  $500. 

But  it's  the  light-duty  electric  pressure 
washers  that  have  captured  the  home- 
owner's fancy.  Pressures  have  increased, 
and  prices  have  dropped:  You  can  get 
small  electric  models  that  produce  more 
ihan  1,000  PSI  for  as  little  as  $80,  and 
>ven  the  best  ones,  at  1,500  to  1,800  PSI, 
are  less  than  $200.  Typically,  the  pressure 
it  the  end  of  your  garden  hose  is  no  more 
han  60  PSI. 

To  get  a  feel  for  the  differences  between 
:lectric  and  gas  washers— and  for  how 
;asy  they  are  to  handle— I  tried  two  mod- 
els: the  1,500-PSI  electric  PowerWasher 
1D1500  ($119)  and  the  3,000  PSI  gas- 
wwered  Ryobi  Premium  Pressure  Wash- 
r  ($498),  both  from  Home  Depot. 

Whoa!  The  first  time  out  with  the  small 
me,  I  managed  to  strip  a  good  deal  of  the 
lecal  pinstriping  off  my  car.  Lesson 
earned:  Always  start  with  the  lowest  wa- 
er  pressure  possible.  Gas  washers  come 
vith  a  series  of  snap-on  nozzles,  so  pick 
he  one  that  produces  the  widest  fan  of 
vater.  With  an  electric  model,  there  is  one 
djustable  nozzle;  twist  it  so  that  the  noz- 
le  is  wide  open.  Another  tip:  The  pres- 
ure  becomes  greater  as  you  get  closer 
nd  closer  to  your  work,  so  start  out  with 
le  nozzle  tip  at  least  a  couple  of  feet 
way  and  move  it  only  as  near  as  you 
teed  to  get  the  job  done. 

AAY  THE  FORCE  BE  WITH  YOU 

HE  HIGH  PRESSURES  raise  another  is- 

ue,  and  that  is  safety.  These  water 

lasters  are  vastly  more  potent  than  the 

sy  squirt  guns  of  the  same  name.  You 

I  feed  to  keep  them  away  from  children, 

id  wear  shoes  and  safety  glasses  when 

iu're  using  them.  And  the  gasoline 

iodels  are  as  noisy  as  power  lawn  mow- 

i,  so  some  kind  of  ear  protection  is  a 

>od  idea,  too. 

In  general,  I  found  that  the  electric 
iodels  are  good  at  blasting  away  surface 
—from  cars,  lawn  furniture,  and  first- 
or  windows,  for  example.  They'll  sweep 
it  and  leaves  off  driveways  and  decks 


Turn  On  the 
Pressure 

Funny  thing.  Once  you 
have  one  of  these  devices, 
there  always  seems  to  be 
one  more  thing  to  spray. 


RYOBI 

Premium  Pressure 
Washer 

3000  PSI,  2.7  GPM 
$498 

The  handle  on 
this  powerful 
model  rotates 
for  compact 
storage 


BRIGGS& 


STRATTON 

2200  Pressure 

Washer 

2200  PSI,  2.2  GPM 

$269-$299 

Lowe's  sells  this 
popular  washer  under 
the  Troy-Bilt  label  for 
$274 


POWER 
WASHER 

HD1500 
1500  PSI,  1.6 
GPM 
$119 

Unusual  docking 
station  keeps  this 
washer  off  the 
garage  floor 


CAMPBELL  HAUSFELD 

PW1320 

1300  PSI,  1.6  GPM 

$90 

Inexpensive,  lightweight  cleaner  comes 
with  soap  applicator 


faster  than  you  can  with  a  garden  hose. 
One  limitation:  You  have  to  have  an  elec- 
trical oudet  handy.  But  because  they  don't 
spew  out  carbon  monoxide  in  the  way  the 
gas-powered  washers  do,  you  also  can  use 
them  indoors— to  clean  soap  scum  and 
mildew  from  tile  in  a  shower  stall,  say. 

For  bigger  projects,  you're  going  to 
need  the  power  of  a  gasoline  model.  The 
wider  swath  means  you  can  clean  large 
surfaces  such  as  a  driveway  or  the  side  of 
a  house— or  a  boat  or  RV— two  or  three 
times  as  fast  as  an  electric  washer  can. 
Cleaning  speed  is  related  to  the  volume  of 
water  the  pressure  washer  can  push 
through,  in  gallons  per  minute.  You  can 
think  of  the  PSI,  or  pressure,  as  cleaning 
power  and  the  GPM  as  rinsing  power. 

There's  also  enough  oomph  in  them  to 
push  the  water  up  roof  overhangs  and 
second-story  windows.  Or  you  can  dial 
down  the  spray  for  the  higher  pressure 
you'll  need  to  break  the  bond  between 
the  surface  and  any  built-up  grime 
or  mildew. 

The  higher  pressures  of  gasoline  mod- 
els require  a  little  more  skill  to  use.  You 
can  easily  raise  wood  fibers  or  put 
grooves  in  soft  cedar  or  redwood  decks— 
or  punch  holes  through  your  wooden  sid- 
ing. And  they  require  a  lot  more  mainte- 
nance, such  as  oil  changes  and  tune-ups. 
In  cold  climates,  you'll  have  to  winterize 
them  with  antifreeze  to  protect  the  pump. 
If  you're  considering  buying  a  gasoline 
pressure  washer,  you  should  try  renting 
one  first.  That  costs  from  $50  to  $90  a 
day,  depending  on  how  powerful  it  is. 

If  you're  shopping  for  one,  here  are 
some  features  to  look  for.  If  the  washer  is 
heavy  enough  to  need  wheels,  big  wheels 
move  across  muddy  lawns  and  stone 
driveways  better  than  small  ones.  Quick- 
connect  fittings  will  make  it  easier  to  hook 
them  up  to  a  garden  hose.  If  you're  going 
to  use  them  to  dispense  detergents  or 
chemicals,  some  pressure  washers  have 
built-in  soap  tanks. 

Think  about  where  you'll  keep  your 
gear:  Both  of  the  washers  I  used  were 
designed  for  easy  storage.  The  Power- 
Washer  came  with  a  wall-mounted 
docking  station  with  a  reel  for  the  hose, 
and  the  Ryobi  model  was  designed  so 
the  handle  twisted  and  collapsed  and  the 
whole  unit  could  be  shoved  under  a  shelf 
or  workbench. 

Not  that  they'll  stay  there  for  long.  I 
quickly  discovered  that  once  you  have  a 
pressure  washer,  you're  always  on  the 
lookout  for  something  else  to  clean.    I 
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Covering  the  Story 
Of  Your  Life 

Camera  Phones  and  special  Web  sites  allow  mobile 
bloggers  to  record  every  detail.  BY  STEPHEN  BAKER 


FOR  MOST  FANS  AT  YANKEE 
Stadium,  the  time  between 
buying  a  hot  dog  and  tak- 
ing the  first  bite  is  meas- 
ured in  nanoseconds.  But 
Adam  Seifer  pauses  for  a 
ritual.  He  takes  out  his  Treo 
600  and  snaps  a  photo  of  the  steaming 
dog— and  promptly  zaps  the  image  to  his 
blog  site.  For  the  past  three  years,  Seifer, 
chief  executive  of  Fotolog,  a  Web  site  for 
camera  bugs,  has  been  blogging  pictures 
of  every  meal  he  has  eaten.  Sometimes  he 
uses  a  pocket  camera  and  uploads  the 
photos  later  from  his  home  computer.  But 
when  time  is  short,  Seifer  blogs  on  the 
run  from  his  phone. 


The  blog  world  is  exploding  with  post- 
ings from  folks  on  the  move— so-called 
mobile  bloggers,  or  mobloggers.  Truth  be 
told,  most  of  their  production  is  flat-out 
boring.  The  pictures  are  often  fuzzy,  and 
the  text,  much  of  it  laboriously  typed  on 
cell  phones,  can  read  like  bad  haiku. 

So  why  should  anyone  moblog?  First, 
most  of  us  have  our  own  fan  clubs- 
small  circles  of  friends  and  family  who 
are  hungry  for  the  mundane  details  of  our 
lives.  The  mother  who  long  ago  urged 
Seifer  to  eat  his  vegetables,  for  example, 
might  be  gratified  to  see  those  stalks  of 
broccoli  next  to  the  tuna  steak  he  ingest- 
ed on  June  5.  (You  can  see  for  yourself  at 
www.fotolog.net/cypher/?photo_id=1127 


MOBLOGGER 

Foodie  Seifer 
blogs  in  his  daily 
bread  (below) 


8296).  More  important,  mobloggers  c  I- 
ry  the  tools  to  report  on  breaking  net, 
whether  it's  a  refinery  on  fire,  an  earl- 
quake,  or  a  protest  tying  up  traffic.  Motfe 
bloggers  sent  loads  of  the  first  reports  ip  - 
images  from  the  Asian  tsunami  in  f- 
cember.  "Moblogging  enables  people  p 
move  to  places  you  can't  get  with  a  cal- 
era  crew,"  says  Jamie  Riehle,  Web  p  J- 
lishing  manager  for  Lycos. 

Tech  upgrades  should  make  it  e  n 
simpler.  The  coming  camera  phor  ;. 
many  of  them  already  circulating  in  A- 1,  m 
will  provide  far  sharper  photos   ;  i  j] 
videos.  Phone  co  - 1 
panies  such  as  V<  - " 
zon  are  already  offj- 
ing    blogging    pi- 
grams    on    pho 
And  a  proliferatioi  If 
smart  phones  with  keyboards  sho Hi- 
make  writing  far  easier.  The  upsh  : 
Moblogging  will  become  far  more  per  -i  1 
sive.  And  this  could  change  the  very   - 1 1 
ture  of  the  blog  world.  Instead  oi  a«i 
blogosphere  dominated  by  people  sitrfc 
at  desks,  pontificating,  it  will  increasing » j 
be  peopled  by  folks  on  site,  witnessing  k  .. 
whole  event. 

Interested  in  giving  it  a  try?  Outfirp 
with  a  simple  Samsung  camera  ph(lfc 
and  a  couple  of  dormant  blog  account  I 
tried  out  three  services  in  the  moblogg|fln 
world.  It  turned  out  to  be  easier  than  I 
pected,  at  least  to  post  photos.  Early  o  J 
planned  to  moblog  a  few  written  pc 
from  my  commute.  But  typing  on  a  phc 
while  navigating  Manhattan  foot  I 
concluded,  is  a  one-way  ticket  do\ 
manhole,  or  worse.  So  I  stuck  to  photc 

A  CINCH  TO  SET  UP 

ONE  OF  THE  EASIEST  moblogging  SH\ 
is  Google's  Blogger  (blogger.com). 
you  can  create  your  own  free  blog  in . 
10  minutes.  To  ready  the  blog  for  mot 
entries,  you  simply  send  a  short 
message  to  go@blogger.com.  Wit 
minute  or  two,  you  receive  a  text  messd 
providing  your  password.  This  provi- 
you  with  a  new  blog  exclusively  for  yJ 
mobile  post.  With  one  click,  you  can  ir| 
grate  it  with  your  existing  blog. 


Five  minutes  after  getting  started,  I 
walked  into  the  office  of  my  editor,  Peter 
Elstrom.  He  looked  up  from  his  desk  and 
I  rudely  snapped  a  photograph  of  him. 
While  we  talked,  I  fiddled  with  my  phone 
for  a  minute— fashioning  a  caption  and 
sending  the  picture  to  the  blogger  ad- 
iress.  I  waited  a  few  seconds  and  then 
told  him  to  call  up  the  blog  I'd  established 
at  Blogger:  guabster.blogspot.com.  His 
picture  was  smiling  right  back  at  him. 


I  had  less  luck  moblogging  at  type- 
pad.com,  another  popular  blogging  serv- 
ice. My  posts  didn't  show  up.  But  blog- 
ging photos  to  Flickr  (flickr.com),  Yahoo's 
photo  exchange  site,  was  a  snap.  Little 
surprise,  then,  that  users  there  have  post- 
ed more  than  150,000  phone  shots. 

The  next  morning,  cell  phone  in  pock- 
et, I  was  a  potential  moblogging  reporter 
deployed  in  the  New  York  metro  area. 
However,  seeing  that  no  dramatic  news 


was  breaking  along  my  path,  I 
moblogged  my  way  to  work.  The  results, 
if  you  care  to  look,  are  every  bit  as  boring 
as  thousands  of  other  mobile  postings  in 
the  blog  world.  But  my  mother  and  per- 
haps a  couple  other  fans  might  find  some- 
thing there  to  like.  ■ 


BusinessWeek  online 


For  a  special  report 
on  new  wireless  technologies  and  gadgets, 
go  to  businessweek.com/extras. 


Travelirf 
Woman 

What  are  the  must-see  places  that  you've 
nissed?  Patricia  Schultz  has  answers. 


'ATRICIA  SCHULTZ  HAS  SUFFERED  FROM  wanderlust  ever  since  she 
neandered  away  from  the  family  beach  blanket  at  age  4.  She 
mt  her  instincts  to  use  in  the  1980s  by  writing  for  guidebooks 
uch  as  Frommer's,  Access,  and  Berlitz.  Eight  years  ago  she 
>egan  working  on  the  book  she  could  never  find:  a  "life  list"  of 
nuseums,  sacred  sites,  places  of  natural  beauty,  and  man- 
tiade  wonders.  Schultz  hasn't  visited  every  place  in  her  1,000 
ylaces  to  See  Before  You  Die  (Workman),  but  she  estimates  she 
i  las  been  to  80%.  BusinessWeek  Copy  Editor  Monica  Gagnier 
aught  up  with  her  in  Beacon,  N.Y.,  between  trips. 


Places 

I  TofgEE 

i  Before 
:  You  Die 


What's  the  best  time  to 
travel? 

I  am  a  big  fan  of  traveling  off- 
season, and  not  for  the  lower 
rates  alone.  If  you're  visiting 
cities,  off-season  means  no 
lines,  locals  who  are  more  re- 
laxed and  welcoming,  and 
the  sensation  that  you're  the 
only  interloper  in  town.  I  can 
think  of  no  more  magical  ex- 
perience than 
Venice  in  January 
when  it's  wrapped 
in  mist.  Can't  wait 
till  then?  It's  winter 
now  in  Buenos 
Aires,  and  the  cul- 
tural season  is  in  full 
swing. 


ow  did  you  choose  the  sights? 

i  wanted  to  feature  timeless  icons— the 
errand  Canyons  and  Taj  Mahals  and 
;(rreat  Walls— and  offset  them  with  the 
,■(  umble  and  little-known.  How  else  could 
Hi  explain  throwing  in  the  Superdawg 

Mto  drive-in  diner  in  Chicago  or  the 
jlaine  Lobster  Festival  with  Pompeii 

id  Botswana's  Okavango  Delta,  whose 

lique  ecosystem  promises  unmatched 

ildlife  viewing? 

hat  sights  should  be  seen  sooner  rather 
an  later? 

ountries  new  to  tourism:  Vietnam, 
oatia,  Bhutan,  and  Mongolia.  You  want 
get  there  before  the  Golden  Arches  ar- 

ve.  Also  think  about  China's  Three 


Gorges  on  the  Yangtze,  which,  upon  the 
completion  of  the  dam  of  the  same  name 
in  2009,  will  be  nearly  submerged. 

What  is  your  favorite  place? 

Italy,  for  me,  is  one  big  open-air  museum. 
And  there's  no  such  thing  as  a  bad  meal. 
The  statistics  say  it  all:  It  is  one  of  the 
most  revisited  countries  in  the  world. 

Where  do  you  like  to  stay? 

I'm  a  pushover  for  white-glove  hotels  that 
exude  history  and  where  the  staff  seems 
to  be  clairvoyant— the  Oriental  Bangkok, 
the  Connaught  in  London,  the  Hassler  in 
Rome,  the  Raffles  Grand  Hotel  d' Angkor 
in  Cambodia.  If  you  can't  afford  to  stay 
there,  at  least  go  for  tea. 


What  places  on  your 
list  are  free  to  see— other  than  the  cost  of 
getting  there? 

For  the  price  of  a  tank  of  gas,  you  can 
drive  through  some  of  the  world's  most 
breathtaking  scenery  along  the  Pacific 
Coast  Highway  in  California,  Nova  Sco- 
tia's Cabot  Trail,  the  Great  Ocean  Road  in 
southern  Australia,  or  Ireland's  Ring  of 
Kerry.  I  recently  visited  the  Spoleto  Festi- 
val USA  in  Charleston,  S.C.,  for  research 
on  my  next  book,  which  focuses  exclu- 
sively on  the  U.S.  and  Canada.  Spoleto's 
"fringe"  program  has  lots  of  free  music, 
from  rafter-raising  gospel  to  under-the- 
stars  reggae  parties.  The  same  goes  for 
Montreal's  fantastic  Jazz  Festival  or  the 
Chicago  Blues  Festival. 

What's  your  next  trip? 

I'm  going  to  Gettysburg  over  the  July  4 
weekend  for  the  reenactment  of  the  Civil 
War  battle.  It's  a  mighty  dose  of  patriot- 
ism. I've  been  wanting  to  do  this  since  I 
was  12  years  old.  I  can't  wait.  ■ 
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Personal  Business  Education 


The  Pause 
That  Refreshes 

More  students  are  taking  a  year  off  before  college 
fortravel  or  volunteer  work.  BY  SUSAN  B.  garland 
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ALEC  RESHEFSKY  WJ 
accepted  to  the  SavaJ 
nah  College  of  Art  I 
Design  in  March.  B| 
when  his  friends  scat! 
off  to  college  this  fJ 
the  recent  high  schcl 
graduate  from  Washington,  D.C.,  will  I 
an  unpaid  intern  in  Worcester,  MaJ 
perhaps  working  in  a  shelter  for  abusl 
horses,  helping  produce  shows  for  a  nl 
sic  festival,  or  writing  for  a  radio  statiol 
Reshefsky,  18,  isn't  blowing  off  colle  J 
He's  just  taking  a  one-year  breather.  Eel 
cators  and  other  experts  say  a  small  tl 
growing  number  of  high  school  grads  ;| 
taking  a  detour  from  the  fast  track.  Sonl 
such  as  Reshefsky,  need  time  to  get  a  haf  j 
die  on  what  they  want  to  do  with  thl 
lives.  Others  are  burned  out  from  ti 
high-pressure  march  to  get  into  a  tl 
school.  "Some  have  worked  so  hard! 
make  all  the  right  moves  and  they're  ym 
exhausted,"  says  Brian  Hopewell,  HI, 
vard's  dean  of  admissions  and  marketil 
for  Dynamy  (dynamy.org),  a  not-for-prf 
it  educational  group  that  will  find  Resh| 
sky  some  internship  opportunities. 

Even  some  of  the  best  colleges  supp 
the  idea  of  a  "gap  year,"  whether  it*s| 
wait  tables,  tutor  inner-city  kids,  or  bi 
gondolas  in  Italy.  In  its  acceptance  letteij 
incoming  freshmen,  Harvard  College  pi 
poses  that  students  consider  taking  a  y  J 
off.  William  Fitzsimmons,  Harvard  deai  j 
admissions  and  financial  aid,  notes  in  f 
essay  posted  on  the  college  Web  site 
an  interim  year  is  one  way  to  "reli^ 
stress"  and  "to  promote  discovery  of  or 
own  passions."  He  says  50  to  70  studej 
in  a  freshman  class  of  more  than  1,600 
fer  their  enrollment  each  year. 

Gregory  Pyke,  senior  associate  dea 

admissions  at  Wesleyan  University  I 

Middletown,  Conn.,  encourages  s| 

dents  to  use  the  year  on  activities 

do  not  involve  classroom  work.  "Til 

return  with  a  better  appreciation! 

what's  possible  in  college  after 

change  the  scenery  both  psycholo| 

cally  and  materially,"  he  says. 

There  are  many  ways  to  go  ab<| 
taking  the  year  off.  A  high  school  g:l 
can  simply  get  a  job  and  live  at  hoij 
or  consult  a  number  of  Web  sites  tl 
offer  numerous  options  (table).  Hcj 
Bull,  president  of  the  Center  for 
terim  Programs,  says  she  has  a  &z\ 
base  of  5,000  programs.  First, 
dents  fill  out  an  application  tl 
provides  a  sense  of  their  interel 
Then  she  will  conduct  brainstoil 
ing  sessions  and  toss  out  ideas  I 
many  cases,  she'll  arrange  for  sj 


Autos 


ral  placements  as  well  as  housing,  and 
ill  keep  tabs  on  the  student.  She 
harges  a  one-time  fee  of  $1,900. 

Kate  Hagemann,  19,  of  Naples,  Fla., 
Dnsulted  Bull  a  year  ago  before  taking 
ff  for  India  to  teach  English  in  a 
adakh  village,  study  Buddhism,  and 
ek  in  the  nearby  Himalayas.  After  re- 
lrning  home  for  Christmas,  she  moved 
>  Costa  Rica  to  study  Spanish  and  work 
i  an  orphanage.  "I  was  so  afraid  of  go- 
ig  to  India  that  I  was  crying,"  she  says. 
But  when  else  would  you  have  so 
mch  freedom  before  being  locked  into 

career  path?"  Hagemann,  who  in- 
nds  to  study  international  relations, 
ill  attend  Yale  University  in  the  fall. 

REAK  OLD  PATTERNS 

IE  INDIAN  PART  alone  of  Hage- 
ann's  year  off  cost  $9,000,  while  in 
jsta  Rica,  she  paid  $1,000  for  the  lan- 
lage  school  and  $45  a  week  to  stay  in 
home.  But  Bull  says  a  gap  year  doesn't 
We  to  break  the  budget:  "You  can 
ork  summers  to  pay,  and  many  pro- 
ams  will  give  students  housing  and 
od  in  exchange  for  labor." 
That's  what  Adam  de  Havenon  did  in 
96,  when  he  graduated  from  a  private 
hool  in  Manhattan  and  had  no  inter- 
pi  going  right  to  college.  Taking  Off 
Boston  helped  him  find  a  job  teaching 
Kenya.  He  then  went  to  Australia, 
lere  he  maintained  park  trails  and 
irked  for  an  academic  journal. 

After  attending 
Colby  College  and 
graduating  from 
Yale,  de  Havenon 
worked  for  a 
magazine  in  Bar- 
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celona.  Now  27,  he 
is  entering  medical 
school  in  the  fall. 
Looking  back,  de 
Havenon  says  that 
the  year  off  broke 
a  pattern  of  "self- 
destructive  behav- 
ior" and  that  he's 
reaping  the  bene- 
fits now. 

Next  year's  sen- 
iors may  want  to 
think  about  this 
option.  A  year  off 
can  help  18-year- 
olds  find  their  feet. 
They'll  return  to 
school  more  self- 
reliant— and  ready 
to  give  it  the  old 
college  try.  ■ 


A  Swanky  Subaru 

The  carmaker's  first  SUV  adds  pizzazz  to  the 
road-hugging  ability  of  its  brethren.  BY  DAVID  kiley 


SUBARUS  HAVE  TRADI- 
tionally  been  the  Wellington 
boots  of  the  auto  industry. 
Valued  for  their  glued-to- 
the-road  traction  in  any 
kind  of  weather,  they  were 
never  so  fancy  that  drivers 
cared  whether  they  got  them  muddy. 

The  new  B9  Tribeca  is  different.  If 
Subaru's  Outbacks  and  Foresters  are  the 
unofficial  cars  of  Maine  mail  carriers  and 
Minnesota  ice  fishers,  the  Tribeca  would 
look  right  at  home  transporting  Martha 
Stewart  up  the  long,  stately  drive  of  a 
Connecticut  estate. 

Besides  the  car's  plush  leather  interior 
and  curvy  exterior,  one  of  the  first  things 
you  notice  is  its  size. 
The  Tribeca,  Subaru's 
first  legitimate  SUV, 
is  the  biggest  vehicle 
the  company  has  ever 
sold.  But  because  it's 
based  on  the  Outback 
wagon  platform,  its 
practical  carrying  ca- 
pacity isn't  much 
more  generous  than 
the  Outback's.  The 
Tribeca  offers  a  ver- 
sion with  a  third  row 
of  seats,  long  demanded  by  Subaru  loy- 
alists, but  the  cars'  overall  length  is  the 
same  as  one  with  two  rows.  That  means 
the  third-row  seats  are  uncomfortable 
and  leave  little  room  even  for  groceries. 
The  Tribeca's  big  plastic  faux  alu- 
minum center  console  and  cockpit-like 
red  instrument-panel  backlighting  usher 
in  an  upscale  era  for  the  auto  maker.  The 
40/20/40  split— the  middle  seat  is  half  as 
large  as  the  window  seats— allowed  for 
great  flexibility  when  I  stopped  at  Home 
Depot  with  my  son,  wife,  and  mother 
and  needed  to  carry  lumber  and  some 
bags  of  mulch,  too.  The  lumber  rested 
between  the  two  rear  seats,  and  I  was 
able  to  drive  with  the  hatch  closed. 
Despite  the  new  glitz,  Subaru  remains 


practical  under  the  hood,  using  the 
same  solid  3.0-liter,  250-hp  engine  and 
all-wheel-drive  system  as  the  Outback. 
Outback  prices  range  from  $24,445  to 
$34,220  fully  loaded.  The  Tribeca  starts 
at  $31,320  for  the  least  expensive  five- 
passenger  model  and  runs  up  to 
$38,320  for  a  seven-passenger  version 
with  DVD  player  and  navigation  system. 
Still,  that  top-level  Tribeca  is  about 
$5,000  less  than  the  comparable  Volvo 
XC90  and  Acura  MDX,  according  to  ed- 
munds.com.  Fuel  economy  is  18  mpg  in 
the  city,  24  mpg  on  highways— only  1 
mpg  less  than  you  get  with  the  Outback. 
I  drove  the  Tribeca  mostly  on  pave- 
ment but  hit  some  gravel  and  dirt  roads, 


THETRIBEC 

costly  than  rivals 


too.  It  was  smooth  and  athletic  on  the 
highway,  though  25  or  30  more  horse- 
power would  have  been  welcome  to  help 
carry  the  4,225  pounds  under  me.  The 
familiar  Subaru  low  center  of  gravity  cre- 
ated by  a  low-slung  engine  minimized 
wheel  spin  on  dirt  and  wet  grass. 

Subarus,  with  standard  all-wheel 
drive,  have  long  been  sensible  alterna- 
tives to  SUVs.  But  the  Tribeca,  named  for 
the  trendy  New  York  neighborhood,  also 
fits  right  in  with  the  snazzy  Acuras  and 
Volvos  you  might  see  parked  on  the 
streets  of  lower  Manhattan.  ■ 


BusinessWeek 


Post  your  own  car 
and  read  others'  reviews  as  well  at 
www.businessweek.com/extras. 
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Personal  Business  Funds 


Option  Income 
Funds:  Watch  Out 

Their  payouts  are  generous  in  these  low-yield  times, 
but  the  risks  are  great.  BY  AARON  PRESSMAN 


DESPITE  THE  FEDERAL 
Reserve's  determination 
to  raise  interest  rates, 
bond  yields  remain 
stuck  at  low  levels— a 
big  problem  for  income- 
oriented  investors.  Divi- 
dend-paying stocks  yield  even  less.  So 
perhaps  if  s  no  surprise  that  brokerage 
firms  have  revived  an  old  concept  called 
option  income  funds.  These  funds  buy 
stocks  and  sell,  or  "write,"  options  on 
them,  pocketing  the  payments,  or  "pre- 
mium." With  that  income,  some  funds 
are  already  yielding  8%  to  10%,  which 
looks  awfully  inviting  in  today's  low-in- 
come environment. 

So  far  this  year,  Wall  Street  has  raised 
$8.7  billion  for  14  closed-end  "buy- 
write"  or  "covered  call"  funds  that  use 
this  strategy— and  nine  more  are  in  the 


pipeline.  Is  this  a  bubble  that  will  end 
badly  or  a  genuinely  good  deal?  That  de- 
pends, in  part,  on  investor  expectations 
and  the  way  the  funds  are  managed. 

Anyone  buying  these  as  a  bond-fund 
substitute  could  be  in  for  surprises.  The 
underlying  holdings  are  stocks,  which  are 
more  volatile  than  bonds  and  have  a 
greater  risk  of  losing  some  of  your  princi- 
pal. "When  rates  are  low  like  they  are 
now,  the  only  way  you're  going  generate 
more  income  is  to  take  a  lot  more  risk," 
warns  Mitch  Dynan,  chief  investment  of- 
ficer at  Mintz  Levin  Financial  Advisors  in 
Boston.  Option-writing  strategies  "are  a 
decent  way  to  get  some  income,  but  I 
wouldn't  look  at  it  as  an  alternative  to 
fixed  income." 

Stock  investors,  starved  for  dividends, 
may  like  the  funds'  plump  payouts,  but 
there  could  be  some  disappointments  for 


The  Option  Fund  Class  of  V0S 

FUND/SYMBOL 

PRICE 

YIELD 

IPO 

DATE 

PRICE  CHANGE 
SINCE  IPO 

Advent  Claymore  Enhanced  Growth  LCM 

$17.65 

9.07% 

1/26 

-11.8% 

Nuveen  Premium  Opportunity  JSN 

19.79 

8.97 

1/26 

-1.1 

Eaton  Vance  Enhanced  Equity  Income  II  EOS 

19.74 

8.75 

1/26 

-1.3 

NFJ  Dividend,  Interest  &  Premium  NFJ 

23.48 

8.94 

2/23 

-6.1 

S&P  500  Covered  Call  BEP 

19.45 

10.28 

3/28 

-2.8 

ING  Global  Dividend  &  Income  IGD 

19.98 

9.37 

3/28 

-0.1 

Dow  30  Premium  &  Dividend  DPD 

19.85 

9.07 

4/26 

-0.8 

Eaton  Vance  BuyWrite  ETB 

19.97 

* 

4/26 

-0.3 

Fiduciary  Claymore  Dynamic  Equity  HCE 

19.50 

* 

4/26 

-2.5 

Madison  Strategic  Sector  MSP 

19.90 

9.05 

4/26 

-0.5 

Nicholas  Applega  t  Intl.  &  Premium  NAI 

24.25 

ft 

4/26 

-0.3 

Enhanced  Equity  Yield  EEF 

20.04 

ft 

5/3 

0.2 

Nuvfeen  Equity  Premium  Advantage  JLA 

20.02 

ft 

5/25 

0.1 

BlackRock  Global  Opportunities  BOE 

easof Jure 20. 'rune-                                ■  .  deod 

25.00 

* 

5/25 

0.0 

them,  too.  Selling  calls  wins  big  wl 
markets  are  sluggish,  as  they've  been  b 
year.  The  option  premiums  keep  roll| 
in,  and  a  fund's  stocks  never  get  caw 
away  because  prices  are  flat  But  the  sm< 
egy  lags  far  behind  ordinary  stock  fun 
and  even  dividend-oriented  funds  win 
the  market  rallies.  In  essence,  an  invepi 
is  trading  the  big  gains  that  stocks  sow 
times  see  for  higher  current  income.  I 

In  the  1980s,  option-writing  funi 
suffered  from  poor  stock  select  k, 
"The  early  funds  ran  into  difficult^ 
looking  for  what- 
ever stock  could 
deliver  the  most 
premiums  without 
concern  for  the  un- 


Stock     \ 
funds  ai 

concern  tor  the  un- 
derlying portfolio  way  mop 


than 
bonds 


Data:  " 


that  was  created,"  TT~1o+-il 
says  Ronald  Egal-  VC 
ka,  president  of 
Rampart  Invest- 
ment Management, 
which  is  co -manag- 
ing several  of  the 
new  funds. 

This  time  around,  fund  companies! 
saying  they'll  manage  with  more  con  | 
for  equity  performance  and  some  arq 
ing  an  independent  manager  to 
option  portion  of  the  portfolio.  Wit 
Eaton  Vance  Enhanced  Equity  Incorl 
Fund  (EOS),  managers  pick  the  stj 
while  Rampart  writes  the  options.  Eg  J 
says  his  computer  model  adjusts  [ 
amount  of  options  sold  to  preserve  rj 
upside  potential,  but  the  trade-oj 
somewhat  less  downside  protection. 

Various  funds  are  taking  different] 
proaches.  Merrill  Lynch's  Enhanced! 
uity  Yield  Fund  (EEF)  will  buy  divid  j 
paying  stocks  and  sell  only  index  opt 
not  options  on  individual  stocks.  The 
Dividend,  Interest  &  Premium  St 
Fund  (NFJ)  diversifies  by  adding  in 
dend-paying    stocks    and    conver 
bonds.  The  BlackRock  Global  Oppor 
ties  Equity  Trust  (BOE)  buys  stocks  | 
sells  options  all  over  the  world. 

If  you're  interested  in  a  coveredl 
fund,  resist  the  brokers'  pitches  to  gf 
on  the  next  big  initial  public  offering, 
ter  to  buy  one  of  the  older  members  o 
class  of  2005— or  even  one  of  the  few 
launched  last  year.  For  starters, 
newest  funds  haven't  yet  set  their  pa 
rates,  while  older  ones  have.  The 
problem  with  new  funds  is  that  the 
derwriting  fee,  which  can  be  as  big 
7%,  is  embedded  in  the  price.  C 
closed-end  funds  have  already  sold  c 
reflect  that— and  then  some.  Why  pa 
tail  if  you  can  buy  at  a  discount? 


94    BusinessWeek  I  Juiy  4.  2005 


Horsepower  shmorsepower. 
Let's  talk  Bluetooth/' 
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CNET  Car  Tech. 

Covering  the  hottest  tech  for  cars 
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Personal  Business  Plus 


EDITED  BY  TODDI  GUTNER 
HOME  IMPROVEMENT 

A  TOUCH  OF 
EUROPE  IN 
YOUR  DRIVEWAY 


COBBLESTONE  streets 
evoke  Old  World  charm. 
Now  your  driveway  can 
have  the  same  look 
thanks  to  a  Studio  City 
(Calif.)  company  that 
imports  modular  sections 
of  cobblestone  quarried 
in  the  Italian  Alps.  The 
modules  from  Eurocobble 
(eurocobble.com)  go 
for  $15.90  per  square 
foot  and  are  less 
expensive  than  paving 
stones,  which  must  be 
placed  one  at  a  time. 
Minimum  order  is  1,600 
square  feet. 

-Kate  Murphy 


LEISURE 

A  READING  LIST 
FOR  THE  RICH 

WHAT  BOOK  SHOULD  YOU  throw  into  your 
beach  bag?  How  about  The  Diary  of  Ma 
Yan,  the  heart-wrenching  story  of  a 
Chinese  peasant  girl's  struggle  to  get  an 
education?  It's  one  of  the  nonfiction 
books  that  JPMorgan  Private  Bank  is 
recommending  to  its  clients  as  they  head 
off  on  vacation  (jpmorgan.com/ 
summerreading).  The  list  runs  the 
gamut  from  Through  the  Eyes  of  the 
Gods:  An  Aerial  Vision  of  Africa  by 
Robert  Haas,  to  Island  at  the  Center  of 
the  World:  The  Epic  Story  of  Dutch 
Manhattan  by 
Russell  Shorto. 
One  book,  Duveen 
A  Life  in  Art  by 
Meryle  Secrest, 
profiles  the  art 
dealer  who 
served  Henry 
Clay  Frick,  Henry 
Huntington,  and, 
you  guessed  it, 
J.P.  Morgan. 
-Monica  Gagnier 


CURRENCIES 


tit 


Bucking  Up 


MANY  INVESTORS  BET  ON  a  weak  dollar  by  buying  foreign  stocks  and  bonds 
denominated  in  other  currencies.  But  how  do  you  play  a  stronger  dollar?  Online  ba 
EverBank  (everbank.com)  and  two  fund  companies,  ProFunds  Advisors  (profunds.con 
and  Rydex  Investments  (rydexinvestments.com),  have  come  up  with  some  novel 
approaches.  With  Everbank's  new  DollarBull  CDs,  which  require  a  $10,000  minimi 
investment,  you  bet  that  1  of  12  currencies  will  weaken  against  the  dollar.  Choose  tl 
euro,  and  the  bank  will  sell  euros,  buying  them  back  in  3, 6,  or  12  months— whenev 
the  CD  expires.  If  you're  right,  and  the  dollar  rises,  you'll  make  a  profit.  If  you're  wr< 
you'll  have  a  loss.  There's  no  interest  on  these  CDs.  In  fact,  you  have  to  pay  for  the  tr; 
action.  That's  about  0.5%  for  the  euro,  but  the  fee  varies  depending  on  the  currenc} 
ProFunds,  the  Rising  U.S.  Dollar  ProFund  tracks  the  U.S.  Dollar  Index  and  require? 
$15,000  investment.  Rydex,  meanwhile,  just  launched  the  Strengthening  Dollar  Fu 
designed  to  double  the  return  of  that  index.  The  minimum  is  $25,000.  Remember, 
fund  that  doubles  your  gains  can  double  your  losses,  too.  -Lauren  Young 


INVESTING 

NEED  MORE  EVIDENCE  that  investors 
chase  yesterday's  returns?  Look  at  the 
Standard  &  Poor's  depositary  receipts 
(SPDRs)  that  track  9  industry  sectors 
of  the  S&P  500-stock  index  (table). 
More  than  one-fourth  of  all  $12 
billion  in  sector  SPDRs  is  in  energy. 
That's  nearly  three  times  the 
weighting  of  energy  stocks  in  the 
S&P  500.  Tech,  by  contrast,  is  18.4% 
of  the  S&P  but  just  10%  of  the 
money  in  sector  SPDRs.  A  contrarian 

might  bet  on  tech.      -Aaron  Pressman 
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nside  Wall  Street 


BY  GENE  G.  MARCIAL 

MORE  HYBRID  CARS  MEAN  MORE  U.S.  BATTERIES  FROM  ENERGY- 
COMING  SOON  TO  A  THEATER  NEAR  YOU:  ACCESS  DIGITAL  MOVIES. 
JONES  SODA  IS  SELLING  ITS  'DISTINCT  FASHION'  IN  A  BOTTLE. 


STILL  RUNNING 
A  BIT  ROUGH 


:-:..ics 


ENERGY 

CONVERSION 

DEVICES 
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Setting  Juiced  at  Energy 

hv  EMAND  FOR  HYBRID  vehicles  is  surging.  One  way  pros 

1  are  playing  it:  Buying  stock  in  Energy  Conversion 
_>/  Devices  (ENER),  the  No.  1  U.S.  maker  of  the  nickel  metal 
dride  (NiMH)  batteries  used  in  hybrids,  which  combine  a 
soline  engine  with  an  electric  motor, 
is  combo  results  in  twice  the  fuel 
jnomy— and  far  lower  emissions. 
rER  stock  has  soared  from  10  in 
gust  to  19.69  on  June  22.  "We  see  it 
45  in  a  year,"  says  Brion  Tanous  of 
arriman  Curhan  Ford,  which  has 
toe  banking  for  the  battery  maker. 
hER  will  "dominate  the  market  for 
firs,"  he  forecasts.  Chevron,  through  a 
it  venture  with  ENER,  is  bankrolling 
•duction  and  marketing  of  the  NiMH 
lery,  notes  Tanous.  General  Motors 
I  placed  orders  for  its  Chevy  Malibu  and  Saturn  Vu  hybrids, 
ti  by  2007,  Tanous  expects  GM's  order  to  soar.  Also,  Toyota 
as  to  produce  a  Camry  hybrid  in  Kentucky  next  year.  Under 
•jcent  settlement  of  a  patent  lawsuit  brought  by  ENER 
jurist  Matsushita,  which  makes  the  battery  for  Toyota, 
^rids  made  or  shipped  to  America  must  use  U.S.  batteries. 
iey  Bencik  of  Jefferies  Group,  who  rates  ENER  a  buy,  says 
ER  sales  now  are  mosdy  from  its  technology  that  converts 
ar  into  electricity.  Still  in  the  red,  ENER  should  make  money 
-seal  2007,  says  Bencik,  who  rates  it  a  buy.  He  sees  earnings 
|8c  a  share  on  sales  of  $162.5  million.  By  2008,  he  expects 
t)8  on  $201.6  million.  A  special  boost  for  hybrids:  the  new 
$rgy  bill's  $4,000  tax  deduction  for  a  hybrid  purchase,  up 
■  Ti$500curremly. 

ew  Flicks:  Zapped  To  Digital 
inema  by  Access 

:!  OON  35MM  FILM  may  go  the  way  of  the  silent  movie.  A 
k  move  to  change  movies'  format  from  analog  to  digital  is 
"r  afoot.  The  major  studios  have  already  agreed  informally 
:)uch  a  switch,  says  William  Relyea  of  investment  firm  H.C. 
nwright.  Xo  longer  will  studios  use  film  delivered  in  a  can. 
»  converted  to  digital,  the  movie  is  encrypted  and 
tronically  sent  to  the  theater's  server.  Little-known  Access 
grated  Technologies  (AIX)  "is  positioned  to  profit  best  from 
tal  cinema,"  says  Relyea,  whose  rating  on  Access  is  buy.  It 
the  software  and  capability— booking  movies  into  theaters, 


EXCITEMENT 
MOUNTS 
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delivering  the  encrypted  files,  and 

managing  the  digital  projection 

process.  "No  other  company  offers  that 

breadth  of  service,"  says  Relyea.  Access 

stock  has  rocketed  from  3.30  in  January 

to  7.88  now.  On  June  21,  Access  and 

privately  held  Christie  Digital  Systems 

announced  a  plan  to  help  fund  studios 

and  exhibitors  in  moving  to 

digitalization.  Relyea  says  this  will  start 

"a  period  of  rapid  revenue  growth"  for 

Access— well  above  his  previous 

earnings  forecasts  of  45<£  a  share  in  2006  and  $1.23  in  2007 

Reuters  Research  rates  the  stock  "outperform." 

Sip  a  Bohemian  Raspberry 
From  Jones  Soda 

WHAT  SETS  A  NEW  SOFT  DRINK  apart  from  the 
pack?  In  the  case  of  Jones  Soda  (JSDA),  it  is  the 
appearance  and  taste  of  a  "designer"  beverage. 
Jones  brands  have  a  "distinct  fashion  look," notes  Nicole 
Miller  of  ThinkEquity  Partners.  They  have  black-and-white 
photos  on  the  label  and  flavors  like  Bohemian  Raspberry, 
Bada  Bing!,  and  D'Peach  Mode.  Jones 
Soda  is  served  at  select  spots: 
Starbucks,  Target,  and  Barnes  &  Noble 
cafes.  "There  is  demand,"  says  Miller, 
"for  unique  products"— from  jeans  to 
coffee  and  sodas— and  consumers  are 
willing  to  pay  a  premium  price.  Jones 
has  a  following  among  the  pricier 
brands  of  beverages,  says  Miller.  Based 
on  its  licensing  pacts  and  a  stable 
balance  sheet,  Jones  "is  a  solid  long- 
term  investment  opportunity."  Its 
stock  has  more  than  doubled,  from 

3.27  in  December  to  704  on  June  22.  She  forecasts  profits  of 
13$  per  share  in  2005  on  sales  of  $35.2  million  and  18$  in 
2006  on  $42.3  million,  up  from  6<t  in  2004  on  $275  million, 
Jeffrey  Kanter  of  Prudential  Equity  Group,  who  is  also  high 
on  Jones,  tags  it  a  buy.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmert 
banking  or  other  financial  relationships  with  them. 
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The  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a 
significant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 
their  own  names.  Companies  listed  only  in  tables  are  not  included. 


A 

ABC(DIS)58 

Access  Integrated  (AIX)  97 

Acer  22 

AC6t6X  50 

Adelphia  (ADELQ)  9, 32. 82 

AIG(AIG)56 
Alienware64 
Alliant(ATK)78 
Aloha  Partners  38 
Altitude  62 
Alto  Design  62 
AMC  Entertainment  44 
AMD  (AMD)  22 
America  West  (AWA)  82 
Ameritrade(AMTD)44 
Amgen(AMGN)12 
Antenna  Design  62 
Apollo  44 

Apple(AAPL)54,62.69 
Armstrong  (ACKHQ)  82 
Astro  Studios  64 
Atlas  Venture  80 

B 

Bain  Capital  44 

Bank  of  America  (BAC)  32 

Barnes  &  Noble  (BKS)  97 

Battery  Ventures  80 

BD0Seidman82 

Belo45 

Benchmark  Capital  36 

BenQ62 

BlackRock  (BLK)  85. 94 

BlackstoneGroup50,85 

Boeing  (BA)  78 

Bombardier  69 

Boston  Partners  85 

BP  Solar  (BP)  36 


CafePress.com  12 

Carat  North  America  58 

CartyleGroup9,44 

Caterpillar  (CAT)  39 

CBS  (VIA)  58 

Celanese(CE)50 

Charles  Schwab  (SCH)  44 

Charter  (CMCSA)  38 

Chevron  (CVX)  97 

Christie  Digital  97 

Chrysler  (OCX)  39 

Citigroup  (C)  9 

Cleantech  Venture  36 

ClearWire38 

Coca-Cola  (KO)  42 

Coexists 

Comcast  (CMCSA)  38, 58, 82 

Copco72 

Cox  38 

Credit  Suisse  (CSR)  32, 50 

Cyber  Access  46 

D 

Dacia  49 

Dell  (DELL)  72 

Delta  Cycle  71 

Design  Continuum  62, 65, 70 

Design  Directions  64 

Deutsche  Bank  (DB)  24, 49 

DresdnerKleinwort41 


Eastman  Kodak  (EK)  45 
Eaton  Vance  94 
Enam  Securities  48 


Energy  Conservation  36 
EnergyConversion  (ENER)  97 
Enron  32 
E*Trade(ET)44 
Eurocobble  96 
Eva  Solo  71 
EverBank96 
E.W.Scripps(SSP)24 


Federated  (FD)  9 
Fidelity  Investments  44 
Flagship  Ventures  80 
Ford  (F)  44, 49 
Forrester  (FORR)  80 
Fotolog90 
Fulcrum  Global  50 
fuseproject65,70 

G 

Gannett  (GCI)  24 

Gap  (GPS)  10 

GE(GE)85 

General  Dynamics  (GD)  78 

Gimme  Credit  35 

Global  Insight  49 

GM(GM)39,58,97 

Goldman  Sachs  (GS)  36, 84 

Google  (GOOG)  26, 90 

Grohe  Group  50 

Grove  Street  Advisors  80 


H 

Hamilton  Lane  80 
H.C.Wainwright97 
HealthSouth(HLSH)32 
Hewlett-Packard  (HPQ)  22. 62 
Hitachi  (HIT)  62 
HLB68.72 
Holland  9 

Home  Depot  (HD)  88 
Honeywell  (HON)  78 
Horsley  Bridge  80 
Hudson  United  (HU)  36 
Hutchison  Telecom  46 
Hyundai  58 
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Imperial  Sugar  (IPSU)  14 

lnBev71 

Innodesign  70 

Intel  (INTC)  22, 26. 45 

Invidi  Technologies  58 

IPOFinancial.com  41 

iRobot  68 

iXi  Bicycle  71 


Jefferies  Group  (JEF)  97 
Jerome  Caruso  Design  72 
Jones  Soda  (JSDA)  97 
JPMorgan(JPM)44.96 


Kagan  Research  38 

Kellogg  (K)  9 

Kidder  Peabody  85 

KKR50 

Kleiner  Perkins  36. 80 

Kmart  (SHLD)  82 

Knight  Ridder(KRI)  24 

Kohler64 

KrispyKreme(KKD)44 


Leadership  10 10 
Legg  Mason  (LM)  85 
Lehman  Brothers  (LEH)  78, 
84,85 

Lennar(LEN)44 
Lenovo62,70 
UnTV(TVL)45 
Lippo  Telecom  46 
Lite-0n62 

Lockheed  Martin  fLMT)  78 
Loews  Cineplex  44 
Lycos  90 

M 

Marsh  (MMD  56 

Matsusnita97 

Maxis  46 

McKinsey24 

Merck  (MRK)  56 

Merrill  Lynch  (MER)  24, 78, 94 

Merriman  Curhan  Ford  (MEM) 

97 

MetWe(MET)85 
Metro  (MTOAF)  24 
MFS  Investment  85 
Microsoft  (MSFT)  22. 45, 54 
Mini  USA  65 
Mintz  Levin  94 
Miso!e36 
Mitsubishi  62 
Moen62,65 
Mohr  Davidow  36 
Morgan  Stanley  (MWD)  9, 29, 

46.56.85 
Motorola  (MOT)  54 
MTU  Aero  Engines  50 

N 

Nanosolar36 

NewDeal  Design  72 

New  Energy  Capital  36 

News  Corp.  (NWS)  38 

Nexon42 

NFJ94 

Nielsen  (VNU)  58 

Nike  (NKE)  62. 68, 69 

Nissan  (NSANY)  49 

Northwest  (NWAC)  10 

Novartis(NVS)14 

O 

Odeon41 
Oracle  (ORCL)  45 
0rbitz(CD)58 
Orient  Tecnnologv  46 
Oxo  72 


Palm0ne(PLM0)72 
PartyGaming41 
Paulson  50 
PayPal  (EBAY)  41 
Pfizer  (PFE)  58 
Philip  Morris  46 
Philips  (PHG)  62, 71 
PNC  Financial  (PNC)  85 
Procter  &  Gamble  (PG)  62 
ProFunds  Advisors  96 
Prudential  Securities  (PRU) 
24.35 


RadioShack(RSH)72  J 
Rampart  Investment  9<J 
Raytheon  (RTN)  78 
ReigncomA) 
Reliance  Group  48 
Renault  49 

RKS  Design  62, 68     j 
Rydex  Investments  96 1 


Samsung  65, 70 
SanfordC.  Bernstein 
SBC  (SBC)  26 
Sears  (SHLD)  12 
Sequoia  Capital  80 
Sharp  (SHCAY)  36 
Siemens  (SI)  36, 62.72 
Sinclair  (SBGI)  45 
Skyline  Ventures  80 
Smart  Design  62 
Smith  Barney  (C)  52 
Sony(SNE)53 
Spectrum  44 
Spris  42 

SQV  Design  62. 70 
Staples  (SPLS)  36 
Starbucks  (SBUX)  14,  <l 
Starcom(PUB)58 
Subaru  (FUJHY)  93 
Sub-Zero  Freezer  72    ' 
Sun  Edison  36 


Target  (TGT)  72, 97 
Tata  Motors  49 
TCW  Group  54 
TD  Waterhouse  44 
Texas  Pacific  Group  50 
ThinkEquity  Partners " 

Timberland(TBL)69 
Time  Warner  (TWO" 
Tools  Design  62. 64, 
Toshiba  62, 70 
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Tualcomm(QCOM)38,54 
Qwest  (Q)  32 


Toyota  (TM)  62, 97 
Tribune  (TRB)  24, 45 
Tyco(JYC)3l35 

U 

UAL(UALAQ)82 

US  Airways  (UAIRQ)8MW 


VanBertoStudio71 
VantagePoint  Venture  M  '* 
Visa  45 
Volkswagen  49 

W 

Warburg  Pincus  36 
Washington  Post  (WP(| 
Watson%att(WW)*r 
Weiss  Peck  &  Green  f 
Wendy's  (WEN)  56 
Whole  Foods  (WFMn: 
Worthington  Foods  9 


XM  Satellite  (XMSR)l. 


Yahoo!  (YHOO)  90 
Yankeetek  ventures  8 1 
Yukos52 
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IdeasBooks 

The  BusinessWeek  Best-Seller  List 


HARDCOVER  BUSINESS  BOOKS 


LAST       MONTHS 

MONTH        ON  LIST 


PAPERBACK  BUSINESS  BOOKS 


LAST 
MONTH       ONUST 


1 
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Who's  Your  Daddy^ 

THE  GENIUS  FACTORY  The  Curious  History  of  the  Nobel  Prize  Sperm  Bank 

By  David  Plotz;  Random  House;  262pp;  $24.95 

We  live  in  an  age  when  parents  want  nothing  more  tha 
to  have  "perfect"  children— meaning  perfectly  smart 
ones.  It  is  this  desire  for  a  "gifted  child" that  spawned  | 
a  two-decade-long  experiment  in  human  engineering, 
the  Repository  for  Germinal  Choice,  more  commonly 


ie  ^B- 


known  as  the  Nobel  prize 
sperm  bank. 

The  once-famous  sperm 
bank  was  started  in  1980  by 
a  multimillionaire  inventor, 
Robert  K.  Graham,  who 
believed  that  "retrograde 
humans"  spawned  by 
America's  welfare  state 
were  threatening  to  overrun 
the  country.  To  prevent 
genetic  decline,  he  decidi 
to  offer,  free  of  charge,  the 
sperm  of  Nobel  prize 
winners  and  other  high- 
I.Q.,  strictly  Caucasian  men 
to  equally  intelligent 
married  women  with  sterile 
husbands.  (He  would  not 
accept  single  women  or 
lesbians.)  Graham's  sperm 
bank  won  international 
press  coverage— along  with 
charges  of  elitism,  racism, 
and  neo-Nazism.  Nevertheless,  the 
sperm  he  collected  produced  215 
children  before  the  bank  closed  in  1999. 

David  Plotz,  an  editor  at  the  online 
journal  Slate,  decided  in  2001  to  use  the 
Internet  to  track  down  these  children 
and  their  donor  "dads."  He  ultimately 
found  30  of  the  offspring,  aged  6  to  22. 
He  documents  some  of  their  stories,  and 
this  bizarre  footnote  tu  human  history, 
in  The  Genius  Factory:  The  Curious 
History  of  the  Nobel  Prize  Sperm  Bank.  It 
is  a  deftly  delivered  warning  that  genes 
are  not  father  to  the  man. 

The  Nobel  prize  sperm  bank,  located 
on  Graham's  luxurious  estate  outside  San 
Diego,  was  almost  a  nonstarter.  Graham, 
an  optometrist  who  invented  shatter- 
proof plastic  lenses,  was  determined  to 
raise  the  overall  level  of  the  gene  pool  but 
found  it  wasn't  so  easy  to  recruit  actual 
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Nobel  prize  winners,  in  p  p~ 
because  Graham  would    | 
consider  only  those  who  ifcr 
won  the  award  for  scienti  W 
pursuits.  He  ultimately 
signed  up  only  three  Nobli 
donors,  but  one  of  them,  ^^ 
William  B.  Shockley,  provil 
ruinous  to  the  repository.4L| 
Shockley  was  part  of  a  tesF 
that  won  the  Nobel  in  19r|| 
for  inventing  the  transisti 
but  by  1980  he  was  far  m 
well  known  for  his  theoii 
that  African  Americans  w 
genetically  inferior.  Once 
Shockley  boasted  of  his 
involvement  with  the 
repository,  no  other  Nobe 
winner  would  participate 
So  Graham  tried  to  rec 
other  top  scientists,  doctc 
and  successful 
entrepreneurs— but  his 
screening  process  was  flawed,  to  say  tr 
least.  He  boasted  that  he  had  recruited 
the  son  of  a  Nobel  prize  winner,  for 
example.  But  Plotz  shows  this  man  to 
so  creepy,  and  such  a  failure,  that  it  wc   | 
put  most  people  off  the  idea  that  genii; 
can  be  inherited.  However,  the  promis 
sperm  from  brilliant  men,  even  if  they 
weren't  Nobel  laureates,  was  enough  t 
send  women  flocking  to  Graham's 
repository  in  the  hopes  that  they  could 
give  their  offspring  a  genetic  head  star 

The  most  fascinating  parts  of  this 
book  are  the  stories  of  the  sperm  banl* 


end  result,  the  30  kids  Plotz  ultimately 
interviewed.  Plotz  offers  no  data  on  I.< 
but  those  in  his  unscientific  sample 
ranged  from  exceptionally  bright  to 
unexceptional.  Most  of  the  ones  he  he 
from  had  divorced  parents  and  were 
estranged  from  their  legal  fathers.  Th 


Ut 


>r  their  mothers  thought  that  by  tracking 
lown  the  donors,  they  would  find  living, 
aring  "dads."  It  was  not  to  be. 

The  central  focus  of  the  book  is  a 
'irectionless  young  man,  Tom,  who  felt 
as  life  would  have  meaning  once  he 
ound  his  "real"  father.  But  the  donor, 
eremy,  turned  out  to  be  a  man  to  whom 
io  one  would  want  to  be  related— 
nough  many  are.  He  had  a  medical 
egree  but  was  far  from  a  genius,  and  he 
ved  in  a  run-down  house  he  shared 
dth  drug  dealers.  Jeremy  had  eagerly 
onated  to  the  Nobel  sperm  bank,  and 
pawned  many,  many  children  with 
arious  wives,  because  he  wanted  to 
pread  his  seed  as  far  as  possible.  He 
elieved  his  genetic  gifts  were  enough  of 
contribution  for  any  child— he  didn't 
tave  to  do  any  parenting. 

This  led  Plotz  to  a  realization  that 


shouldn't  have  been  so  surprising:  The 
personalities  of  the  kids  were  clearly 
shaped  most  by  the  ambitious,  driven 
moms  who  were  their  main  caregivers. 
"Maybe  the  mothers  were  the  ones  who 
mattered  after  all,"  Plotz  writes. 

Plotz  is  a  good  writer,  and  he  has  a 
fascinating  story  to  tell.  But  it  is 
regrettable  that  he  doesn't  dismiss  the 
idea  of  genetic  superkids  until  the 
book's  end.  There,  we  get  a  refutation  of 
the  notion  from  Doron  Blake,  the  only 
one  of  the  sperm-bank  kids  to  be 
publicly  identified.  "Genes  have  never 
been  important  to  me,"  says  Blake. 
"What  makes  a  person  is  being  raised  in 
a  loving  family  with  loving  parents." 
That's  the  book's  take-home  message— 
and  one  that  parents  bent  on  creating 
little  geniuses  would  do  well  to  heed.  ■ 
-By  Catherine  Arnst 
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rIE  PRISON  ANGEL 

lother  Antonia's  Journey  from  Beverly 
ills  to  a  Life  of  Service  in  a  Mexican  Jail 

/  Mary  Jordan  and  Kevin  Sullivan;  Penguin 
ess;  237pp;  $24.95 


So  far  this  year  more  than 
i  )0  people  have  died  in 

olent  incidents  along  the 

lexican  side  of  the  U.S. 

)rder.  Most  were  victims  of 

ittles  among  traffickers  who 

andle  most  of  the  cocaine 

id  methamphetamine 
1  itering  the  U.S.  While  the 
i  rutality  is  shocking,  such 
1  image  has  been  around  for  years:  In 
<>98,  at  a  Baja  California  ranch,  17 

embers  of  a  single  family  involved  in 
mall-time  drug  smuggling  were  shot, 

)parently  by  thugs  from  a  major  cartel. 

nly  two  adolescent  cousins  survived.  In 

e  hospital,  an  American  nun,  Mother 

itonia,  comforted  the  traumatized 
truths  for  a  month  until  they  were  able 

give  details  about  the  killers.  She  also 
(kited  the  10  men  accused  of  the 

Uings  in  jail,  urging  repentance. 
In  27  years  of  ministering  to  inmates 

Tijuana's  roughest  prison,  La  Mesa, 

other  Antonia  has  prayed  with  the 
i!  ost  hardened  criminals.  In  The  Prison 


;el 


Angel,  Washington  Post  correspondents 
Mary  Jordan  and  Kevin  Sullivan 
describe  her  spiritual  journey.  After  two 
failed  marriages,  the  diminutive  Beverly 
Hills  socialite  Mary  Clarke  became  a 
nun  in  the  late  1970s.  Perceiving  a  huge 
need,  she  moved  into  the  Mexican 
prison  where  she  has  lived  ever  since. 
The  Prison  Angel's  account  of  her  quest 
may  exude  too  much  piety  for  some 

readers,  but  rt?s  an  effective  way 
of  getting  at  the  human  side  of 
Mexico's  broken  justice  system. 

The  book  describes  the 
horrific  prison  conditions  in 
Mexico,  where  lowly  inmates 
must  pay  for  everything  from 
toilet  paper  to  water  while 
wealthy  criminals  order  in 
prostitutes  and  restaurant 
meals.  Mexico's  courts  are 
stacked  against  the  poor,  who  are  jailed 
for  years  on  minor  offenses.  Those  with 
lawyers  or  connections  often  go  free. 
Over  the  years  conditions  have  improved 
only  slightly. 

Drug-related  corruption  is  widespread 
among  police,  the  army,  judges,  and 
politicians.  Mother  Antonia,  now  79,  is 
repulsed  by  this  "terrible  world  of 
darkness."  But  she  insists  on  ministering 
to  the  convicts,  hoping  they  will  reform— 
or  at  least  repent.  Her  extraordinary 
story  offers  insight  into  the  conditions 
that  suck  Mexicans  into  the  dirty 
business  of  dealing  drugs.  ■ 

-By  Geri  Smith 
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BY  GLENN  HUBBARD 


CAFTA:  A  Win-Win  Case 

President  George  W.  Bush  is  pressing  Congress  to  ratify  the  Central 
American-Dominican  Republic  Free  Trade  Agreement  (CAFTA).  The 
agreement  between  the  U.S.  and  Costa  Rica,  the  Dominican  Republic,  El 
Salvador,  Guatemala,  Honduras,  and  Nicaragua  faces  a  skeptical  Congres) 
But  legislators  should  send  CAFTA  legislation  to  the  President  for  his 


signature  for  a  simple  reason:  It  will  improve  economic 
conditions  in  Central  America— and  in  the  U.S. 

The  economic  case  for  CAFTA  is  compelling.  First,  the  level 
playing  field  created  by  the  pact  would  benefit  U.S.  consumers 
and  businesses.  Currently  about  80%  of  Central  American 
products  enter  the  U.S.  duty-free.  CAFTA  would  provide  some 
balance  with  reciprocal  treatment  for  U.S.  goods  and 
agricultural  exports,  and  all  tariffs  on  U.S.  goods  would  be 
eliminated  over  time.  CAFTA  would  also  require  increased 
transparency  in  corporate  governance,  legal  systems,  and  due 
process  in  the  region,  strengthening  the  local  economies.  For 
U.S.  business,  the  newly  expanded  access  to  the  region  would 
benefit  companies  in  financial  services,  telecommunications, 
entertainment,  and  computer  services.  CAFTA, 
moreover,  would  create  jobs  in  Central  America 
and  make  the  region's  economies  more 
competitive  with  Asian  nations. 

Critics  of  CAFTA  claim  that  the  pact— patterned 
after  the  North  American  Free  Trade  Agreement 
(NAFTA)— will  lead  to  losses  of  jobs  and 
production  in  the  U.S.  But  experience  suggests 
otherwise  as  access  to  foreign  markets  allows  U.S. 
producers  to  expand  exports— and  hiring.  Under 
NAFTA,  for  example,  Mexico  eliminated  tariffs  on 
light  trucks.  U.S.  exports  of  motor  vehicles  to 
Mexico  increased  more  than  sixfold  from  the  five 
years  preceding  NAFTA  to  the  five  years  after 
NAFTA  took  effect.  Some  U.S.  labor  leaders  have  also  voiced 
concern  about  working  conditions  in  Central  America.  They 
can  be  improved.  But  enforcing  the  region's  existing  laws  and 
opening  markets,  which  can  lead  to  higher  wages,  are  the 
fastest  route  to  improving  workers'  lots. 

IT'S  THE  U.S.  SUGAR  INDUSTRY-legendary  for  its  brazenness 
in  seeking  government  protections— that  has  mounted  the 
most  vociferous  attack  on  CAFTA.  While  U.S.  agriculture  relies 
increasingly  on  foreign  markets,  sugar  suppliers  distance 
themselves  from  overseas  competition  by  leaning  on  a  quota 
system  that  boosts  sugar  prices  for  U.S.  consumers  by  about 
$2  billion  annually,  according  to  the  Government 
Accountability  Office.  Apparently,  even  the  1%  increase  in 
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sugar  imports  from  Central  America  to  be  allowed  under 
CAFTA  is  too  much  for  powerful  U.S.  sugar  interests. 

There  are  foreign  policy  reasons  to  favor  the  CAFTA  acco 
Since  the  1970s,  CAFTA  nations  have  moved  toward  market 
economies  and  democracy,  becoming  commercial  and  poli 
allies  of  the  U.S.  CAFTA's  boost  to  economic  growth  and 
incomes  in  Central  America  would  further  bolster  support  f 
free  markets  and  democratic  institutions.  Such  logic  has 
shaped  U.S.  policy  for  more  than  two  decades,  starting  with 
President  Ronald  Reagan's  1983  Caribbean  Basin  Initiative 
which  was  expanded  in  2000  under  President  Bill  Clinton. 
This  commitment's  credibility  would  be  bolstered  by  the 
success  of  CAFTA.  Conversely,  failure  to  ratify  CAFTA  will 
undermine  U.S.  influence  in  the  region. 
A  CAFTA  failure  also  could  slow  the 
momentum  of  trade  initiatives  far  beyond  Cen 
America.  A  broader  Latin  American  trade  deal 
incorporating  Argentina,  Brazil,  and  the  regiorj 
other  efficient  food  producers  depends  on 
CAFTA's  passage.  In  a  region  in  which  public 
support  for  free-market  policies  is  slipping  anc 
which  attention  is  being  focused  on  Venezuela 
President  Hugo  Chavez'  leftist  alternative  moi 
the  need  to  deepen  trade  ties  to  the  U.S.  is  cru 
economically— and  politically.  Besides,  if  the  U 
can't  conclude  a  trade  agreement  so  strongly  ii 
its  interest  with  six  nations  historically  bound 
the  U.S.  in  its  own  hemisphere,  what's  the  likelihood  of 
completing  the  far  more  crucial  Doha  round  at  the  World 
Trade  Organization? 

That's  why  U.S.  business  should  stand  united  in  support 
CAFTA  and  free  trade.  Congress  must  address  the  tough 
competitive  challenges  facing  American  business  and  worl 
by  tackling  corporate  tax,  tort,  and  health-care  reforms.  Bu 
guaranteeing  the  benefits  of  CAFTA  by  swallowing  an 
additional  spoonful  of  imported  Central  American  sugar  p< 
American  per  week  should  be  an  easy  call.  ■ 

Glenn  Hubbard  is  dean  of  Columbia  Business  School.  He 
chaired  the  Council  of  Economic  Advisers  from  February,  200 
to  March,  2003.  (rghl@columbia.edu) 
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someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstacles  each 
try  day.  The  National  Organization  on  Disability's  CEO  Council  (listed  at  www.nod.org/ceoad.html)  vigorously 
ss  hiring  people  with  disabilities.  As  leaders  of  the  corporate  world,  CEO  Council  members  know  it's  not  just 

d  thing  to  do,  it's  good  business. 

thanks  BusinessWeek  for  helping  us  salute  our  CEO  Council  and  urges  others  to  join  the  cause.  Please  send 
comments  or  tax-deductible  contributions  to  910  16th  Street  NW,  Washington,  OC  20006,  or  visit  us  on 
le  web  at  www.nod.org. 
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It's  Time  to  Protect 
The  Pentagon  from  Itself 


THE  HOUSE  OF  Represen- 
tatives certainly  made  head- 
lines this  week  when  it  passed 
a  contentious  $409  billion 
defense  appropriations  bill. 
But  a  far  more  significant  battle  over  the 
future  of  defense  spending  is  still  taking 
place  under  the  radar  in  Washington  as 
part  of  the  broad  review  of  Pentagon 
procurement  policies  due  to  be 

completed  next  month.  With  88  major  weapons  systems 
currently  under  development  or  in  production  at  the 
astounding  cost  of  $1.5  trillion,  the  stakes  are  high.  And  with 
so  many  divergent  interests  at  play  among  politicians,  the 
military,  defense  contractors,  and  taxpayers,  it's  easy  to  see 
how  infighting  and  stalemate  could  protect  the  status  quo. 

That  would  be  a  mistake.  Even  Pentagon  insiders  admit  that 
this  is  a  broken  system,  hobbled  by  its  lack  of  discipline  and 
staggering  under  the  financial  weight  of  pursuing  so  many 
unfeasible  or  unfocused  programs.  With  simultaneous  military 
operations  in  Iraq  and  Afghanistan  commanding  their 
attention,  Pentagon  leaders  paid  too  little  attention  to  our 
ailing  weapons-buying  procedures.  But  now  the  escalation  of 
defense  spending— at  present,  roughly  a  quarter  of  the  federal 
budget— caused  in  part  by  those  two  campaigns  is  forcing 
some  hard  financial  choices  on  the  Pentagon  and  its  pork- 
barrel-oriented  overseers  in  Congress  and  the  White  House. 
And  the  defense  procurement  review,  due  to  be  completed  by 
early  July,  will  be  key  in  Washington's  crafting  of  a  smarter 
blueprint  for  buying  America's  weapons. 

First,  the  review  must  push  the  Pentagon  to  eschew  techno- 
overload  and  more  closely  align  the  types  of  weapons  that  it 
buys  with  the  new  threats  it  faces  and  what  is  technically  and 
fiscally  feasible.  In  an  era  when  none  of  our  currently  identified 
foes  can  match  U.S.  technology  in  major  weapons  systems  such 
as  fighter  aircraft  or  stealth  systems,  some  military  planners 
seem  obsessed  with  adding  untested  and  expensive  features  to 
those  areas  where  America  is  already  state-of-the-art.  For 
example,  the  Cold  War  is  over  and  the  U.  S.  hasn't  engaged  in 
large-scale,  dogfight-oriented  warfare  since  the  Korean  conflict 
50  years  ago.  Yet  the  Pentagon  wants  to  spend  $362  billion  on 
new  fighter  aircraft.  That  looks  fiscally  irresponsible  at  a  time 
when  America  can't  get  enough  armor  on  its  Humvees  to 
protect  soldiers  fighting  in  today's  gritty  land-based  conflicts. 

104  !  BusinessWeek     July  4.  2005 


Next,  the  Pentagon  has  to  kick  its  longtime  habit  of 
requiring  that  contractors  use  technologies  that  are  not  yet 
ready  for  prime  time— a  sure  recipe  for  contract  delays  and 
budget  overruns.  The  Pentagon's  tradition  of  crossing  its 
fingers  as  it  signs  its  procurement  checks  would  be  excusabl I 
such  cutting-edge  work  were  confined  to  targeted  or  demon] 
stration  projects.  But,  armed  with  a  budget  of  nearly  a  half- 
trillion  dollars  and  enabled  by  a  Congress  all  too  eager  to  splu| 
on  high-tech  weaponry  during  wartime,  the  Pentagon  too  i 
does  things  small  or  frugally  (page  78).  For  example,  the  Go] 
eminent  Accountability  Office  considers  52  of  the  53  tech- 
nologies included  in  the  U.S.  Army's  Future  Combat  Syster 
modernization  program  are  considered  "not  mature,"  which 
means  there's  no  way  of  knowing  yet  if  they'll  work  as  pla 
Boeing  disputes  that  finding.  Could  that  be  one  of  the  reasorl 
that  the  Future  Combat  Systems  project  is  now  expected  to  cl 
up  to  $108  billion,  almost  40%  greater  than  original  estimatl 
Lastly,  the  procurement  review  should  consider  new  wayn 
give  contractors  more  economic  incentives  to  flag  impracticj 

contracts  during  the  bidding 
phase.  This  is  particularly  trie  ] 
because  defense  contracting 
doesn't  follow  normal  market  | 
rules.  There's  usually  only  a 
single  customer  for  a 
sophisticated  weapon. 
Contractors  don't  assume  hi 
research  and  development  rislj 
on  their  own.  Most  weapons  i 
produced  in  volumes  too  sma 
profitably  support  multiple 
^^^^^^^^  competitors.  And  political 

realities  put  caps  on  the  ret 
that  defense  contractors  can  make.  That's  why  most  weapor 
development  contracts  are  "cost-plus"  agreements. 
Contractors'  profit  margins  can  shrink,  but  with  their  costs 
covered,  their  risk  is  limited  even  if  they  bid  on  contracts  tlu| 
they  know  are  financially  or  technically  unsound. 

That  system  keeps  contractors  from  exerting  more  marke 
discipline  on  the  procurement  process— and  leaves  taxpayer 
shouldering  the  overruns.  So  at  the  very  least,  the  procureml 
review  should  more  closely  link  the  interests  of  contractors  ;| 
taxpayers,  perhaps  by  awarding  better  bonuses  or  higher  pr 
margins  to  contractors  who,  in  effect,  shield  the  Pentagon  fill 
its  own  specification  mistakes  or  technology  excesses  early  i[ 
the  contracting  phase.  Indeed,  adding  even  a  small  dose  of 
business  reality  to  the  process  could  not  only  bolster  the 
Pentagon's  tight  finances  but  also  strengthen  the  defense 
industry.  Now  that's  a  battle  worth  fighting. 
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Toshiba  recommends  Microsoft®  Windows®  XP  Professional. 


Satellite 

Smart  notebooks  for  every  budget. 
Starting  at  $799 

Tecra® __ 

The  reliability  business  demands. 
Starting  at  $999 

Portege® 

Thin,  light  and  powerful. 
Starting  at  $1,599 

Qosmio™ 

Notebook,  TV,  DVR  and  stereo  in  one. 
Starting  at  $1,799 

libretto® 

Power  of  a  desktop  in  the  palm  of  your  hand. 
Starting  at  $2,099 

ToshibaByDesign.com/ultra 
1.800.T0SHIBA 

Portege®  R200 

Style  and  performance  come  together 
in  an  elegant  ultra  portable. 


Intel    Pentium    M  Processor  Ultra  Low  Voltage  753 
for  faster  execution  of  instructions  at  lower  power 

Microsoft    Windows'  XP  Professional 

Toshiba  EasyGuard  "  enhancements  for  increased 
mobile  security,  system  integrity,  network  connectivity 
and  overall  ease  of  use 


Starting  at  $2,099 


Toshiba 
Notebook  PC 

Since  1985 


pentium 


Magnesium  alloy  chassis 

Exterior  casework  material  used  in  aerospace 
manufacturing  maximizes  durability  without 
adding  unnecessary  weight. 


60GB  hard  drive3 

Toshiba  micro-engineering 
fits  60GB  of  data  in  a  tiny 
1.8-inch  drive. 


Thin.  Light. 
Goes  for  hours. 

Toshiba  is  always  striving  to  make  notebooks  smaller,  thinner, 
lighter  —  without  compromising  functionality.  The  Portege"  R200 
is  the  latest  result  of  that  philosophy.  Its  sleek  chassis  is  built 
from  materials  similar  to  those  used  in  fighter  jets.  And  starting 
at  2.68  lbs.1  and  just  over  half  an  inch  thin,  it  still  has  enough 
battery  life  to  last  up  to  five  hours.2  Portability  plus  performance. 
Size  plus  stamina.  That's  360'  innovation.  That's  Toshiba. 

Where  can  innovation  take  you? 
ToshibaByDesign.com/ultra 


Hard  drive 
protection4 

3D  accelerometer 
detects  free  falls 
and  quickly 
prepares  the  hard 
drive  for  impact 
to  help  protect 
your  data. 


Fingerprint  reader 

Embedded  biometric  sensor 
helps  prevent  unauthorized 
access  for  better  security. 


Up  to  five  hours  of  battery  life2 

Proprietary  battery  design  and  low-voltage 
processor  optimizes  battery  efficiency. 


Innovation 


diaries  in  the  United  States  and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of 
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We're  inspired  by  the  human  side  of  data.  His  next  big  breakthrough,  a  masterful 
client  presentation,  even  an  e-mail  rant  on  Italian  coffee,  are  all  stored  as  data. 
That's  why  over  half  of  the  FORTUNE  100  use  Hitachi  storage  technologies  to 
protect  their  data,  and  his  opinions.  From  the  smallest  Microdrive"  to  the  largest 
SAN  solution,  Data  Storage  from  Hitachi. 
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An  impressive  305  horsepower.  A  powerful  5.6-liter  V8  engine.  And  of  course,  a  9,100-pound  maximum  towing  capacity.*  It's  fair  to  s 
your  kids  will  have  plenty  to  brag  about.  For  information  on  the  8-passenger  Nissan  Armada,  call  800-NISSAN3  or  visit  NissanUSA.cc 
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fcymooi.  bHIFT_  taglme  and  Nissan  model  names  are  Nissan  trademarks.  Tread  Lightly"  Please.  Always  wear  your  seat  belt,  and  please  don't  drink  and  dnve.  C  2004  Nissan  North  America.  Inc. 
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Special  Report:  Last-Minute 
Summer  Getaways 

Uh  oh,  it's  already  July,  and  you 
still  don't  have  your  vacation 
planned  for  this  summer?  No 
sweat.  We've  put  together  six 
trips  that  remain  quite  possible 
to  book  and  promise  to  be 
memorable.  And  just  as  good: 
They're  all  meant  to  be  enjoyed 
on  a  limited  budget.  From  seaside 
camping  to  Wild  West  shoot-'em- 
ups  to  a  China  journey  and  beyond, 
there's  something  for  everyone. 
Plus:  A  slide  show  tour  of 
trips  for  tardy  planners 

Time  to  Try  the 
Get-Rich  Slow  Scheme 

The  pressure  to  "keep  up  with  the  Joneses"  is 
stronger  than  ever.  But  it's  a  lot  easier  to  gain— 
and  keep— wealth  by  building  it  at  a  measured 
pace.  Here  are  some  simple  ways  of  doing  so 

Mortgage  Bankers  Are 
Desperate  to  Lend 

Refinancing  volume  has  tumbled,  as  has  profitability, 
so  these  lenders  are  offering  increasingly  sweet 
deals  in  a  mad  scramble  for  market  share 


P 


Now  Hear  This:  Our 
Technology  &  You  Podcast 

Tips  from  Steve  Wildstrom,  BusinessWeek 's  Tech  &  You 
columnist,  are  available  every  Thursday  via  podcast. 
Download  any  time— or  subscribe  for  automatic  up- 
dates. Then  listen  on  your  PC  or  digital  music  player 


BusinessWeek  tv 


Tine  in  Ibis  Weekend  for 

I  Remodeling  your  basement  I  Great  wines  that  come  with  a  spout 
Find  program  dates  and  times  in  your  area  at  www.  boanessweekhjai 


10  I  BusinessWeek  I  July  11.  2005 


meet  the  CEO  of 


In  her  company,  sound  financial  advice  is  something  to  bank  on. 


advice  and  guidance 


Business  Performance  on  an  entirely  new  scale.  A  360- 
degree  view  gives  her  an  uncanny  ability  to  match  the  right  financial 
tools  to  every  client.  Enhancing  her  clients'  portfolios,  she  improves 
her  own  bottom  line.  Thanks  to  the  world's  only  integrated  business 
intelligence  platform.  It's  total  win-win. 


Business  Objects 


i  logo  Is  a  trademark  of  Business  Objects  SA.  ©  2005  Business  Objects  SA.  All  rights  reserved. 


IT  FITS  JUST  ABOU 


HBftVj:ia3; 


A 


LAST.    A    S2  :  99    ALTERNATIVE    TO    THE    STANDARD    COPIER. 

1  The  new  HP  LaserJet  4345mfp  series  is  designed  to  streamline  your  schedule,  workload  and  budget. 
]  Powerful,  multifunctional  and  network  ready,  it  delivers  a  200,000-page  duty  cycle  per  month, 


SAVE  $249 
INSTANTLY 


Like  getting  free 
fax  mode  on 
select  models? 


HP  LaserJet  4345mfp  series 


rapid  45  ppm  monochrome  output  and  a  choice  of  finishing  options.  Best  of  all,  its  small  footprint 
and  $2,599  sorting  price  fit  both  tight  corners  and  budgets.  Make  your  savings  multifunctional 
with  the  HP  Laserjet  4345mfp  series.  The  latest  innovation  from  HP  Smart  Office  Solutions. 

CALL  800-888-3370  CLICK  hp.com/smb/mfp   CONTACT  an  HP  reseller 


1 .  Product  shown  is  the  HP  LaserJet  4345xs 

All  images  simulated.  2.  S249  instant  rebate  valid  betwee 
conditions,  go  to  www.hp.com'go/mfppromotions6  Offers 
include  applicable  state  and  local  sales  taxes  or  shipping  ct 


riced  at  $4,450. 

^5  and  7/31/05  and  not  available  on  the  HP  LaserJet  4345mfp  base  model.  For  a  limited  time  only,  for  offer  terms  ai 
)le  from  HP  Direct  and  participating  HP  resellers  only.  All  prices  are  HP  Direct  prices,  are  subject  to  change  and  do  r ' 
eseller  and  retailer  prices  may  vary.  ©  2005  Hewlett-Packard  Development  Company.  L.P. 


"As  for  evidence,  I 
wanted  something 
in  black  and  white, 
something  like 
fingerprints." 

-A  juror  explaining  why  he  voted 

to  acquit  former  HealthSouth 

CEO  Richard  Scrushy  (page  34) 


)ITED  BY  DAN  BEUCKE 
EGAL  EAGLES 

UINGIS 
UCH  SWEET 
EVENGE 

ME  IN  SILICON  VALLEY  can 

irdly  contain  their  glee  over 
e  possibility  of  getting 
yback  against  the  king  of 
areholder  lawsuits.  A 
ieral  probe  involving  the 
w  firm  Milberg  Weiss 
ishad  &  Schulman  may 
timately  pull  in  William 
rach,  a  onetime  partner 
lio  left  a  year  ago  to  start 
js  own  firm.  No  charges 
>ve  been  levied 
;ainst  Milberg 
feiss  or  Lerach, 
rt  on  June  23 
ymour  Lazar,  a 
untiff  on  mul- 
)le  cases 
ought  by  the 
m,  was  indicted 
'a  grand  jury. 
The  indictment, 
aich  does  not 
ention  Milberg 
eiss  or  Lerach, 
eges  that  Lazar 
is  improperly 
tid  for  working 
ith  an  undis- 
ssed  firm  so  it  could 
lickly  file  suits.  Many  of  the 
ises  cited  were  brought  in 
difornia  courts,  which 
ere  typically  handled  by 
orach's  San  Diego 
Jeration.  Given  Lerach's 
otroversial  reputation, 
any  think  he  must  be  a  key 
cus  of  the  probe.  Says  one 
curities  lawyer:  "He's  a 
gh-profile  guy,  and  he  has 
ade  a  lot  of  enemies." 
Lerach  has  long  been  the 


LERACH  His  former 
law  firm  is  under 
investigation  for 
improper  payments 


scourge  of  tech  execs.  To  be 
sure,  plenty  of  his  cases  were 
valid,  justifying  Lerach's 
claims  that  he  defended 
shareholders  against  fraud 
and  insider  trading.  But  on 
many  occasions,  say  execs, 
Lerach  was  preying  on  com- 
panies that  happened  to  have 
volatile  stocks  by  squeezing 
them  for  juicy  settlements. 

Almost  as  irksome  was  his 
attitude.  Once,  after  speaking 
out  against  Lerach  on  a 
national  news  show,  Seagate 
Technology's  then-CEO  Alan 
Shugart  got  a  letter  including 
Lerach's  business  card,  on 
which  he  had  scrawled: 

"Dear  Al— There's 
more  coming." 

The  feds  won't 
confirm  that  Ler- 
ach is  even  a  tar- 
get of  the  probe. 
His  firm  declined 
to  comment.  Mil- 
berg Weiss  said  it 
was  cooperating, 
but  said  the  in- 
vestigation "un- 
fairly implicates 
the  firm"  in 
"baseless"  allega- 
tions. Meanwhile, 
some  Valley  execs 
are  mulling  their 
legal  options  against  Lerach. 
"I'd  love  to  sue  him,"  says 
one  CEO.  Getting  any  money 
back  would  be  a  long  shot, 
say  securities  lawyers.  That 
doesn't  mean  no  one  will  try. 
"Most  companies  wouldn't 
bother,  but  there  are  going  to 
be  some  very  angry  people 
out  there,"  says  Bruce  Vanyo, 
a  partner  at  Wilson  Sonsini 
Goodrich  &  Rosati.  For 
Lerach's  victims,  "this  is  very 
personal."         -Peter  Burrows 


WEB  WATCH 

Spear-Phishers 
Are  Sneaking  In 

THE  LATEST  TWIST  in  cyber-tricks:  "spear-phishing."  Old-style 
phishing  e-mails,  purportedly  from  eBay  or  banks,  were  blunt 
and  obvious  compared  with  spear  phish,  which  appear  to 
originate  within  your  company.  Whereas  phish  are  blasted  out 
to  millions,  spear  phish  are  highly  targeted.  That  makes  the 
new  threat  "far  more  sinister,"  says  Mark  Sunner  of  British 
e-mail  security  outfit  MessageLabs,  whose  filters  nabbed 
612,408  spear  phish  in  June,  up  from  just  56  in  January. 

Spear  phish  often  appear  to  be  sent  by  reps  from  the  human 
resources  or  info-tech  department.  MessageLabs  provided  four 
versions  of  a  June  15  attack  on  an  unnamed  company,  in  which 
e-mail  signed  "Security  Department  Assistant"  asked  a  worker 
to  update  his  user  name  and  password,  or  risk  suspension.  If 
successful,  hackers  gain  access  to  secure  networks.  In  another 
case,  the  MyTob  virus,  hidden  in  a  spear  phish,  asked  users  to 
click  a  link.  Then  it  dropped  in  spyware  to  steal  data.  In  May, 
Israeli  officials  busted  several  companies  that  used  e-mail  with 
attachments  disguised  as  vendor  queries  to  download  spyware, 
then  gather  intelligence  on  rivals.  Workers,  beware:  That  e-mail 
isn't  coming  from  inside  the  company!  -Brian  Grow 
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RAG  TRADE 

JAPAN'S 
UNIQLO  HITS 
THEGAP 

WILL  THE  U.S.  craze  for 
Japanese  culture  extend  to  a 
Gap  wannabe?  Uniqlo,  a 
retailing  giant  with  680 
stores  in  Asia  and  Britain, 
plans  to  open  its  first  three 
U.S.  oudets  this  fall  in  New 
Jersey  malls.  A  household 
name  in  Japan,  Uniqlo  hopes 

VOX  POPULI 

JUST  PLAIN 
TOM,  DICK, 
AND  MARY 

FLUMMOXED  OVER  how  to  greet 
the  CEO  in  the  elevator?  Not  if 
you  work  at  UPS  or  Kimberly- 
Clark.  They  are  among  those 
that  insist  on  first  names  from 
the  bottom  of  the  ladder  on 
up— and  put  it  in  writing.  The 
UPS  handbook  states:  "Using 
first  names  helps  to  generate 
a  friendly  and  informal 
atmosphere."  Says  Kimberly's 
Web  site:  "Kimberly-Clark 
people  don't  stand  on  rank." 
David  Morand,  a  manage- 
ment professor  at  Penn  State 
at  Harrisburg,  says  such  pol- 
icies can  boost  morale.  Tell 
that  to  the  boss  the  next  time 
you  have  a  chance. 

-Elizabeth  Woyke 


to  woo  Americans 
with  quality  mat- 
erials such  as 
Egyptian  cotton  and 
ring-spun  denim, 
quantity  (108  colors 
and  designs  of 
cashmere  sweaters), 
and  modest  prices— 
mostly  from  $29 
to  $40. 

That  low-key 
approach  contrasts 
with  the  bold 
ambitions  of 
Uniqlo's  execs.  Chairman  and 
CEO  Tadashi  Yanai's  goal  is 
to  triple  sales,  to  $10  billion, 
and  become  the  world's  No.  1 
casual  apparel  company  by 
2010.  But  Gap,  the  current 
leading  specialty  retailer, 
with  more  than  3,000  stores 
and  $16  billion  in  revenue, 
isn't  sweating  just  yet.  In  fact, 
the  chain  will  open  its  first 
three  Banana  Republic  stores 
in  Tokyo  at  about  the  same 
time  Uniqlo  launches  here. 
Stand  back  and  watch  the 
fleece  fry.       -Elizabeth  Woyke 


COME  UNDER  MY  ROOF 

MEGACHURCH  Houston's  Compaq  Center  ha 
hosted  the  NBA  finals  and  concerts  by  the  R<  - 
ling  Stones.  But  on  July  16,  it  will  be  "born  ag 
as  the  new  home  of  Lakewood  Church-the 
largest  in  the  U.S.  Pastor  Joel  Osteen  will  deli  i 
sermons  to  a  sanctuary  seating  16,000  from 
stage  flanked  by  30-foot  waterfalls,  massive 
high-definition  screens,  and  a  250-voice  cho 
So  far,  Lakewood  has  paid  only  about  $45 
million  of  the  $92  million  renovation  costs.  Sfc 
its  30-year  lease  bars  events  like  concerts  th; 
compete  with  nearby  Toyota  Center,  Lakewoc 
must  fill  the  gap  witn  donations.  That  should 
be  difficult  for  a  church  whose  yearly  revenue 
already  top  $50  million.       -William  Symc 
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Competing  with  other  companies  really 
means  competing  with  their  supply 
chains.  So  where  do  you  find  an  edge? 


■ 


fie 


F^. 


tattei  how  carefully  you  plan,  there  will  still 
nforeseen  event  to  change  the  picture 
iffect  the  movement  of  your  goods.  Clearly, 
nore  flexible  your  supply  chain,  the  greater 
dge  you  can  have  over  competitors  who  can't 
I  Which  is  why  you  should  go  with  UPS. 

ever  your  products  are  in  the  supply  chain, 
an  help  monitor  their  progress  and  provide 
vith  options  to  meet  unexpected  disruptions 
langes  in  deadlines. 

a  problem  with  a  major  supplier. 


We  can  help  you  move  raw  materials  and  open 
distribution  channels  to  other  plants.  Or  another 
country.  Or  what  if  a  major  customer  suddenly 
needs  an  order  much  faster  than  anticipated? 
We  can  quickly  deploy  our  vast  and  varied 
transportation  network  to  speed  your  goods 
to  market,  regardless  of  capacity. 

Every  day,  our  global  experience  and  reach  can 
give  you  greater  flexibility  in  your  company's 
supply  chain.  To  outmaneuver  your  competition 

UPS.com/supplychain  1  -800-742-5727 
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FACE  TIME 

CAROLYN 
BIVENS 


THE  LADIES 
FINALLY 
GET  A  LADY 

When  Carolyn  Vesper  Bivens 
turned  40,  fellow  staffers  at 
USA  Today's  marketing  de- 
partment toasted  her  with  a 
spoof  proclaiming  her  com- 
missioner of  the  Ladies  Pro- 
fessional Golf  Assn.  "Dreams 
come  true,"  says  Bivens,  now 
52,  who  was  named  to  the 
position  on  June  16.  As  the 
first  female  commissioner  of 
the  55-year-old  league, 
Bivens  is  taking  over  during 
an  upswing  for  women's  golf. 
TV  viewership  has  risen  26% 
in  the  past  four  years,  spurred 
by  the  popularity  of  superstar 
Annika  Sorenstam.  Bivens 
will  try  to  build  on  that  with  a 
new  brand  campaign,  "These 
Girls  Rock,"  focusing  on 
young  stars  such  as  Paula 
Creamer,  Cristie  Kerr,  and 
Birdie  Kim,  whose  dramatic, 
18th-hole  shot  won  the  U.S. 
Women's  Open. 

Bivens  first  picked  up 
clubs  at  23  as  a  way  to 
network.  Her  marketing 
prowess  was  established  as 
president  of  Interpublic 
Group's  Initiative  Media  North 
America.  From  now  on,  she'll 
be  playing  the  game-and 
selling  it.         -JessiHempel 
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PRODUCT  PEEK 

READY  TO  PAY? 
GIVE  THEM 
YOUR  PAW 

FORGOT  YOUR  WALLET?  Just 
pay  with  your  finger.  San 
Francisco  startup  Pay  By 
Touch  is  bringing  fingerprint 
scanning  to  supermarkets.  Its 
devices  scan  a  shopper's 
finger  and  translate  40  "data 
points"  into  an  algorithm, 
linking  to  bank  or  credit-card 
accounts.  Scanners  are  being 
tested  at  about  200  stores, 
including  Albertson's  in 
Portland,  Ore.,  Piggly  Wiggly 
in  Georgia  and  South 
Carolina,  and  Cub  Foods  in 
Minnesota.  John  Morris,  a 
23-year  IBM  vet  who  became 
Pay  By  Touch  president  in 
May,  says  he'll  target  big-box 
retailers,  convenience  stores, 
and  fast-food  chains,  too. 
"There's  no  fumble  factor  for 
the  wallet,"  says  Morris. 
Merchants  have  a  big 


FAST  SCAN     incentive  to  sign 
A  touch         up:  Each  finger 
ofcash  transaction 

^^m  linking  to  a 

checking  account  costs  about 
12$  to  process,  vs.  an  average 
40<t  for  a  bank  debit  card  and 
70$  for  credit  cards.  That's 
because  Pay  By  Touch  uses 
Automated  Clearing  House 
(ACH),  which  mostly 
transmits  payroll  direct 
deposits.  A  Visa  spokesman 


says  one  drawback  for  mer  j 
chants  is  that  ACH  trans- 
actions don't  clear  instanth 
Still,  fees  paid  to  banks  by 
MasterCard  and  Visa  have 
soared  by  19%  to  $20  billic 
since  1998,  says  Morgan 
Stanley  analyst  Kenneth 
Posner.  Merchants,  who  art) 
fighting  in  court  to  lower 
those  fees,  would  be  more 
than  happy  to  flick  them  avl 
-Mara  Der  Hovan&X 


LESS  FRIENDLY  SKIES 

CHEAP  SEATS  As  traditional  airlines  cut  costs  to  compete  with 
discounters,  some  previously  free  amenities  are  the  first  budget  items) 
to  go.  Here's  how  some  of  the  largest  carriers  compare  on  tourist-class 
items  that  were  once  standard  fare: 


'•-■ 


AIRLINE 


PILLOW 


MEAL 


HEADSETS 


AMERICAN 


NO 


S3-S5 


§2 


COKTINENTAL 


YES 


$5. 


DELTA 


NORTHWEST 


UNITED 


NO 


NO 


NO 


$S 


52 


US  AIRWAYS 


NO 


55 


$3 


*  * 


S5-S7 


$5 


*  Free  if  you  check  in  online    "Hawaiionly        Data:  Airline  compe 


16  I  BusinessWeek  I  July  11.  2005 


>  With  Sprint,  wireless  is  beautiful. 
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Sprint 


You  can  get  more  out  of  your  technology  investment  by  making  sure  employees  have  access 
whenever  they  need  it.  No  downtime.  No  waiting  for  answers.  Now  it's  easy  to  keep  them 
connected  with  Sprint,  the  first  major  provider  of  end-to-end  managed  wireless  service.  We 
integrate  devices  with  your  network,  keep  them  running  effectively,  keep  them  secure.  We  can 
even  disable  lost  or  stolen  devices  remotely,  so  private  information  stays  that  way.  Sprint  Managed 
Mobility  ServicesSM  help  save  your  company  time  and  money.  And  when  your  people  can  spend 
more  of  their  work  time  actually  working,  your  business  is  more  productive,  powerful,  beautiful. 
With  Sprint,  business  is  beautiful/1 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IR 


©2005  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP. 
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Either  industry  learns  to 
harvest  the  talent  of  the 
Internet  masses ...  or  the 
collective  consumer  will 
put  [it]  out  of  business." 

-Sharon  Lina  Pearce 
Madrid 


MORE  TESTIMONY  TO 

THE  POWER  OF  NETWORKING 

ROBERT  D.  hop's  "The  power  of  us"  gets 
it  exactly  right  about  networking's  next 
step  ("The  Future  of  Tech,"  Special  Re- 
port, June  20).  But  he  shouldn't  worry  so 
much  about  Charles  Darwin  and  Albert 
Einstein:  They  didn't  "solo,"  either.  Plen- 
ty of  predecessors,  and  contemporaries, 
contributed  to  the  discoveries  of  those 
two,  as  both  of  them  freely  acknowledged. 
There  always  is  a  risk,  a  downside,  but  it's 
not  the  loss  of  individual  creativity's 
unique  "spark."  If  it  isn't  "genius," 
maybe  if  s  philosopher  Thomas  Kuhn's 
paradigm  shifts.  Even  better,  though, 
maybe  it's  Isaac  Asimov's  "Gee,  that's 

funny "  The  more  people  connected  by 

"the  power  of  us"  who  will  notice  and 
comment  when  things  look  a  little  "fun- 
ny" the  better,  then,  in  all  fields. 

-Jack  Kessler 
San  Francisco 

THE  IMPACT  OF  THE  NEW  Internet  or- 
der is  summed  up  in  one  sentence:  "But 
the  rewards  will  be  more  personalized 
products  and  services  that  we  don't 
merely  consume,  but  help  create."  The 
consumer  becomes  the  producer,  so  ei- 


ther industry  learns  to  harvest  the  ta 
of  the  Internet  masses  and  make  a  pi 
from  it,  or  the  collective  consumer 
put  traditional,  Industrial  Revolution 
dustry  out  of  business. 

-Sharon  Lina  Pe* 

Mat    -:: 

A  "SEA  CHANGE"  is  afoot  in  media  to  ,~ 
because  of  "the  power  of  us."  Virtual  a  K 
munities  are  forming  to  support  intei  1  r. 
tions  between  a  show's  creators  and 
atives  and  the  fans  who  love  and  folj^ ; 
them.  Nowhere  is  this  more  evident  ti 
in  Carnivale,  HBO's  magical  Depressi 
era  epic  that  was  recently  canceled  a  n 
only  two  seasons.  Fan-created  and  m 
erated  sites  on  Yahoo!  and  other  [port 
host  active  discussions  and  five  chats  v 
the  series'  creator,  Daniel  Knauf, 
many  of  its  stars.  The  model  is  the  firs 
its  kind.  This  direct  connection  was 
most  unimaginable  prior  to  the  wide-s*. 
use  of  the  Internet,  which  is  the  fun 
mental  infrastructure  for  the  power  of 

-AmyP 
Austin, '. 

REFERRING  TO  3D  semiconductors 
"More  life  for  Moore's  Law"  ("The 
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CORRECTIONS  &  CLARIFICATIONS 

"Lobbyists  are  gushing  over  this  energy  bill" 
(Washington  Outlook,  June  27)  described  a 
proposal  to  select  a  consortium  to  handle 
$2  billion  in  federal  funding  for  oil-drilling 
research.  The  proposed  consortium  will 
manage  $1.5  billion  for  research  on 
extracting  natural  gas  and  oil;  the  remaining 
$500  million  is  earmarked  for  the  National 
Energy  Technology  Laboratory. 

phe  June  27  issue  was  incorrectly  numbered 
13940  instead  of  3939. 


[re  of  Tech,"  June  20)  Adam  Aston 
ktes:  "A  more  radical  reinvention  of 
I  ips  is  on  drawing  boards,"  and  implies 
[at  3D  technology  could  be  up  to  six 
ars  away.  In  fact,  3D  semiconductors 
e  already  available.  Matrix  holds  more 
an  100  patents  for  its  3D  semiconduc- 
r  technology  and  began  shipping  high 
lumes  of  3D  memory  chips  in  July, 
f>04.  They  are  in  use  in  consumer  elec- 
[mics  made  by  companies  such  as 
[artel  and  Sharp.  A  new  product  line 
,d  additional  innovations  in  the  devel- 
•rnent  of  3D  technology  were  an- 
nmced  in  May  2005. 

-Dan  Steere 

Vice-President  for  Marketing 

Matrix  Semiconductor  Inc. 

Santa  Clara,  Calif. 

liter's  note:  Matrix  Semiconductor  is  a 

ider  in  the  development  and  commer- 

dization  of  3D  memory  chips.  The  arti- 

:'s  focus,  however,  was  on  new  methods 

improve  the  performance  of  proces- 

rs— the  complex  "brains"  that  run  a 

mputer.  Because  the  architecture  of 

ocessors  is  more  complex  than  memory, 

e  shift  to  3D  designs  is  proving  more 

allenging.   Commercially  producible 

)  processors  remain  years  away. 

»ING  eBAY'S  FEEDBACK  (FB)  system  as 
l  example  of  online  community  cooper- 
ion  success  is  totally  out  of  line.  As  a 
ven-plus-year  eBay-er,  I  am  all  too  fa- 
iliar  with  the  dreaded  "retaliatory" 
*gative  FB.  If  I  leave  a  negative  FB,  the 
Her  will  leave  one  for  me,  an  occurrence 
old  as  eBays  history. 

-G.B.  Daniels 
Salisbury,  Conn. 

HE  POWER  OF  US"  clearly  illustrates 
ro  key  shifts.  First,  primary  value  gener- 
ion  is  migrating  from  producers  on  the 
ipply  side  to  consumers  on  the  demand 
de.  Second,  assets  are  becoming  ever 
ore  intangible.  Capital  starts  to  move 


from  the  supply  side  to  the  demand- 
side— intangible,  nonrival,  with  network 
effects  and  increasing  returns.  The  po- 
tential of  this  latest  transformation?  On  a 
global  basis,  and  at  the  least,  this  can  let 
us  accelerate  and  expand  the  U.N.  Mil- 
lennium Development  Goals  for  extreme 
poverty  reduction.  On  a  personal  basis, 
we  can  hasten  the  day  when  all  of  us  can 
send  our  capital  to  work,  doing  with  our 
brief  allotted  time  what  we  really  want  to 
do,  rather  than  what  we  have  to  do  to 
make  a  living. 

-Roger  Gerth 
Evanston,  III. 

SIZING  UP  JUDGES 
CASE  BY  CASE 

IN  "THE  LEFT'S  Supreme  effort"  (Gov- 
ernment, June  20),  the  National  Congress 
of  American  Indians  (NCAI)  was  inaccu- 
rately described  as  part  of  a  liberal  "cabal" 
preparing  for  an  anticipated  Supreme 
Court  vacancy.  NCAI  is  a  non-partisan  en- 
tity and  is  the  nation's  oldest  and  largest 
organization  of  tribal  governments.  Our 
participation  in  the  coalition  efforts  de- 
scribed in  the  article  is  not  related  to  a 
hypothetical  Supreme  Court  vacancy. 
Rather,  it  is  a  result  of  our  opposition  to 
William  G.  Myers  III  for  the  Ninth  Circuit. 
NCAI  has  never  before  opposed  a  judicial 
nominee,  and  our  opposition  in  this  case 
is  based  entirely  on  Mr.  Myers'  record  on 
issues  of  critical  importance  to  Indian 
tribes,  including  the  protection  of  Native 
sacred  sites  and  respect  for  the  govern- 
ment-to-government relationship  between 
Indian  nations  and  the  U.S. 

It  is  our  policy  and  practice  to  consider 
nominations  at  the  time  that  they  are 
made.  NCAI  will  make  our  decision  to  sup- 
port or  oppose  any  future  nominee  based 
on  his  or  her  record  on  Indian  issues. 

-Jacqueline  L.Johnson 
Executive  Director 

National  Congress  of  American  Indians 

Washington 

CENTRAL  AMERICA  NEEDS 
A  FREE-TRADE  PACT 

YOU  CORRECTLY  OBSERVE  that  "Central 
America  is  holding  its  breath"  (Interna- 
tional Business,  June  20)  when  it  comes 
to  free  trade.  Nowhere  is  this  more  ap- 
parent than  Costa  Rica,  my  country, 
which  for  half  a  century  has  had  the 
largest  and  most  reliable  economic  envi- 
ronment in  Central  America.  Passage  of 
the  Central  America  Free  Trade  Agree- 
ment (CAFTA)  is  a  necessary  step  in  our 
region's  evolution.  The  agreement  fosters 
the  economic  and  democratic  reforms, 
government  transparency,  and  labor  and 


environmental  protections  that  are  vital 
to  the  long-term  security  of  the  hemi- 
sphere. CAFTA  also  can  address  labor  un- 
certainties, tariffs  and  duties,  quotas, 
and  the  protection  of  intellectual  proper- 
ty against  piracy  and  counterfeiting— 
which  already  exist  as  largely  unad- 
dressed  threats  to  job  markets  in  our 
countries  and  in  the  U.S. 

Our  nations  do  not  seek  an  unfair  trade 
advantage  over  the  U.S.  The  fact  is,  we 
already  are  excellent  trading  partners, 
constituting  a  $12  billion  annual  export 
market  for  U.S.  goods  and  services.  To 
turn  away  from  free  trade  now  would  re- 
verse five  decades  of  economic,  social,  and 
political  progress  in  our  nation,  and  send 
a  terrible  message  to  our  politically  and 
economically  developing  neighbors. 

-Herndn  Pacheco,  President 

Costa  Rican-American 

Chamber  of  Commerce 

San  Jose,  Costa  Rica 
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Technology&You 


BY  STEPHEN  H.  WILDSTROM 


Vinyl  In,  Music  Files  Out 

After  I  wrote  a  column  about  transferring  music  from  CDs  to  a  personal 
library  on  a  PC  (May  11),  a  number  of  readers  asked  if  the  same  could  be 
done  with  vinyl  LP  records  or  tapes.  The  answer  is  a  qualified  yes.  You  ca 
do  it,  but  in  most  cases  if  s  sufficiently  expensive  or  troublesome  that  yoi| 
might  be  better  off  replacing  your  records  with  CDs,  if  they're  available. 


The  problem  lies  in  the  difference 
between  analog  and  digital  recordings. 
CDs  are  digital.  When  you  rip  them— to 
create  a  copy  on  your  computer— you're 
just  converting  from  one  digital  format 
to  another,  typically  with  considerable 
compression  to  save  disk  space  and  to 
allow  the  music  to  be  loaded  onto 
handheld  players.  Records  and  tapes  are 
purely  analog.  To  get  them  into  a 
computer,  you  have  to  re-record  the 
music  in  a  digital  format,  a  much 
trickier  and  slower  process. 

One  solution  is  to  outsource  the  task. 
If  you  do  a  Web  search  for  "LP  to  CD"  or  "tape  to  CD,"  a 
number  of  services  pop  up,  typically  charging  $15  or  more  per 
record.  At  prices  like  that,  you  might  as  well  buy  the  disk. 

If  you  have  the  time  and  the  interest,  however,  you  can  do 
the  conversion  yourself.  To  start  with,  you  need  a  turntable  or 
tape  deck,  a  stereo  preamplifier  or  integrated  amp,  a 
computer  with  a  line-in  audio  jack  (most  desktops  qualify, 
many  laptops  don't),  and  cables  to  hook  them  together.  Then 
you  need  software  that  lets  you  record  and  edit  the  sound, 
then  convert  the  music  to  the  desired  format.  Roxio  Easy 
Media  Creator  ($70)  and  Nero  6  Ultra  Edition  ($100,  $80  if 
downloaded)  are  two  Windows  programs  that  can  do  the  job. 

MOST  WOULD-BE  RECORDING  ENGINEERS  will  probably  find  the 
$50  ADS  Technologies  Instant  Music  RDX150  a  better 
solution.  It's  a  small  box  that  sits  between  your  amp  and  a 
USB  port  on  your  PC.  This  means  it  will  work  even  on 
computers  without  a  line-in  jack.  Plus,  you  can  bypass  the 
PC's  audio  system,  which  is  often  mediocre  at  best. 

Instant  Music  comes  with  software  from  Nero  for 
recording  and  editing.  Two  on-screen  wizards,  for  records  and 
tapes,  guide  you  through  the  process— help  that  you  will  need 
because  the  Nero  programs  are  not  particularly  user-friendly. 
The  software  tries  to  find  the  breaks  between  tracks,  but  on 
some  recordings,  particularly  those  of  live  performances,  the 
songs  segue  into  one  another,  and  you'll  have  to  split  the 
tracks  manually.  You  will  also  want  to  experiment  with  the 
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filters,  which  can  remove  hisn 
rumble,  pops,  and  other  noisj 
which  vinyl  and  tape  are  pror 
The  big  flaw  in  the  Instant 
Music  setup  is  that  it's  desigi 
to  burn  the  music  onto  a  CD. 
course,  you  can  do  this  and  til 
rip  the  CD,  but  you'll  probabl  I 
want  to  just  export  the  tracks  J 
your  hard-drive  library  of  di£ 
music  in  the  format  of  your 
choice.  The  software  manage] 
make  this  more  complicated 
it  should  be. 

]p1~c  vqii  COOV        ^ *s °ften tne case VJ^1 

•7  uJ       entertainment  media,  Mac 

have  it  easier.  All  Macs  excepti 

the  new  Mini  have  line-in  jac.l 

and  decent  sound  systems,  sol 

can  plug  right  into  the  compif 

(Aversion  of  Instant  Music  < 

soon  be  offered  for  Mini  ownt 

The  Boom  Box  from  Roxio  ($1 

makes  the  recording  and  editing  processes  simple.  And  wlf 

you  are  ready,  a  single  click  will  send  your  tracks  to  iTunes 

whatever  format  you  have  set  for  iTunes  ripping. 

With  either  Mac  or  Windows,  you  still  have  one  task  lef 
Unlike  CDs,  records  and  tapes  contain  no  information  abol 
themselves,  so  you'll  have  to  use  your  music  player's  editirl 
tools  to  supply  the  album,  artist,  and  track  names.  You  canl 
expect  to  spend  at  least  an  hour  converting  a  typical  LP,  thl 
bulk  of  it  being  used  up  by  real-time  recording.  Clearly  thiJJ 
a  big  commitment,  but  with  luck  you'll  have  music  that 
sounds  as  good  as  a  new  CD.  And  if  you  have  rare  old  reco:j 
that  never  got  released  as  CDs,  digitizing  them  yourself  nu| 
be  a  worthwhile  labor  of  love.  ■ 

E-mail:  teckandyou@businessweek.\ 
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For  a  collection  of  past  columns  and  online-| 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 


New  software 
ou  copy 
LPs  into  your 
PC.  But  if  s 
no  picnic 


eality.  Still  way  more 
ntertaining  than  reality  TV. 
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ne  282-hpr  8-passenger  Sequoia  can  help  you  and  your  family  find  a  place  far  from  distractions.  And  you'll 
de  comfortably  and  confidently,  with  its  set  of  five  standard  safety  features  called  the  Star  Safety  System™ 
delusively  from  Toyota.  Who  knows,  you  might  just  discover  the  road  back  to  each  other,  toyota.com 

hirle  shown  with  available  equipment.  ©2005  Toyota  Motor  Sales,  U.S.A.,  Inc. 
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Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Getting  to  the  Hipsters 

Marketers  sometimes  sound  like  parents.  "This  next  generation— they  ar<| 
not  like  us.  They're  on  their  iPods  and  IM-ing  each  other  all  day.  Then 
they're  text-messaging  each  other  while  they  stay  out  all  night.  They've 
tuned  us  out."  J  But  consider  the  case  of  Marisa  Brickman.  "When  I  was 
younger,  I  was,  like,  'oh,  [expletive]  Corporate  America.  I  can't  be  market^ 


to,' "  says  the  music-obsessed  27-year- 
old.  "I'd  rip  the  tags  off  my  clothes.  I 
didn't  want  people  to  know  what 
brands  I  was  wearing."  Today, 
Brickman  is  director  of  event 
marketing  and  public  relations  for 
Cornerstone  Promotion  in  New  York. 

Cornerstone  is  a  new-school 
marketing  firm  with  many  tentacles, 
virtually  all  touching  on  music  of  the 
moment  and  its  fans.  It  manages  and 
promotes  artists.  It  digs  up  music  for 
ads  and  movies.  It  publishes  a  glossy 
music  magazine,  The  FADER.  It  works 
with  established  brands  such  as  Xbox, 
Sprite,  Adidas,  and  Red  Stripe  on  strategies  to  reach  young 
consumers.  And  it  deploys  a  loose  network  of  local  influentials 
to  do  so— down  to  cool  kids  on  college  campuses— winning 
favor  by,  say,  setting  up  Xboxes  at  the  hip  local  record  store. 
Cornerstone  and  Brickman  are  very  good  at  "product  seeding" 
among  tastemakers  within  its  l8-to-34  target  audience.  It 
helps  that  Brickman  knows  practically  every  DJ  and 
underground  rock  band  within  a  1,000-mile  radius,  so 
Cornerstone's  overtures  are  more  palatable  "than  if  some 
brand  was  just  cutting  a  check,"  she  says. 

IT  ALSO  HELPS  THAT  BANDS  AND  AUDIENCES  within  a  formerly 
contemptuous  subculture  now  sing  along.  Fifteen  or  20  years 
ago,  Brickman's  job  couldn't  have  existed.  A  once-ubiquitous 
bumper  sticker  from  a  noted  underground  record  label 
bluntly  declared:  "Corporate  Rock  Still  Sucks."  Back  then, 
bands  that  cozied  up  to  advertisers  "were  often  ridiculed  and 
hung  out  to  dry,"  says  Gerard  Cosloy,  co-president  of  New 
York-based  Matador  Records.  "It's  a  different  world  now." 

Product  seeding  is  a  way  to  get  marketing  messages  out  as 
traditional  ads  lose  traction,  and  nowhere  are  they  losing 
more  traction  than  among  peripatetic  twentysomethings  who 
hardly  stay  put  for  any  traditional  media  experience  at  all.  So 
companies  plant  wares  in  the  hands  of  influential  individuals 
in  hopes  that  their  cool  or  cultural  celebrity  will  lead  others  to 
the  goods.  Malt  liquor  Sparks  recently  underwrote  a  tour  of 
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three  bands  on  the  ultrahip  Vice  lat 
It  provided  10  cases  of  Sparks  for 
each  show,  to  be  drunk  by  the  bandd 
sold  at  a  discount.  One  quid  pro  qu(J 
Band  members  had  to  photograph 
one  another  swigging  the  bright 
orange  drink. 

At  last  March's  South  by  Southwe 
music  festival  in  Austin,  Brickman  s 
up  the  Levi's- FADER  Trading  Post, ; 
invite-only  tent  with  free  music  and  J 
free  beer  for  scenesters  and  swag  fo  [ 
clutch  of  chosen  bands.  "We  bookeci 
the  bands  and  scheduled  [them]  to  | 
outfitted  in  Levi's,"  says  Brickman. 
These  deals  can  come  cheap,  but 
they  add  up— Cornerstone  co-Presic 
Jon  Cohen  says  annual  billings  are 
around  $20  million.  The  payoff  for 
clients  such  as  Levi's:  hitting  a  hard] 
find  audience  in  a  decidedly  captive 
state.  (If  s  hard  to  be  distracted  by 
other  media  noise  when  the  Levi's-cl 
band  onstage  is  blazing  away  at  120 1 
decibels.)  The  Levi's  tent— the  third 
jeans  giant  has  sponsored— is  a  not 
inroad  into  a  festival  initially  conceived  as  an  antidote  to  I 
overt  commercialism  of  other  music  gatherings.  But  then,  i| 
cultural  landscape  changed.  Now,  muses  an  underground 
rocker  who  has  begun  accepting  sponsorships,  "the  only 
qualm  I  have  is  I  usually  don't  like  the  stuff  I  get."  A  paralltl 
is  extreme  sports,  a  subculture  that  also  originated  with  anf 
intensely  anticorporate  ethos.  Now  its  stars  sport  nearly  as  f 
many  logos  as  NASCAR  drivers. 

Marketers,  like  parents,  might  spend  sleepless  nights 
worrying  about  not  understanding  youth.  But  they  miss  thi| 
bigger  story.  Formerly  hostile  subcultures— yesteryear's 
punks  and  hippies  and  snowboarders— now  welcome  them! 
Whether  they've  noticed  it  or  not,  marketers  have  won.  Likj 
Brickman,  the  hipsters  are  all  buying  in.  ■ 

E-mail:  jon_Jme@businessweek.c\ 
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Anolon,  the  gourmet  cookware  authority,  performs  for  professionals  and  everyone 

looking  for  superior  results.  Financing  from  CIT  performs  for  Anolon.  For  innovative 

lancing  ideas  to  help  keep  your  company  cooking,  visit  CIT.com.  We  see  what  you  see. 
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BY  ROBERT  BARKER 


Sotheby's:  Worth  a  Bid 

The  auction  house  Sotheby's,  synonymous 
with  fine  art,  traveled  to  Ferrari's  proving 
grounds  in  Maranello,  Italy,  on  June  28  to 
take  bids  on  vintage  cars— a  fun  diversion 
in  an  excellent  season.  "The  demand  side 
of  our  business  is  robust,  strong,  and  feels 
very  reassuring,"  Chief  Executive  William 
Ruprecht  told  me. 

Cool.  Yet  in  that  other  noted  auction  market,  the  New  York 
Stock  Exchange,  things  are  not  going  so  swimmingly  for  the 
261-year-old  auctioneer's  parent,  Sotheby's  Holdings.  The 
previous  week  its  shares  scraped  $13.47,  a  52-week  low  and 
30%  off  their  November  high.  Sotheby's,  investors  know,  also 
has  been  another  word  for  trouble.  In  2000  it  pled  guilty  to 
fixing  prices  after  the  other  half  of  a  global  duopoly,  Christie's 
International,  turned  state's  evidence.  Sotheby's  agreed  to  pay 
a  $45  million  fine,  while  its  ex-chairman  and  controlling 
shareholder,  real  estate  mogul  A.  Alfred  Taubman,  wound  up 
behind  bars.  Is  more  trouble  with  the  law  ahead? 


MASERATI 

Vintage  cars  may 
be  easier  to  value 
than  Sotheby's 


UNLIKELY.  ALTHOUGH  DENYSE  MACKENZIE,  senior  deputy 
commissioner  in  Canada's  Competition  Bureau,  told  me  her 
office  still  is  probing  Sotheby's,  other  jurisdictions  are  done, 
and  the  worst  of  the  penalties  likely  have  been  assessed.  For 
its  part,  Sotheby's  says  it  doesn't  expect  another  serious  hit. 
Chances  are,  what  lately  has  been  hurting  the  stock  is  a 
combination  of  scant  coverage  of  the  company  by  Wall  Street 
analysts,  recent  tough  earnings  comparisons,  and  the 
inherent  difficulty  of  valuing  such  a  rare  object. 

Few  on  the  Street  pay  Sotheby's  much  mind.  Just  two  firms 
issue  profit  estimates.  That's  no  small  job,  since  the  chief 
determinant  of  Sotheby's  earnings  is  revenue, 
and  that  in  turn  is  largely  set  by  how  much 
stuff  is  put  up  for  auction,  which  can  be 
swollen  year  to  year  by  estate  or  distress  sales. 
Any  one  unusual  event,  such  as  2004's  private 
.sale  of  the  Forbes  Faberge  collection,  can  make 
the  next  year's  revenue  look  disappointing. 

To  some  eyes,  that's  how  2005  is  shaping  up. 
It  will  be  tough  to  beat  last  year's  growth,  when 
revenue  jumped  57%,  to  $497  million,  and 
income  from  continuing  operations  swung  up 
to  $62  million  from  a  $26  million  loss.  Just  the 
same,  revenues  in  this  year's  first  quarter  rose 
better  than  22%  from  last  year,  not  counting  a 
one-time  $45  million  fee  Sotheby's  got  in  2004 
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for  selling  most  of  its  realty  unit  The  deal  helped  Sotheby  < 
repair  its  balance  sheet,  which  had  been  dented  badly  by  tj 
fines  and  settlements  after  its  price-fixing  case.  Shareholdtl 
equity  as  of  Mar.  31  had  grown  to  $227  million  from  $164 1 
million  12  months  earlier.  Operating  cash  flow  in  that  time | 
rose  sharply  (chart),  as  the  operating  margin  widened  to 
19.1%  from  15.7%  in  the  comparable  earlier  period. 

If  Sotheby's  has  put  most  of  its  legal  woes  behind  it,  is  fixj 
its  balance  sheet,  and  has  operations  in  trim,  how  should  it 
valued?  That's  tricky,  in  part  because  chief  rival  Christie's  isl 
private.  Ariel  Capital  Management,  the  Chicago  parent  of  tvj 
high-performing  mutual  funds,  is  a  longtime  shareholder. 
Fidler,  Ariel's  research  director,  puts  Sotheby's  intrinsic  vali 
perhaps  $22  a  share,  based  both  on  a  1998  sale  of  Christie'sl 
and  on  a  stable  art  market,  with  revenue  gnrf 
averaging,  say,  6%  a  year. 

At  that,  Sotheby's  would  have  an  enterpn| 
value  (stock  market  capitalization  plus  net 
debt)  of  $1.5  billion,  or  3.3  times  the  last  foi 
quarters'  revenue  and  almost  14  times  EBE 
(earnings  before  interest,  taxes,  depreciation 
and  amortization).  Assuming  Sotheby's  dc 
fix  prices  in  the  future,  using  past  multiples  | 
hazardous.  Yet  Sotheby's  rarely  has  traded 
below  today's  multiples  (2.2  times  sales  and| 
times  EBITDA  at  $14  a  share)  and  often  far 
above  those  implied  by  Ariel's  research.  In 
auction,  it's  the  buyer  who  stands  to  win. 

E-mail:  rb@businessweek.\ 
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WE'RE  OFFERING  A 

FOUR-PRONGED  ATTACK  AGAINST 

RISING  HEALTH-CARE  COSTS. 

BY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR-PRONGED  ATTACKS.) 


THE   POWER 

reAdvocate 

PPO 


^E  POWER  SELEcr 

HMO 


THE  POWER 

HealthFund 

PPO 


^s/,.COMPATlfi^ 

Health  Plans 


FROM     BC    LIFE     8c    HEALTH 


nroducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
ealth  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
Ian  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 
are-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power        Bl  UeCrOSS 
elect  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control  of  California 

ver  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.    The  Power  of  Blue; 


ealth  ■  Life  •  Dental 


pending  upon  the  plan.  The  Power  Select  HMO  is  issued  by  BCC  Health  and  Dental  from  BCC  and/or  BCL&H.  Life  insurance  from  BCL&H  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association.  62004  BCC 
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For  integrated  advertising  opportunities,  contact  Kim  Burton,  Account  Manager, 
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Meier  Oil  Won't  Send  the 
Economy  Into  a  Skid 

jt  given  a  stronger  dollar  and  tighter  money,  it  may  rattle  corporate  nerves 


U.S.  ECONOMY 


The  U.S.  expansion  has  shown  it  can  tolerate  $50  oil 
ith  hardly  a  hesitation.  But  how  will  it  handle  $60  oil  when  the 
*deral  Reserve  has  more  than  tripled  short-term  interest  rates  over  the 
ist  year,  signs  of  corporate  jitters  have  resurfaced,  and  the  dollar  has 
Hied,  making  exports  once  again  more  expensive  on  global  markets? 


"rude  prices  breached  $60  per  barrel  on  June  27  and 
n  fell  back  to  just  over  $57  by  June  29.  The  election  of 
iard-line  President  in  Iran,  worries  about  refining 
>acity  constraints,  and  high  demand  levels  are  fueling 
•  debate  over  oil's  peak. 

But  higher  oil  prices  alone  no  longer  have  the  power  to 
w  the  economy.  Real  gross  domestic  product  grew 
'%  over  the  course  of  2004,  and  the  June  29  revisions 
•eal  GDP  show  the  economy  grew  at  a  robust  3.8% 
lual  rate  in  the  first  quarter  of  2005,  when  oil  prices 
;an  their  latest  climb. 

(True,  paying  more  at  the  pump  is  hurting  low-income 
lsumers,  and  some  companies  are  warning  about 
>fit  shortfalls  related  to  oil.  But  gas  prices  today  are 
:  as  onerous  as  they  were  back  in  the  early  1980s.  The 
rage  price  of  a  gallon  of  gasoline  rose  by  more  than  a 
kel,  to  $2.22,  for  the  week  ended  June  27,  but  gas 
uld  have  to  cost  $3.50  in  today's  dollars  to  equal  its 
;t  back  in  1980. 

In  addition,  the  economy  is  benefiting  from  some 
.verful  offsets  to  the  higher  oil  tab.  Personal  income  is 
ng  at  a  faster  clip  than  it  was  last  year.  Low  long-term 
erest  rates  mean  borrowing  is  cheaper  than  it  was  in 
34.  And  housing  wealth  is  fueling  consumer  demand. 
But  this  latest  round  of  price  increases  comes  as  the 
momy  faces  challenges  such  as  a  rising  dollar  and  a 
s  accommodative  monetary  policy.  These  were  not 
»ent  last  year.  Taken  separately,  these  drags  would 
)bably  not  cause  much  concern  about  growth  in  the 
:ond  half.  But  the  cumulative  effect  bears  watching. 
)St  important,  if  businesses  pull  back  sharply  on  their 
jital-spending  and  hiring  plans,  the  boost  to  growth 
Dected  from  the  corporate  sector  could  evaporate. 

)NSUMERS  SEEM  TO  HAVE  taken  this  latest  rise  in 
prices  in  stride.  The  Conference  Board  reported  its 
asumer  confidence  index  rose  to  105.8  in  June, 
»m  103.1  in  May.  The  index  is  at  its  highest  in  three 
irs  (chart). 

Attitudes  about  the  current  state  of  the  economy  led 
i  increase,  though  the  expectations  index  also  rose.  The 
rcentage  of  consumers  who  said  jobs  were  "hard  to 
fell  to  22.6%  from  24.1%,  while  the  proportion 


saying  jobs  were  plentiful  remained  at  22.9%.  The  board 
noted  that  June  was  the  first  time  in  3/2  years  that  the 
percentage  of  consumers  viewing  jobs  as  hard  to  get  did 
not  exceed  the  number  saying  jobs  were  plentiful. 

Optimism  about  the  labor  markets  may  trump  sticker 
shock  at  the  pump  because  gains  in  income  can  offset 
higher  fuel  bills.  Thanks  to  the  increase  in  jobs  plus 

modest  pay  raises,  total 
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real  aftertax  income  in 
the  first  quarter  was  up 
3.7%  from  the  previous- 
year  level.  And  it's  on 
track  to  grow  by  about 
3.5%  in  the  second 
quarter.  That  pace  is  solid 
enough  to  support  future 
increases  in  consumer 
spending. 

Households  also 
continue  to  refinance 
their  mortgages  or  use 
home-equity  loans  to  fund  their  shopping  sprees. 
Housing  demand  remains  hot  around  the  country,  and 
prices  keep  increasing.  In  May,  sales  of  new  and  existing 
homes  stayed  at  near  record  paces.  The  low  level  of 
mortgage  rates  means  that  sales  will  probably  not  cool  off 
anytime  soon. 

THE  BUSINESS  SECTOR  will  be  watching  consumer 
behavior  closely.  Potential  demand  drives  investment  and 
payroll  decisions.  Companies  want  to  feel  confident  that 
any  increase  in  output  will  be  bought.  Recall  that  last 
year,  businesses  slowed  their  hiring  on  fears  that  higher 
oil  prices  would  curb  consumer  purchases. 

Business  optimism,  as  measured  by  the  Business 
Roundtable,  was  already  softening  this  spring.  Now 
company  executives  have  more  on  their  worry  list. 
Besides  energy,  higher  labor  costs,  the  rebound  in  the 
dollar,  and  even  whispers  of  protectionism  coming  out  of 
Washington  are  clouding  the  outlook. 

So  far  this  year,  the  dollar  has  risen  about  3.5%  on  a 
trade-weighted  basis.  But  its  gains  against  the 
currencies  of  other  major  economies  have  been  much 
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stronger.  It's  up  12.2%  against  the  euro,  71%  vs.  the  yen, 
5.6%  against  the  pound  sterling,  and  2.4%  against  the 
Canadian  dollar. 

The  dollar's  rebound  will  hamper  export  growth  in  the 
second  half.  U.S.  manufacturers  were  expected  to  make 
inroads  into  foreign  markets  this  year,  helped  by  a 
cheaper  dollar.  But  now  that  edge  is  disappearing,  while 
higher  energy  costs  will  crimp  growth  around  the  world. 

Meanwhile,  tighter  job  markets  are  exerting  upward 
pressure  on  labor  costs  even  as  productivity  is  slowing. 
New  claims  for  unemployment  benefits  remain  low.  The 
jobless  rate  in  May  fell  to  5.1%  and  is  expected  to  go  down 
over  the  course  of  the  second  half.  And  in  its  Beige  Book 
survey  on  economic  activity,  the  Fed  reported  shortages 
for  certain  skilled  workers.  The  latest  note  of  wage 
concerns  came  from  the  report  on  manufacturing  activity 
from  the  Federal  Reserve  Bank  of  Richmond.  More  of  the 
bank's  factory  contacts  anticipate  slightly  larger  wage 
increases  over  the  next  six  months. 

ONE  MEASURE  of  business  sentiment  is  how 
companies  are  handling  their  capital-spending  projects. 
The  idea  is  that  executives  won't  devote  the  money  and 
time  to  big  projects  unless  they  feel  certain  of  a  payoff 
later  on. 

Fed  Chairman  Alan  Greenspan  pays  close  attention  to 
new  orders  for  capital  goods  to  gauge  how  optimistic 
execs  feel.  In  May  a  surge  in  aircraft  orders  led  to  a  14.5% 
jump  in  nondefense  capital-goods  bookings.  Excluding 
planes,  though,  core  orders  dropped  2.3%.  That  was 


the  third  decline  in  the  past  four  months  (chart). 

One  explanation  for  the  weakness  is  that  compaxj 
moved  up  their  early  2005  orders  into  2004  to  take 
advantage  of  a  one-time  tax  break  last  year.  If  so,  th| 
orders  should  bounce  back  over  the  summer.  But  it 
worth  noting  that  the  May  slowdown  in  capital-goo| 

demand  was  broad. 


CAPITAL  GOODS  ORDERS 
BEGIN  TO  WEAKEN 


BILLIONS  OF  DOLLARS 


particular,  orders  foil 
computers  and 
electronics  declined 
the  second  month  ir  I 
a  row. 

So  far,  the  signs  of  I 
corporate  hesitation  :| 
not  reached  critical : 
But  like  last  year, 
companies  could  act 
their  worries  about 
energy's  drag  on  der 
by  preemptively  slo\ 
down  job  growth.  Already,  companies  including  Inter  | 
Bakeries,  Ford  Motor,  and  Winn-Dixie  Stores  have 
announced  big  layoffs.  If  such  job-cut  reports  multipl;] 
consumers  could  become  anxious  themselves  and  i 
rein  in  their  spending,  even  if  gas  prices  recede. 

That's  because  what  seems  to  matter  most  to 
consumers  is  jobs.  Despite  the  hoopla  over  the  gyrat| 
in  the  oil  market,  labor  markets  may  be  more  import 
than  fuel  prices  in  determining  how  the  economy 
performs  in  2005's  second  half.  ■ 
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FRANCE 


Consumer  Malaise,  Fiscal  Fears 


THE  FRENCH  GOVERNMENT  has 

scaled  back  its  forecast  for  2005 
economic  growth.  But  even  the  lower 
version  may  prove  too  optimistic. 

On  June  21,  Finance  Minister 
Thierry  Breton  said  growth  in  real 
gross  domestic  product  for  2005  will 
probably  total  less  than  2%,  instead  of 
the  2%  to  2.5%  projected  earlier. 
Unlike  last  year,  when  real  GDP  grew 
2.1%,  consumers  are  not  fueling 
growth.  In  May, 
household  spending 
on  manufactured 
goods  took  an 
unexpectedly  large 
drop,  falling  0.9% 
from  April.  And  while 
business  confidence 
picked  up  in  June,  it 
remains  well  below 
the  readings  of  2004. 

Consumers  are 
struggling  with 
higher  energy  costs 


BUSINESS  OPTIMISM  IS 
UP,  BUT  JUST  A  BIT 
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and  a  weak  job  market.  Big  job  losses 
in  the  factory  sector  led  the  6,000 
drop  in  first  quarter  payrolls.  By  April, 
the  jobless  rate  had  hit  a  five-year 
high  of  10.2%,  with  more  increases 
expected.  Indeed,  worries  about 
protecting  jobs  and  working 
conditions  were  a  key  reason  given 
for  the  defeat  in  France  of  the 
European  Union  Constitution. 
Because  of  the  "no"  vote,  new 
Prime  Minister 
Dominique  de 
Villepin  has  unveiled 
a  4-5  billion  euro 
($5.6  billion)  plan  to 
create  jobs  and  loosen 
up  hiring  laws  for 
small  companies. 
Villepin  hopes  to  have 
the  plan  in  place  by 
September  when  most 
French  workers  will 
return  from  their 
August  holidays. 


But  any  spending  plan  to  boost 
employment  will  run  up  against 
France's  other  major  economic 
challenge:  a  growing  fiscal  deficit.] 
With  the  economy  slowing  more 
than  expected,  the  government  is  i 
collecting  less  in  taxes  and  paying 
out  more  in  social  assistance  thanl 
was  budgeted.  Unless  the  economl 
were  to  unexpectedly  perk  up,  FraJ 
will  probably  have  a  2005  deficit 
equal  to  3.1%  of  GDP.  That  would  I 
mark  the  fourth  year  in  which  Fraj 
misses  the  EU  limit  on  deficits,  wr| 
is  3%  of  GDP. 

A  stronger  economy  this  year  d(i 
not  seem  likely.  Private  economist:! 
have  cut  their  forecasts  for  growth| 
and  even  the  government' s  own 
statistical  agency,  INSEE,  said  on 
June  22  that  real  GDP  expansion  v,l 
probably  be  only  1.5%.  Growth  tha| 
slow  will  exacerbate  France's 
problems  of  weak  job  growth  and  | 
profligate  government.  ■ 
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Share  ideas.  That's  the  philosophy  that  has  guided  Sun  since  our  beginning.  It's  what  drew  the  scientists, 
engineers  and  developers  together.  To  share  the  challenge  and  the  possibilities.  That  belief  is  shared  today 
by  a  large  and  growing  community.  From  our  more  than  30,000  employees,  to  1,000,000  Solaris'"  users,  to 
4,500,000  ]ava~developers.  At  Sun,  we  believe  sharing  is  the  way  to  create  better  ideas  -  ideas  that  can  move 
business,  society  and  the  world  forward.  The  ideas  are  the  inspiration.  The  network  is  the  computer'."  Share. 
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ENERGY 


IS  THERE 

PLENTYOF 


Supplies  look  tight  now,  but  wider 
exploration  and  new  extraction 
methods  could  change  that 

BY  CHRISTOPHER  PALMERI 


**Sr 


IRST  CAME  HOLSTEIN, 
then  Mad  Dog,  and  soon, 
Thunder  Horse.  Atlantis 
will  join  them  next  year. 
The  four  giant  oil  fields,  op- 
erated by  BP  PLC  and  locat- 
ed under  thousands  of  feet 
of  water  off  the  coast  of  Louisiana,  are 
just  beginning  to  pump  their  first  bar- 
rels. At  their  peak  rates  later  in  the 
decade,  they'll  produce  some  500,000 
bbl.  per  day,  an  amount  akin  to  floating  a 
small  Middle  Eastern  country  such  as 
Syria  or  Yemen  into  the  Gulf  of  Mexico. 
"Add  them  together,  and  it's  a  massive 
step  change,"  says  David  Eyton,  BP's 
vice-president  for  deepwater  in  the  Gulf. 
"The  investment  we're  making  will 
more  than  offset  declines  we're  seeing  in 
Alaska  and  the  Continental  Shelf." 
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It  may  seem  today  as  if  the  world  is 
running  out  of  oil.  The  price  of  crude  has 
hovered  around  $57  a  barrel,  in  part  on 
fears  of  a  supply  crunch  in  the  fourth 
quarter.  Chevron  and  China  National 
Offshore  Oil  are  battling  for  control  of 
Unocal.  The  Senate  on  June  28  passed 
the  latest  version  of  an  energy  bill 
stuffed  with  $18  billion  in  tax  incentives 
to  encourage  energy  production.  Even 
legendary  oilman  T.  Boone  Pickens 
is  predicting  $3-a-gallon  gasoline  within 
a  year.  The  national  average  now:  a 
pricey  $2.22. 

No  doubt,  the  energy  industry  is  in  a 
precarious  position.  Two  decades  of 
falling  prices  in  the  1980s  and  '90s  dis- 
couraged investment.  With  many  of  the 
easy-to-find  fields  already  on  the  map, 
big  oil  producers  have  been  forced  to 


THUNDER  HORSE 

BP  expects  to  get  - 
500.000  bbl.  a 
day  from  its  Gulf 
of  Mexico  wells 
by  decade's  end 
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look  for  new  sources  in  ever- 
more-hostile environments: 
not  just  under  thousands  of 
feet  of  water  but  also  across 
frozen  tundra  and  in  coun- 
tries rocked  by  political  un- 
rest. As  a  result,  production 
has  risen  sluggishly  in  re- 
cent years,  while  energy  de- 
mand, particularly  from  the 
booming  China  and  India, 
has  exploded.  Last  year 
global  oil  consumption  rose 
3.4%,  to  80.7  million  barrels 
per  day,  the  largest  volume 
increase  since  1976. 

From  that  snapshot  the 
oil  situation  doesn't  look 
good.  But  there's  little  rea- 
son to  assume  that  the  next 
five  years  will  simply  see  a 
continuation  of  current 
trends.  Thanks  to  a  combi- 
nation of  higher  prices,  in- 
creased exploration  and 
production  spending,  and 
improved  technology  (page 
32),  oil  supplies  are  poised 
to  grow  much  faster  than 
they  have  in  recent  years. 
Cambridge  Energy  Re- 
search Associates  (CERA),  a 
respected  energy  consult- 
ant, sees  20  or  more  major 
new  fields  coming  on  line 
each  year  through  2010.  Al- 
together those  fields  could 
boost  worldwide  production 
capacity  15%,  from  879  mil- 
lion barrels  per  day  to  101.5 
million  by  the  end  of  the  decade,  CERA 
estimates.  As  a  result,  supply  should  ex- 
ceed demand  by  7  million  bbl.  per  day,  a 
huge  leap  from  the  current  cushion  of  1 
million  bbl.  That  should  take  pressure 
off  prices.  "OPEC  countries  have  the  po- 
tential, and  [most]  are  increasing  pro- 
duction," says  Peter  Jackson,  a  CERA 
researcher.  "Non-OPEC  production  has 
increased  at  quite  a  lick  compared  to 
the  1990s." 

ALL  OVER  THE  MAP 

WHERE  IS  THE  NEW  supply  coming 
from?  Pretty  much  across  the  globe.  Af- 
ter hiking  its  exploration-and-produc- 
tion  expenditures  by  50%  since  2000,  to 
$12  billion  a  year,  Exxon  Mobil  Corp.  ex- 
pects to  add  more  than  1.2  million  bbl. 
per  day  of  new  supply  by  2007  from  27 
projects,  including  ones  off  the  coast  of 
Angola  and  Russia's  Sakhalin  Island. 
Chevron  Corp.  expects  its  Big  Five  fields 
in  West  Africa,  Australia,  the  Gulf  of 
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TheTank  Is  Half-Empty 
-or  Half -Full 


PESSIMISTS  WORRY  THAT...      BUT  OPTIMISTS  SAY... 

■  Saudi  Arabia,  with  the 
world's  biggest  oil  reserves,  is 
struggling  to  keep  its  output 
from  dropping 

■  By  drilling  more  wells  in  new 
and  existing  fields,  the  Saudis 
could  double  production,  to 
20  million  barrels  a  day 

■  Oil  production  from  existing 
fields  is  falling  off  as  fast  as 
production  from  new  fields 
comes  onstream 

■  New  fields  in  Nigeria,  Iran, 
Iraq  and  elsewhere  will  add  16 
million  barrels  a  day  to  global 
capacity  by  2010 

■  Technological  fixes  are 
no  match  for  the  declining 
productivity  of  the  world's 
major  oil  fields 

■  New  software  running  on 
supercomputers  could  vastly 
boost  recovery  from  known  fields 

■  Heavy  oil  and  other 
unconventional  energy  sources, 
such  as  bitumen,  are  costly 
and  slow  to  produce 

■  Higher  prices  have  now 
made  it  increasingly  profitable 
to  drill  for  such  unconventional 
sources 

SAUDI  ARABIA  Increasing 
levels  of  water  are  leaki 
into  oil  from  its  oldest  f i 

down,"  says  J.  Robi 
West,  chairman  of  con| 
ant  PFC  Energy.  "De 
rates  are  a  problem." 

Even  mighty  Saudi 
bia's  ability  to  increase 
put  substantially  has  c 
into  question.  The  wc 
biggest  oilfield,  Saudi 
bia's  Ghawar,  has  been 
ducing  for  more  th 
years  and  is  showing 
of  age,  with  incre; 
amounts  of  water  lea 
into  the  oil,  accordin 
technical  papers  by  S 
Aramco  engineers  cite 
a  new  book,  Twiligh 
the  Desert. 
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Mexico,  and  Kazakhstan  to  generate 
800,000  more  bbl.  per  day  by  2009— a 
third  of  its  current  production.  "We've 
got  that  pretty  well  mapped  out,"  says 
Chevron  Vice-Chairman  Peter  J.  Robert- 
son. "Projects  are  more  complex  now. 
They  take  a  little  longer.  There's  still 
plenty  of  oil  in  the  world." 

Not  everyone  agrees,  of  course.  For 
starters,  CERA's  projections  don't  take 
into  account  the  possibility  of  political 
instability,  natural  disasters,  or  other  un- 
foreseeable events  that  are  facts  of  life  in 
the  oil  business.  What's  more,  despite  all 
the  new  fields  coming  on  stream,  some 
experts  argue  that  they  won't  be  enough 
to  compensate  for  the  declining  output 
of  existing  fields,  which  are  being  de- 
pleted at  a  rate  of  5%  per  year.  Since 
1960  only  four  super-giant  oilfields  have 
been  found  outside  the  Middle  East— in 
China,  Russia,  Mexico,  and  Alaska— and 
all  except  China's  Daqing  field  are  in 
steep  decline.  "Discovery  size  is  going 


Certainly,  global  en 
producers  are  strugglin 
clear  all  sorts  of  hurdle 
they  respond  to  rising 
mand.  The  number  of 
drilling  for  oil  and 
worldwide  is  up  35%  s 
the  start  of  the  decadt 
2,500.  That's  putting  r 
sure  on  the  prices  of  oil 
services.  Operating  cos 
major  oil  companies 
average  $13.75  a  barn 
33%  increase  since  1999 
cording  to  brokerage 
A.G.  Edwards  Inc.  E 
CERA  believes  that  oil 
duction  could  hit  a  plateau  aro 
2020.  If  that  happens,  the  world  ecc 
my  could  face  a  major  setback. 
prices  would  soar  and  energy-depenc 
sectors  would  be  seriously  crimj 
Opening  new  reserves  can  be  pains 
ingly  complex  and  slow.  BP's  operati 
in  the  Caspian  Sea  illustrate  the 
lenges.  The  company  and  its  parti 


A  CUSHIER  CUSHION 
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signed    a    production-sharing 
reement  for  the  5-billion-bbl.  Azeri- 

g-Gunashli  field  there  in  1994. 
scovered  by  the  Soviet  Union  in  the 

.  the  Baku  crude  is  relatively  easy 

tap.  The  hard  part:  agreements  to 

ild,  and  then  building,  a  $3.2  billion 

Define  to  carry  the  oil  to  tankers  in 

■   Mediterranean    Sea.   That   took 

irs  of  negotiations  with  the  govern- 

i  -nts  of  Azerbaijan,  Georgia,  Turkey, 

i  d  neighboring  states.  The  first  crude 

;an  flowing  through  the  pipeline  last 

j  >nth.  By  2008  the  project  should 

ich  its  peak  capacity  of  1  million  bbl. 

t  day. 

i  Moreover,  much  of  the  new  supply 
pected  in  the  next  few  years  will  come 

what  the  industry  calls  "uncon- 

nional  sources"— fields  that  require 

iitional  technologies  to  harvest  their 

>  drocarbons.  These  include  heavy- 

I  Ifur  oil  that  must  undergo  additional 

lining  before  it  can  be  turned  into  fu- 

I ,  as  well  as  coal-bed  methane  fields, 

iere  oil  and  natural  gas  is  drilled  with- 

I  coal  deposits.  Two  other  potential  en- 

y  strikes  are  tight  sands  and  shale  oil, 

iere  rock  must  be  fractured  using 

gh-pressure  water  or  chemicals  to 

)sen  up  the  reserves.  Another  major 

iree:  offshore  deepwater  fields. 

IN ADA  COUP? 

^CONVENTIONAL  FIELDS  COSt  more 
develop  than  traditional  ones  do,  but 
air  potential  is  huge.  Estimates  of  the 
Krves  trapped  in  Canada's  oil  sands, 
iere  oil  is  mined  like  coal  from  big  de- 
sits,  top  175  billion  bbl.— larger  than 
ose  of  Iran  or  Iraq.  Producers  such  as 
ncor  Energy  Inc.  and  Imperial  Oil 
1.  are  expected  to  spend  $38  billion 
jr  the  next  10  years  there,  taking  al- 
ady  fast-growing  production  in  the 
untry  from  1  million  barrels  per  day  to 
p  million. 

Such  sources  will  account  for  30%  of 
supplies  in  2010,  up  from  just  10%  in 
90,  according  to  CERA.  ExxonMobil 
ures  the  world  contains  some  7  tril- 
n  bbl.  of  heavy  oil,  oil  sands,  and 
ale-oil  reserves  alone,  an  amount 
ughly  equal  to  those  of  all  conven- 
•nal  reserves.  If  just  20%  of  those  were 
:overed,  ExxonMobil  figures  that 
)uld  top  the  1  trillion  bbl.  of  conven- 
»nal  oil  produced  on  the  planet  to  date, 
numbers  like  that  prove  to  be  accu- 
te,  today's  worries  over  oil  supplies 
uld  seem  like  a  distant  memory  in  just 
few  short  years.  Let's  hope  the  opti- 
ists  are  right.  ■ 

-With  Peter  Coy  in  New  York 


COMMENTARY 


BY  PAUL  MAGNUSSON 


Play  Fair— And  Insist 
That  China  Do  the  Same 

Blocking  the  Unocal  bid  won't  fix  Beijing's  WTO  lapses 


WITH  CRUDE  Oil 
hovering  around 
$60  a  barrel  due 
in  part  to  China's 
growing  appetite 
for  oil,  natural  gas,  and  gasoline, 
it's  no  surprise  that  Beijing  is 
shopping  for  energy  resources. 
Still,  the  $18.5  billion  cash  bid  by 

CNOOC  Ltd.,  an  energy  company  70% 
owned  by  the  Chinese  government,  for 
Unocal  Corp.,  based  in  El  Segundo,  has 
raised  alarms  in  Washington  and  calls 
for  President  George  W.  Bush  to  inter- 
vene on  national  security  grounds. 

That  would  be  a  mistake.  There's  no 
evidence  that  China's  attempt  to  buy  re- 
serves in  the  ground  is  a  bigger  threat 
than  its  buying  energy  by  the  tankerful. 
And  blocking  the  Unocal  purchase  to 
punish  Beijing  for  other  trade  practices, 
as  China  critics  advocate,  would  be  coun- 
terproductive. The  effort  would  not  only 
fail  to  halt  Beijing's  global  hunt  for  re- 
serves but  would  also  rekindle  suspicions 
that  the  West  seeks  to  contain  China.  That 
would  make  Beijing  even  more  prickly. 

No  doubt,  throwing  a  wrench  into  the 
takeover  attempt  would  be  satisfying  to 


THIRSTY  Buying 
reserves  is  akin  to 
buying  tankers  of  fuel 

hawks  worried  about 
Beijing's  growing  eco- 
nomic and  military 
might.  China  bashers 
also  hope  that  stopping 
the  deal  would  send  a 
message  to  China  that 
its  pace  of  conforming 
with  World  Trade  Orga- 
nization rules  is  entirely 
too  leisurely— though 
whether  Beijing  would  read  it  that  way 
is  far  from  clear.  Fortunately,  there  are 
far  better  methods  of  addressing  China's 
trade  shortcomings,  particularly  when  it 
comes  to  the  issues  that  most  concern 
Washington  such  as  rampant  intellectu- 
al-property theft,  mercantilist  currency 
manipulation,  and  high  levels  of  gov- 
ernment ownership  in  the  economy. 

Faster  Action 

AS  PART  OF  ITS  DEAL  to  join  the  World 
Trade  Organization  in  2001,  China 
agreed  to  follow  the  organization's  free- 
market  code,  and  the  West  allowed  a  lib- 
eral phase-in  period.  But  Beijing  has  fall- 
en far  behind  schedule  in  protecting 
patents  and  copyrights:  An  estimated 
92%  of  computer  software  in  China  is  pi- 
rated. Meanwhile,  China's  inflexible  peg 
of  the  yuan  to  the  dollar  is  fueling  Chi- 
na's $160  billion  trade  deficit  with  the 
U.S.  Under  WTO  rules,  setting  currency 
values  can  not  be  used  to  gain  a  trade  ad- 
vantage. So  if  Washington  wants  to 
force  faster  action  on  those  fronts,  it 
should  bring  a  complaint  before  the 
WTO  court.  After  all,  when  the  U.S.  filed  a 
WTO  case  against  China's  discriminatory 
tax  rebates  on  domestically  produced 
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China 
should 
be  forced 
to  hew 
to  WTO 


computer  chips  in  2003,  Beijing  quickly 
backed  down. 

But  using  a  bureaucratic  dodge  to 
deny  China's  purchase  of  U.S.-owned 
fuel  reserves  wouldn't  build  respect  for 
the  rules  of  trade.  "China  is  allowing  the 
U.S.  to  buy  big  chunks  of  its  banking  sys- 
tem, and  they've  adopted  an  open  in- 
vestment environment,"  says  Nicholas 
R.  Lardy,  a  China  expert  at  the  Institute 
for  International  Economics.  "At  the 
same  time,  we're  trying  to  persuade 
Mexico  and  Saudi  Arabia  to  open  their 
oil  industry  to  foreign  participation." 

And  what  of  complaints  that  the  play- 
ing field  is  hardly  level?  There's  truth  to 
that  claim:  Beijing  wouldn't  let  a  U.S. 
company  buy  one 
of  its  energy  giants 
or  other  core  assets. 
Under  the  WTO 
agreement  with 
China,  foreigners 
are  restricted  to 
varying  ownership 
percentages  in 
strategic  industries 
rTilpc  ranging  from  tele- 

^^^^  com  to  life  insur- 

^^^^  ance.  But  the  U.S. 

and  other  devel- 
oped countries  agreed  to  those  condi- 
tions, too— precisely  because  they  wanted 
to  support  China's  development  and  its 
integration  with  the  global  economy.  If 
China's  rapid  advance  since  then  has  left 
some  of  those  agreements  outdated,  they 
should  be  changed  by  negotiation,  not  by 
threats  that  the  U.S.  won't  play  by  the 
rules,  either. 

Others  gripe  that  it's  not  clear  how 
much  of  the  $18.5  billion  bid  by  CNOOC 
for  Unocal— which  trumps  a  $16.4  billion 
cash-and-stock  offer  from  Chevron 
Corp.— will  come  from  commercial 
sources  and  how  much  from  below-mar- 
ket-rate  loans  from  China's  government. 
But  that  complaint,  also,  is  better  handled 
through  negotiation  and  by  insisting  that 
China  follow  its  WTO-imposed  schedule 
for  economic  liberalization. 

Rival  Chevron  is  hoping  a  referral  of 
the  whole  issue  to  the  Committee  on  For- 
eign Investments  in  the  U.S.  will  per- 
suade Unocal  stockholders  to  accept  their 
lower,  simpler  bid.  "But  our  major  over- 
riding goal  should  be  to  engage  China  in 
a  rules-based  system,"  says  Albert  Keidel, 
a  senior  associate  at  the  Carnegie  En- 
dowment for  International  Peace.  Throw- 
ing out  the  WTO  rule  book  on  the  Unocal 
merger  would  be  a  poor  way  to  start.  ■ 
-With  Stan  Crock  in  Washington  and 
Dexter  Roberts  in  Beijing 
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Tapping  Gushers 
Beneath  the  Gushers 


any  people  think  of  oil 
deposits  as  vast  underground 
lakes,  and  oil  wells  as  big 
straws  that  suck  up  the  liquid 
gold.  Eventually,  the  lake  is 
drained,  so  the  oil  company  packs  up  its  gear 
and  moves  on.  If  this  were  really  how  things 
worked,  the  dwindling  size  of  recent  oil  and 
natural  gas  discoveries  would  be  alarming- 
feeding  gloomy  predictions  that  crude  oil 
production  is  approaching  its  peak. 

In  fact,  when  major  oil  outfits  abandon 
wells,  they  usually  leave  a  lot  behind.  The 
reservoirs  under  most  U.S.  wells  drilled  in  the 
past  century  may  still  hold  twice  the  amount  of 
oil  that  has  been  sucked  to  the  surface.  The 
reason  is  Geology  101:  Oil  is  locked  in  the  pores 
of  rock  layers  deep  below  ground.  Sink  a  hole 
into  such  a  layer,  and  the  pressure  of  the  earth 
above  squeezes  out  the  oil.  But  as  it  oozes  out, 
pressure  on  the  remaining  oil  diminishes.  After 
three  or  four  decades  the  flow  of  oil  drops  so 
low  that  big  oil  producers,  such  as  Exxon  Mobil 
Corp.  or  France's  Total,  no  longer  want  to 
bother  collecting  it.  So  they  sell  the  well  to  a 
smaller  company,  such  as  Anadarko 
Petroleum  Corp. 

Now,  many  engineers  are  reassessing  the 
riches  that  may  lie  hidden  under  such  wells- 
including  the  400,000  U.S.  wells  that  produce, 
on  average,  just  2.2  barrels  a  day.  These  still 
account  for  almost  15%  of  domestic  U.S.  oil 
production,  or  7%  of  total  U.S.  consumption. 
Using  new,  enhanced  recovery  techniques,  the 
output  of  some  low-flow  wells  can  be 
increased  dramatically.  It's  even  possible  to 
revive  old  wells  that  aren't  producing  a  drop. 
In  addition,  new  supercomputer  systems 
are  powerful  enough  to  simulate  not  just 
individual  wells  but  also  entire  oil  fields.  These 
improved  models  are  revealing  subterranean 
details  that  geologists  and  oil-field  engineers 
have  never  seen  before.  They  often  spot 
isolated  pockets  of  oil  and  gas  that  can  be 


tapped  by  extending  a  nearby  well.  A 
better  models  of  the  underground  oil 
structures,  simulations  can  help  dete 
which  of  the  new— and  expensive— re 
methods  would  work  best  for  a  given 

The  oil  barons  of  the  early  20th  ce 
rarely  pulled  up  more  than  10%  of  a 
reservoir's  bounty.  Things  got  better 
World  War  II,  when  the  oil  industry  d 
secondary  "lifting"  techniques.  Thes 
underground  pressure  by  pumping  v 
back  down  into  the  earth  or  returnin 
natural  gas  that  normally  bubbles  up 
oil.  Secondary  techniques  enabled  oi 
companies  to  withdraw  30%  of  the  oi 
deposits  below. 

More  recently,  engineers  have  unk 
third,  or  tertiary,  wave  of  recovery  meli 
using  gas,  chemicals,  and  even  colon  I 
specially  engineered  microbes,  to  rejil 
old  wells.  These  approaches  can  dou  | 
extraction  potential,  to  60%  or  70%. 
ideal  conditions,  some  companies  cl 
they'll  hit  80%.  In  other  places  tertia- 
methods  may  not  work  at  all.  But  if  6 
proves  to  be  a  rough  average,  that  wo 
"virtually  double  the  known  reserves  ( 
says  Olivier  Le  Peuch,  president  of 
Schlumberger  Information  Solutions 
oil-services  giant  Schlumberger  Ltd. 

For  now,  such  technologies  aren't  in 
widespread  use.  Tricks  such  as  boosti 
underground  pressure  with  down-the-r 
injections  of  carbon  dioxide  don't  com- 
cheap-some  can  easily  double  extrac 
costs.  So  in  the  1990s,  when  oil  prices 
low,  major  producers  had  little  incentiv 
adopt  such  methods.  But  the  recent  ru 
oil  prices  has  spurred  smaller,  indepen 
producers  to  embrace  high  tech.  Overa 
though,  the  industry  is  still  chugging  al< 
"an  average  recovery  of  about  30%,"  sa 
James  "Jeb"  Blackwell,  manager  of  expi 
at  Chevron  Energy  Technology  Co. 


Pumping  in  C02, 
Pumping  Out  Crude 

Injecting  aging  oil  wells  with  carbon  dioxide  could 
extract  43  billion  barrels  of  oil  in  six  regions 
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t  may  soon  change.  Tapping  the  "new" 
relative  snap,  notes  William  Bartling, 
f  market  strategy  for  the  oil  and  gas 
yat  Silicon  Graphics  Inc.,  which  builds 
omputers  for  oil-field  simulations.  "You 
/here  the  oil  is,  the  wells  are  already 

and  the  equipment  is  amortized,"  says 

g.  "So  getting  the  extra 

;ry  margin-rich." 

t's  why  Anadarko  is 

ing  $684  million  for 

:rm  operations  at  the 

eek  oil  field,  which  it 

for  $265  million  in 
Salt  Creek,  north  of 
r,  Wyo.,  is  dotted  with 
wells  that  have 
W  out  some  700 

barrels  of  oil.  But 

rko  thinks  at  least  150  million  more 

>can  be  extracted.  By  injecting  CO 

rko  expects  to  boost  output  to  28; 

;  a  day,  from  2003's  level  of  5,000 

KB  day. 

aining  C02  isn't  a  major  obstacle.  About 

les  away,  in  Shute  Creek,  Wyo.,  Exxon 

es  a  natural  gas  processing  plant  that 


HOMA         LOUISIANA        CALIFORNIA  ILLINOIS 

OFFSHORE 


High-tech 
recovery 
could  "double 
the  known 
reserves  of  oil" 


vents  tons  of  C02  annually.  Some  of  it  is  now 
arriving  at  Salt  Creek  through  a  new  $45 
million  pipeline.  By  2008  all  of  Exxon's  C02, 
and  then  some,  will  be  pumped  down  into  the 
earth,  permanently  disposing  of  2  million  tons 
a  year  of  greenhouse  gas  while  unlocking  acres 
of  black  gold  for  Anadarko. 

Similar  schemes  are 
already  working  in  the 
Southwest.  "We  have  1,000 
miles  of  C02  pipeline  feeding 
enhanced-recovery  oil  wells," 
says  David  J.  Borns,  manager 
of  geotechnology  research  at 
Sandia  National  Laboratories. 
Some  25  million  tons  a  year  of 


C02  have  helped  boost  the 
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region's  oil  production  by 
about  500,000  barrels  a  day. 
The  latest  idea  is  called  MEOR,  for 
microbial  enhanced  oil  recovery.  Various  labs 
around  the  world  are  engineering  special 
bugs  that  generate  C02  biologically,  along 
with  detergent-like  chemicals  that  help  flush 
oil  out  of  rocks.  The  microbes  can  be 
cultivated  underground  or  in  well-side  vats. 
Because  they  grow  explosively,  the  Energy 
Dept.,  which  is  funding 
several  research 
projects,  says  MEOR 
technology  may  be  the 
most  cost-effective  of 
all  tertiary  processes. 

MEOR  is  already 
used  in  Venezuela, 
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1  China,  Indonesia,  and  the 
U.S.  to  treat  deposits  of 
heavy  oil-a  molasses- 
thick  form  of  oil. 
Researchers  at  Oak  Ridge 
[  National  Laboratory  hope 
•  to  develop  new  armies  of 
bioengineered  bugs  that 
I  can  infiltrate  underground 
i   rocks  and  turn  the  gunky 
|  stuff  into  the  sweet- 
1  flowing  crude  that  erupts 
'  like  the  gushers  in 
.  Hollywood  movies. 
Another  technique 
involves  injecting  steam 
into  wells  to  reduce  the 
viscosity  of  heavy  oil.  This 
might  also  help  unleash 
the  energy  trapped  in 
Canada's  famous  tar 
sands.  To  get  at  these 
deposits  without 
employing  strip-mining 
methods,  engineers  need 
to  predict  how  the 
thinned-down  oil  will  flow 
underground.  The  software 
that  simulates  flow  in  regular  oil  reservoirs 
doesn't  work  well  when  sand  granules  are 
mixed  in  with  the  oil.  But  an  upcoming 
software  tool,  dubbed  Intersect,  will  handle  oil- 
and-sand  mixes.  Development  is  being  funded 
by  Schlumberger,  Total,  and  Chevron,  which 
owns  a  large  portfolio  of  heavy-oil  deposits. 

When  a  commercial  version  of  Intersect  is 
unveiled  later  this  year,  it  could  spur  faster 
development  of  Canada's  immense  oil-sand 
deposits.  These  hold  recoverable  reserves 
estimated  at  around  179  billion  barrels— with 
the  potential  of  topping  even  Saudi  Arabia's 
proven  reserves  of  261  billion. 

Since  1990,  after  the  oil  giants  began  selling 
off  scads  of  low-flow  wells,  small  and  midsize 
companies  have  hit  jackpots.  Marathon  Oil 
Corp.  and  Arco  (now  part  of  BP  PLC)  used  some 
of  the  world's  fastest  supercomputers  to 
reanalyze  old  seismic  survey  data  they  bought 
from  big  producers.  "Marathon  and  Arco  were 
able  to  see  a  little  more  detail,"  says  SGI's 
Bartling,  "and  they  spotted  oil  in  places  where 
others  hadn't." 

Small  outfits  such  as  Devon  Energy, 
Newfield  Exploration,  and  Spinnaker 
Exploration  also  pounced  on  advanced 
computer  models  and  the  new  recovery 
options.  "They  worked  hard  to  make  $10  oil 
economic,"  Bartling  says.  "Now  they're  getting 
$60.  It's  the  American  dream-with  lots  of  new 
Ferraris  in  company  parking  lots."  Playing  this 
new  high-tech  oil  game,  he  bets,  will  keep  on 
paying  off  well  beyond  2010. 

-By  Otis  Port  in  New  York 


July  11.  2005  I  BusinessWeek  I  33 


Analysis  &  Commentar 


gK  *£P5 


VERDICTS 


SCRUSHYHASASCORE 
TO  SETTLE 

Cleared  of  fraud  charges,  HealthSouth's 
former  CEO  wants  his  company  back 


IF  THIS  WERE  A  MADE-FOR-TV 
movie,  it  would  be  called  Revenge  of 
the  CEO.  When  former  Health- 
South  Corp.  Chairman  and  Chief 
Executive  Richard  M.  Scrushy 
emerged  from  a  Birmingham 
(Ala.)  courthouse  on  June  28,  ac- 
quitted by  a  jury  on  all  36  criminal  counts 
brought  by  the  government  over  his  al- 
leged role  in  a  $2.7  billion  accounting 
fraud,  the  worst  of  his  legal  problems 
were  behind  him.  Now,  if  Scrushy  has  his 
way,  it's  payback  time. 

Cleared  of  fraud  charges,  Scrushy  is 
intent  on  settling  the  score  with  Health- 
South,  a  company  he  founded  in  1984. 
The  board  fired  him  in  March,  2003, 
shortly  after  the  government  filed  its  first 
complaint  against  him.  Now  Scrushy,  52, 
is  girding  for  a  legal  battle  to  reclaim  his 
old  post  at  the  Birmingham-based  com- 
pany, his  advisers  say.  The  inevitable  and 
soon-to-be-filed  Scrushy  v.  HealthSouth 
could  be  every  bit  as  colorful  as  the  six- 
month  fraud  trial  proved,  with  its  fre- 


quent courthouse  prayer  sessions  and  a 
defense  attorney  likening  government 
witnesses  to  rats.  Scrushy,  according  to 
his  attorney,  Donald  V.  Watkins,  is 
readying  a  fight  to  regain  his  CEO  post 
and  board  role,  as  well  as  back  pay  and 
legal  fees.  Says  Watkins:  "He's  entitled 
to  have  his  job  back." 

That  won't  happen  easily.  HealthSouth 
today  is  a  far  different  company  than  the 
one  Scrushy  left,  with  a  new  management 
team  and  board  that  has  made  it  clear  it 
wants  nothing  more  to  do  with  the  former 
boss.  "Under  no  circumstances  will  Mr. 
Scrushy  be  offered  any  position  within 
the  company  by  this  management  team 
or  by  this  board  of  directors,"  Chairman 
Robert  May  said  in  a  statement  released 
after  the  verdict  was  read. 

What's  more,  Scrushy  still  faces  civil 
charges  filed  by  the  Securities  &  Ex- 
change Commission.  A  ruling  in  favor  of 
the  SEC— which  legal  experts  believe 
could  happen,  given  the  lower  burden  of 
proof  required— could  bar  Scrushy  from 


HOW  SWEET  IT  IS 

Scrushy  and  his 
wife  after  his 
acquittal 


serving  as  an  i 
tive  or  holding 
on  the  board  c 
public  compan;  S 
is  Scrushy  comr  te 
out  of  the  woods  on  the  criminal 
Prosecutors  are  expected  to  try  to 
the  perjury  charges  that  were  throv 
in  the  recent  case,  although  it's  ut 
whether  they  will  succeed. 

NO  WELCOME  MAT 

EVEN  IF  SCRUSHY  wins  the  SEC 
that  doesn't  mean  he'll  find  his  wa\ 
to  HealthSouth.  Legal  scholars  say  i 
likely  a  judge  would  impose  a  CEC 
corporate  board  against  its  will.  Tha 
the  courts  could  force  HealthSouth ! 
elude  Scrushy  in  board  meetings  ; 
He  has  refused  to  resign  his  seat, 
April,  2003,  HealthSouth  created  a 
rial  committee"  of  the  board  to  deric  j 
corporate  matters— a  group  consist) 
every  director  except  Scrushy.  Co 
insiders  insist  privately  that  if  Sc 
won't  resign,  they'll  map  plans  to 
new,  Scrushy-less  slate  of  directors 
shareholder  meeting  they  hope  to 
next  spring.  "I  haven't  spoken  to  a « 
shareholder  who  would  welcome 
back,"  says  Balaji  Gandhi,  an  anab 
Pacific  Growth  Equities  LLC. 

HealthSouth's  Scrushy  problem 
not  end  there.  The  not-guilty  vt| 
means  Scrushy  will  probably  be  al 
force  the  company  to  cover  the  $25|J 
lion  in  legal  fees  he  racked  up  durin  I 
criminal  trial.  He  will  also  try  to  C(  I 
pay  and  perks  lost  since  his  firing.  1 1 
SEC  wins  a  civil  ruling  against  himj  I 
could  be  tough;  in  any  case,  Hefl 
South's  board  will  likely  fight  his  ell 
by  arguing  that  Scrushy  was  negligeB 
allowing  a  major  fraud  on  his  watchli 

The  prospect  of  a  messy  battle  ell' 
undermine  progress  made  by  cuW 
CEO  Jay  Grinney.  Completed  audits-B 
company  released  restated  booksl 
2000-2003  the  day  before  the  verdict* 
veal  it  lost  $1.4  billion  during  the  lastll 
years  of  Scrushy's  tenure.  Since  he  k-B 
2003,  HealthSouth  has  shut  nearly  ■ 
unprofitable  rehab  and  diagnostic  cerfl 
enabling  it  to  earn  a  $109.6  million  c| 
ating  profit  in  the  first  quarter  of  200 

Still,  analysts  say  the  company  i 
daunting  challenges  over  the  next  a 
of  years.  "It's  going  to  be  difficuli 
them  to  grow  revenues  in  their  in-pa 
rehab  business,"  says  Gandhi.  "This 
suit  is  going  to  be  a  distraction."  But 
doesn't  bother  Scrushy  a  bit.  ■ 

-By  Dean  Foust  and  Brian  Grc 

Atlanta,  with  Mike  France  in  New 
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Keep  that  spark  alive. 

FACT:  Viagra  can  improve  erections 
for  guys  with  ED.  Studies  show 
Viagra  can  also  improve  their 
sexual  relationship  satisfaction. 

Viagra  can  improve  the  ability  to  achieve 
and  maintain  an  erection  for  guys  with 
erectile  dysfunction.  Ask  your  doctor  if 

VIAGRA 
is  right  for  you. 


o  learn  more, 


-888-4VIAGRA 


AGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone, 
you  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA, 
iking  these  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

le  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach. 
jss  common  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a 
ief  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

ilk  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest 
tin,  nausea,  or  other  discomforts  during  sex,  seek  medical  help  right  away.  Although  erections 
sting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class, 
is  important  to  seek  immediate  medical  attention.  Erections  lasting  longer  than  six  hours 
in  result  in  long-term  loss  of  potency. 

VIAGRA  is  covered  under  most  Managed  Care  Plans. 

sase  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 

Ql^P  U.S.  Pharmaceuticals 

VG242505C  ©  2005  Pfizer  Inc.  All  rights  reserved. 
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PATIENT     SUMMARY     OF 
INFORMATION     ABOUT 


VIAGRA 

(sildenafil  citrate)  tablets 


This  summary  contains  important  information  about  VIAGRA*.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your 
doctor  or  pharmacist  if  you  do  not  understand  any  of  this  information 
or  rf  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex.  this  extra  blood  flows  out 
of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  rf  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you  start 
any  treatment  for  erectile  dysfunction,  ask  your  doctor  it  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex.  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  rf  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found 
in  many  prescription  medicines  that  are  used  to  treat  angina  (chest 
pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosortide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  rf  any  of  your  medicines  contain 
nitrates,  or  rf  you  do  not  understand  what  nitrates  are.  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Oo 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  rf  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  rf  you: 

•  have  ever  had  any  heart  problems  (e.g..  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing 
of  the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis.  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 


•  VIASRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  tor  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg.  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater  than 
25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of 
alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours.  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses.  The  most  common  side  effects  of  VIAGRA  are  headache,  flush- 
ing of  ttie  face,  and  upset  stomach.  Less  common  side  effects  that 
may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a  blue 
color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or  blurred 
vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all.  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  rf  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www  viagra.com,  or 
call  1-888-4VIAGRA. 
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EGAL  AFFAIRS 


OMING  TO  GRIPS 
NVTH  GROKSTER 

Jow  the  only  thing  innovators  are  sure  of 
3  that  they'll  have  to  watch  their  step 


in 


H       ^m      ^HITH     ITS     LAND 

A    M  A    ^V  mark     ruling 

II    IS  Metro-Goldwyn- 

M^m^^^m    Mayer  Studios  Inc., 

W  V     V  v.  Grokster 

W     W  W      Ltd.,  on 

I  ^V      ^V       June  27,  the  U.S. 

jipreme  Court  handed  the  technology 

dustry  a  bowl  of  mush.  The  decision 

rbids  companies   from  encouraging 

-stomers  to  steal  intellectual  property— 

,  as  lawyers  put  it,  from  actively  induc- 

g  copyright  infringement. 

Sounds  clear  enough,  in  theory.  But  in 

ewake  of  the  decision,  companies  that 

e  dedicated  to  making  creative  new 

idgets,  services,  and  software  to  dis- 

bute  music,  movies,  video  games,  and 

»oks  have  been  scrambling  to  figure  out 

>w  MGM  v.  Grokster  applies  to  their 

isinesses.  The  ruling  does  not  supply  "a 

*ar  standard,"  says  Mark  F.  Radcliffe,  a 

irtner  at  the  East  Palo  Alto  (Calif.)  of- 

e  of  DLA  Piper  Rudnick  Gray  Cary, 

lich  works  with  VCs  and  technology 

mpanies.  "This  is  a  decision  that  caus- 

a  fair  amount  of  heartache  in  the  ven- 

re  community." 


VfVigg'dCC'Z. 


While  it  will  take  courts  years  to  define 
the  precise  boundaries  of  the  ruling,  many 
entrepreneurs  don't  have  the  luxury  of 
waiting.  The  next  generation  of  peer-to- 
peer  sendees,  such  as  BitTorrent,  which  al- 


[nthe 
Hot  Seat 

nthe  wake  of  the  U.S. 
Supreme  Court's 
Grokster  decision, 
:echies  will  have  to  be 
more  careful  to  avoid 
becoming  targets  for 
itigation.  Here's  what 
awyers  are  advising 
them  to  do: 


WATCH  THE  MARKETING  A  deluge  of  warning  labels 
telling  consumers  not  to  use  the  technology  for  illegal 
copying  is  likely,  along  with  a  pullback  on  controversial  ad 
slogans  such  as  Apple's  "Mix.  Rip.  Burn." 

EYES  ON  THE  CUSTOMERS  Merely  knowing  that 
customers  are  stealing  intellectual  property  is  not  illegal. 
But  if  the  theft  reaches  high  levels,  execs  may  be  obligated 
to  try  to  stop  it. 

KEEP  IT  CLEAN  FAQs  and  e-mails  explaining  how  to  use  a 
technology  will  be  scrubbed  to  ensure  they  don't  include 
instructions  that  could  encourage  illegal  copying. 

BE  CAUTIOUS  OF  WHAT  YOU  SAY  Lawyers  will  play  a 
greater  role  in  R&D  discussions.  They'll  probably  tell 
managers  to  only  discuss  piracy  issues  in  face-to-face 
meetings  or  phone  calls— never  through  e-mail. 


lows  the  rapid  transfer  of  large  files,  will 
have  to  be  developed  under  the  shadow  of 
the  court's  new  "active  inducement"  stan- 
dard. So  will  innovations  such  as  podcast- 
ing— the  creation  of  radio  shows  for 
downloading  onto  digital  listening  devices 
such  as  iPods. 

"A  BIG 'SUE  ME' SIGN" 

PODCASTING  IS  JUST  ONE  of  many  tech- 
nologies that  are  shaping  a  new  world 
where  music,  movies,  and  digital  books 
will  flow  across  fast  broadband  and  wire- 
less connections  to  digital  devices  that  can 
easily  store,  search,  and  copy  huge 
amounts  of  data.  Almost  all  of  these  nas- 
cent technologies  have  two  things  in  com- 
mon. First,  their  widespread  com- 
mercial implementation  is  still  far  in 
the  future.  Second,  they  can  be  used 
for  both  legal  and  illegal  purposes. 
For  companies  involved  in  creating 
the  products  and  software  that  will 
determine  the  emerging  media  and 
entertainment  environment,  the 
Grokster  decision  has  created  "a  gray 
area  in  which  lawyers  will  thrive," 
says  Gary  Little,  a  general  partner  at 
venture  firm  Morgenthaler  Ventures 
in  Menlo  Park,  Calif. 

At  this  point  the  only  thing  that's 
clear  is  that  entrepreneurs  will 
have  to  watch  their  step  more  care- 
fully in  every  phase  of  business  de- 
velopment, from  funding  fresh 
ventures  and  designing  products  to 
communicating  with  customers. 
The  item  at  the  top  of  the  list  of 
concerns  is  marketing. 

The  Supreme  Court  based  its  rul- 
ing, in  part,  on  the  advertising  ef- 
forts by  Grokster  to  lure  fans  of  the  outlaw 
Napster  service  after  the  file-sharing  pio- 
neer shut  down— which  were  taken  as  ev- 
idence that  Grokster' s  backers  intended  to 
encourage  music  piracy.  Now  some 
lawyers  predict  that  ads  such  as  Apple 
Computer  Inc.'s  "Rip.  Mix.  Burn"  or  Mi- 
crosoft Corp.'s  "Swap  Pictures,  Music, 
Video  and  More"  pitch  for  its  instant-mes- 
saging service  won't  be  imitated.  "It's  like 
painting  a  big  'Sue  Me'  sign  on  the  tech- 
nology," says  Radcliffe. 

Customer  communications  will  also  go 
under  the  microscope.  In  the  Grokster  case, 
the  high  court  criticized  the  company  for 
giving  customers  instructions  on  how  to 
download  copyrighted  music.  Now  busi- 
nesses will  need  to  be  vigilant  about  scrub- 
bing online  FAQs  to  ensure  that  they  don't 
appear  to  encourage  copyright  infringe- 
ment or  even  give  vague  examples  of  how 
the  technology  could  be  used  to  find  popu- 
lar shows  or  songs.  Customer  help  line 
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workers  could  also  require  special  com- 
pliance training.  And  startups  may  have 
to  invite  lawyers  in  on  product- 
development  discussions  from  the  be- 
ginning to  help  draw  up  plans  and  work 
with  engineers  on  research  and  develop- 
ment "Rather  than  pay  people  like  me  to 
argue  about  this  in  court,  it's  better  to 
take  care  of  [it]  up -front,"  says  Ian  C. 
Ballon,  a  partner  at  Manatt,  Phelps  & 
Phillips  LLP  in  Palo  Alto,  Calif. 

VULNERABLE  AREAS 

ANOTHER  TRICKY  CONCERN  for  inno- 
vators: how  to  respond  once  they  become 
aware  that  their  technology  may  be  being 
used  for  rampant  piracy.  In  the  past, 
companies  were  safest  when  they  didn't 
admit  to  knowing  about  the  thievery.  The 
ruling  states  that  mere  knowledge  of 
copyright  violations  isn't  illegal.  But 
such  awareness,  when  combined  with 
other  actions,  such  as  ads  or  statements 
by  employees  or  executives,  could  leave  a 
company  vulnerable  to  lawsuits  if  it 
doesn't  take  action  after  receiving  a 
warning    from    a 


music  label  or  stu- 
dio that  potentially 
illegal  copying 
was  occurring. 
"With  all  of  these 
inducement  ele- 
ments       floating 


Suddenly, 
pleading 
ignorance 
ofpiracy 

may  not     CfXtn 

be  enough  end  in  liability,* 

^^^^        "cr       says  Catherine  S. 
Kirkman,  a  part- 
ner at  Wilson  Son- 
sini  Goodrich  &  Rosati  in  Palo  Alto. 

Some  startups,  such  as  the  social  net- 
working site  MySpace.com,  remove  dis- 
puted copyrighted  works  as  a  matter  of 
policy.  We  "have  [a]  strict  policy  [and] 
actively  enforce  that  policy,  because  long- 
term  these  content  guys  are  going  to  go 
after  you  if  you  don't,"  says  GeoffYang,  a 
founding  partner  at  vc  firm  Redpoint 
Ventures,  an  investor  in  MySpace. 

The  new  uncertainties  are  prompting 
Silicon  Valley  types  to  make  dire  an- 
nouncements. Tt  might  take  10  years  of 
litigation  to  get  a  clear  sense  of  this,"  says 
Larry  Lessig,  an  intellectual-property 
professor  at  Stanford  Law  School.  "In  In- 
ternet time,  it's  an  eternity.  That's  10 
years  of  chilled  innovation.  That's  really 
quite  costly."  He  may  be  crying  wolf- 
but  there's  no  doubt  that,  in  the  short- 
term,  the  court  has  made  life  more  com- 
plicated  for  innovators.  ■ 

-By  Heather  Green  in  New  York,  with 
Lorraine  Wbellert  in  Washington 
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'YOU  CANT  JUST  HAVE 
A  FREE-FOR-ALL' 

On  the  eve  of  his  exit,  SEC  Chairman 
Donaldson  remains  unbowed 


r 


SOFT-SPOKEN  HE  MAY  BE,  but  there  was  nothing  quiet  about 
way  William  H.  Donaldson  left  the  Securities  &  Exchange  Go 
mission.  On  June  29,  one  day  before  his  planned  retirement, 
74-year-old  Wall  Street  veteran  pushed  through  a  controvert 
mutual-fund  rule— acting  just  a  week  after  a  federal  appe 
court  said  the  agency  hadn't  adequately  considered  the  nil 
costs  or  alternatives.  Once  again,  the  Republican  chairm 
sided  with  the  SEC's  two  Democrats  in  a  3-2  vote.  The  I 
Chamber  of  Commerce,  which  sued  to  block  the  rule,  says  it  \ 
return  to  court,  charging  that  the  SEC  acted  too  hast 


It  was  a  fitting  end  to  Donaldson's 
reign.  When  he  arrived  at  the  SEC  in 
February,  2003,  investors  were  reeling 
from  a  wave  of  corporate  scandals.  Don- 
aldson's activism  bolstered  investor  con- 
fidence—but antagonized  business  and 
the  GOP.  On  June  28,  Donaldson  dis- 
cussed his  tenure  with  BusinessWeek 
Correspondent  Amy  Borrus  and  Deputy 
Washington  Bureau  Chief  Mike  Mc- 
Namee.  Below  are  edited  excerpts: 

The  business  community  seemed  to 
breathe  a  collective  sigh  of  relief  when 
you  announced  plans  to  step  down.  Any 
regrets  about  leaving  when  Corporate 
America  is  openly  chafing  at  reform? 
I  don't  have  any  second  thoughts  about 
leaving.  Boards  and  audit  committees 
are  functioning  better.  People  are  being 
careful  to  obey  the  law  and  not  just  step 
up    to    the    brink    [of  misbehavior]. 
There's  been  a  definite  improvement. 
Most  businesspeople  would  say  that  the 
Sarbanes-Oxley  reforms  are  good  and 
are  working,  although  there  are  a  lot  of 
complaints  about  the  costs  associated 
with  Section  404  [rules  requiring  man- 
agers and  auditors  to  strengthen  inter- 
nal financial  controls].  We're  attempting 
to  address  those. 

We've  done  what  Congress  asked  us 


til 


to— make  fines  not  just  a  cost  of  dc 
business  but  a  deterrent.  We've  go 
have  a  balance  between  rules  and 
forcement  of  the  law,  and  corporate 
financial  America  picking  itself  up  \ 
an  ethic  that  will  be  far  better  than  1 
can  ever  [create]. 

But  there  are  parts  of  the  bush 
world  that  don't  get  it.  Some  business 
ganizations  should  be  helping  com 
nies  conform  to  new  laws  and  help 
managements  and  [board]  committ 
address  the  issues,  instead  of  shout 
about  the  pendulum  swinging  too  fa  : 


I 


How  do  you  respond  to  complaints  tha 
your  SEC  overregulated  in  ways  that 
bad  for  business? 

The  market  for  securities  or  investme 
has  to  have  rules.  You  can't  just  hav 
free-for-all  without  some  sort  of  pro 
tion  for  investors.  I'm  the  only  comn 
sioner  who  has  built  a  business.  1 
know,  the  idea  that  somehow 
against  capitalism,  or  free  markets, 
entrepreneurialism— they're  what  1 
stood  for  my  whole  life. 

As  a  Republican  appointee,  you've  takt 
a  beating  in  your  party  for  siding  with 
Democrats  in  3-2  votes  on  high-profile 
rules  and  some  enforcement  actions. 


did  you  have  done  more  to  encourage 
isensus? 

ave  worked  very  hard  to  have  consen- 
;  around  really  sensitive  issues.  But  I 
l't  think  there's  any  place  for  politics 
he  SEC.  I've  been  guided  by  one  prin- 
le:  to  act  according  to  the  mission  of 
|  SEC,  and  that  is  investor  protection, 
juld  I  have  changed  what  I  thought 
|s  right  to  conform  politically?  I  don't 
nk  so.  That's  not  why  I  came.  That's 

why  the  President  appointed  me. 
tVhat  if  we  had  not  acted  on  a  3-2  vote 
hedge  funds?  Look  what's  happened 
the  last  two  years.  The  papers  are 
id  every  day  with  [stories  about] 
Ige-fund  problems.  Regulators 
)und  the  world  are  concerned.  I  don't 
.  how,  in  all  good  conscience,  we 
ild  not  have  taken  the  step  we  did  to 
ng  this  huge  amount  of  money  under 
lie  sort  of  surveillance, 
if  you  wait  until  you  get  consensus, 
probably  are  going  to  have  a 
npromise  that  doesn't  get  anything 
le.  There  was  no  way— short  of  not 
jng— that  we  could  have  bridged  the 

schism  on  the  rulemakings  where  it 
urred. 

?deral  court  blocked  the  SEC's  rule  on 
tual-fund  directors.  You  moved  to 
istate  it  in  a  week.  Critics  say 

t  rush  undermines  the 
s  credibility. 

court  said  we  acted  ab 
utely  within  our  authori- 
o  insist  that  75%  of  di- 
tors  and  the  chairman 
independent.  It  did  not 

us  to  put  this  out  [for 
■>lic  comment]  again, 
jsked  us  to  respond 
ire  fully  about  the 
|e's    costs,    and    it 
ted    us    what    we 
ught  of  the  alterna- 
t  idea  of  requiring  a 
id      to      disclose 
ether  its  chairman 
p  independent.  We 
/e  all  that  informa- 
H.    We    have    five 
nmissioners  and  a 
ff  who  spent  more 
n  a  year  thinking  this 
ough.  After  the  end  of 
3  week,  there  will  be  a 
ole  new  group  [headed 
Chairman-Designate 
ristopher     Cox].     This 
amission  has  an  obliga- 
i  to  investors  to  finish  what 
tarted. 


The  hullabaloo  out  there  about  us  act- 
ing quickly  is  being  made  by  people  who 
want  us  to  open  [the  rule]  up  again. 

Did  you  get  any  inkling  that  your  actions 
as  chairman  displeased  the  President? 
Did  anyone  at  the  White  House  suggest  it 
was  time  for  you  to  go? 

I  have  been  gratified  by  the  support  of 
the  President  right  from  the  beginning. 
The  decision  to  leave  was  totally  my 
own.  Nobody  asked  me  to  go.  The  Presi- 
dent has  known  for  months  that  I  was 
planning  to  leave. 

What  has  come  of  your  push  for  the  SEC 
to  see  around  corners  to  anticipate 
problems  in  markets  and  boardrooms? 


We're  getting  out  ahead  [of  abuses].  We 
have  inquiries  into  pension  fund  advisory 
firms,  private  placement  of  securities. 
We've  sent  some  warnings  out  there. 
We're  getting  more  cooperation  between 
[SEC  staff]  divisions.  I  hope  [the  process] 
will  be  institutionalized. 

What  about  your  unfinished  plans— more 
disclosure  of  CEO  pay  and  perks,  and 
more  investor  say  in  electing  directors? 

I  do  believe  in  compensation  for  a  job 
well  done  and  exceptional  compensation 
for  an  exceptional  job.  But  I  think  that 
shareholders  are  entitled  to  know  what 
your  total  compensation  is,  and  it's  al- 
most impossible  to  tell.  You've  got  to  dis- 
play that  so  people  can  understand  what 
the  total  compensation  is,  and  it's  almost 
impossible  to  tell  now.  We're  working  to- 
ward that.  We're  close  to  getting  there. 

On  proxy  access,  there  is  a  problem:  If 
you  have  more  and  more  institutions 
owning  stocks  forever,  how  do  they  exer- 
cise their  rights  as  owners  when  they're 
dissatisfied  with  how  the  company  is  run? 
The  old  maxim,  you  sell  if  you  don't  like 
what's  going  on— they  can't  sell. 

What  we  originally  threw  out  was  not 
necessarily  the  best  way  to  fix  the  prob- 
lem. There  are  legitimate  concerns  on 
both  sides.  Certain  shareholder  groups 
[like  unions  and  governance  advocates] 
want  to  influence  the  board  for  differ- 
ent reasons.  But  there  are  also  major 
shareholder  groups   that  have   a 
legitimate  desire  to  influence  how 
the  company  operates.  I  think  it's 
inevitable  that  something's  going  to 
be  done. 

What  has  surprised  you  most  in  the 
2%  years  you've  been  chairman? 

The  vehemence  of  the  hardened 
political  views  that  the  country 
seems  to  be  going  through  now  af- 
fects anyone  in  government.  I  hate 
to  see  politics  affecting  decisions 
at  the  SEC. 

The  constant  enforcement  ac- 
tions undertaken  against  investor 
bilking,  fraud  schemes  [BW— 
Mar.  21].  We  beat  one  and  another 
one  pops  up.  I'm  astounded  at  the 
continuing  flow  of  that. 

We  faced  a  difficult  situation 
with  much  of  the  populace  mis- 
trustful of  business  and  the  finan- 
cial community.  We've  worked 
hard  to  do  something  about  that, 
but  it's  not  completely  solved.  It 
will  take  a  recognition  by  busi- 
nesses that  they  have  to  do  more 
to  improve  their  ethical  DNA.  ■ 
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ANTITRUST 


SWEET  DEALS-OR 
STRONG-ARM  TACTICS? 

AMD  alleges  that  Intel  gave  customers 
discounts  to  keep  rivals  out  of  the  market 


OR  YEARS,  ADVANCED  Mi- 
cro Devices  Inc.  has  tried  to 
go  after  its  giant  rival,  Intel 
Corp.,  accusing  it  of  illegally 
using  its  monopoly  power. 
But  time  and  again,  Intel  has 
emerged  relatively  un- 
scathed. Now  the  Sunnyvale  (Calif.)  chip- 
maker  is  again  raising  its  slingshot.  On 
June  27,  AMD  filed  a  48-page  complaint 
that  charges  Intel  with  employing  a 
range  of  anticompetitive  practices  aimed 
at  crippling  the  smaller  chipmaker.  Intel 
denies  the  allegations.  "We  unequivocal- 
ly disagree  with  AMD's  claims  and  firmly 
believe  this  latest  suit  will  be  resolved  fa- 
vorably, like  the  others,"  said  Intel  CEO 
Paul  Otellini. 

Can  AMD  prevail?  The  root  of  its  alle- 
gation is  that  Intel  uses  exclusionary 
practices— rebates,  discounts,  and  mar- 
keting dollars— to  strong-arm  customers 
'into  buying  its  chips,  shutting  AMD  out. 
Typically,  antitrust  cases  turn  on  whether 
an  accused  monopolist  is  hurting  con- 
sumers, rather  than  a  rival,  through  its  ac- 
tions. But  in  recent  years  courts  have 
ruled  that  exclusionary  beha  nor  by  large 
companies  against  smaller  ones  is  illegal 
because  it  hurts  competition  in  the  overall 
market.  AMD  clearly  hopes  the  shift  will 
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help  it  win.  "Not  only  are  exclusion-type 
cases  on  the  rise  but  courts  have  been 
more  receptive  to  [them],"  says  Scott  A. 
Sher,  a  partner  with  Wilson  Sonsini, 
Goodrich  &  Rosati  in  Reston,  Va. 

On  the  face  of  it,  there's  nothing  inher- 
ently illegal  in  providing  discounts  and 
rebates  to  customers,  something  Intel  has 
been  doing  for  years.  "Even  a  dominant 
company  has  the  incentive  to  compete 
hard,  and  it  will  often  do  this  through  ex- 
clusive contracts  and  low  pricing,"  says 
Eleanor  M.  Fox,  an  antitrust  expert  at 


INTEL  ALL  OVER 

Will  recent  court 
rulings  bolster 
AMD's  case? 


Burden  of  Proof 

AMD  alleges  that  Intel's  exclusionary 
arrangements  with  customers  violate 
antitrust  law,  a  charge  Intel  denies. 
To  win,  AMD  must  snow  three  things: 

■  That  Intel  dominates  the  market,  with  a  60% 
or  higher  share 

■  That  the  exclusive  dealing  prevented  AMD  from 
entering  a  market 


■  That  there  is  no  valid  business  justification  for 
the  conduct,  such  as  lowering  prices  for  consumers 


New  York  Unh 
School  of  Law. 
But  AMD  a 
that  Intel  cross 
line     by     off 
these  inducements  only  if  a  cus 
agrees  to  buy  most  of  its  chips  fro 
tel.  Such  exclusionary  contractual 
tices,  AMD  claims,  have  the  efft 
shutting  it  out.  But  the  mere  fact 
Intel  is  offering  lower  prices  will  p 
bly  not,  in  and  of  itself,  lead  to  lia 
Courts  are  generally  reluctant  to 
against  market  discounts  or  any  r 
that  leads  to  low,  or  predatory,  pr 
because  such  practices  are  seen  as 
efiting  consumers. 


TALE  OF  THE  TAPE 

AMD  ALSO  WOULD  have  to  show 
has  no  valid  business  justification  f\ 
behavior.  Monopolists  are  permitt 
use  exclusionary  deals  if  they  benefit 
sumers,  and  Intel  argues  its  payme 
PC  makers  allow  them  to  sell  their 
chines  more  cheaply.  To  succeed, 
would  have  to  convince  the  court  tru 
tel's  aim  is  not  to  keep  prices  low  b 
prevent  competition. 

AMD  is  pinning  its  hopes  on  rt 
rulings  that  have  condemned  the  j 
tices  it  accuses  Intel  of  using.  In  one 
decided  in  2003  by  the  Third  Ci 
Court  of  Appeals,  transparent-tape  i 
er  LePage's  Inc.  sued  3M  for  offi 
customers  cash  payments  to  buy  e: 
sively  from  3M,  plus  higher  rebate 
buying  other  3M  products.  The  c 
ruled  for  LePage's  on  the  grounds 
bundled  rebates  offered  by  a  monop 
"may  foreclose  portions  of  the  mark 
a  potential  competitor."  It's  no  co; 
dence  AMD  has  filed  its  complaint  ir 
Third  Circuit. 

Clearly,  the  courts  and  regulators 
still  figuring  out  how  to  think  about 
clusionary  behavior.  In  a  sp< 
last  November  that  reviewed 
Justice  Dept.'s  antitrust  pc 
Deputy  Assistant  Attorney  C 
eral  Thomas  O.  Barnett 
"This  is  an  area  in  which 
most  difficult  to  distinguish 
tween  harmful  exclusionary  ( 
duct  and  beneficial,  albeit  toi 
competition." 

In  the  end,  the  court  has  to 
cide  if  Intel's  price  cuts  are  so 
fling  to  competition  that 
sumers  wind  up  with  le 
products  or  higher  prices.  W 
out  such  a  finding,  AMD  will 
once  again.  ■ 

-By  Spencer  E.  j 
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ORACLE'S 
GOOD OMEN 

Conventional  wisdom  says 
big  tech  acquisitions  don't 
work.  Well,  somebody  forgot 
to  tell  Oracle  Chief  Executive 
Lawrence  Ellison.  In  the  first 
quarter  to  include  full  results 
from  Oracle's  $10.3  billion 
acquisition  of  PeopleSoft, 
applications  license  revenues 
were  up  52%.  The  numbers, 
reported  on  June  29,  show 
the  No.  2  software  maker  has 
pulled  off  a  smooth  merger. 

While  Ellison  downplayed 
dealmakinginaJune29 
interview  with  BusinessWeek, 
his  strategy  is  clear:  Buy 
software  companies  with 
narrow  margins  but  rich 
maintenance  revenue 
streams,  add  them  to  Oracle's 
portfolio,  and  strip  out  costs. 

Indeed,  signs  point  to  more 
deals  ahead— perhaps  even 
rival  Siebel  Systems.  (Ellison 
declines  to  comment.)  With 
$5  billion  in  the  bank,  Oracle 
certainly  has  the  wherewithal. 
Plus,  it  just  hired  as  its  chief 
financial  officer  Greg  Maffei, 
who  oversaw  a  string  of  21 
acquisitions  during  his  two- 
year  tenure  at  Microsoft.  If 
Ellison  can  make  other 
deals  work  the  way  he  has 
with  PeopleSoft,  Oracle  will 
be  on  a  roll. 

-Steve  Hamm 


BREATHING 
EASYATAIG 

After  two  months  of  damning 
headlines  and  government 
probes  into  its  accounting 
and  the  conduct  of  former 
CEO  Maurice  Greenberg, 
American  International  Group 
finally  had  some  good  news 
on  June  28.  Net  income  in  the 
quarter  was  $37  billion,  up 
44%  from  $2.6  billion  in  the 
first  quarter  of  2004. 
Investors  greeted  the  news  by 
bidding  shares  up  $3,  to 
$58.  The  results  reflect  strong 
life  insurance  operations  in 
Asia,  good  returns  on 
invested  cash,  and 
disciplined  underwriting. 
The  numbers  were  the  first 
since  AIG  restated  five  years 
of  results  in  May,  chopping 
$1.3  billion  off  2004  net 
income  and  $2.3  billion  from 
shareholder  equity. 


TOYOTA'S  TURF 
IN  CANADA 


Life  in  the  brutally 
competitive  North  American 
car  market  is  about  to  get 
tougher.  Toyota  Motor  plans  to 
open  a  new  $650  million 
compact  sport-utility  plant  in 
Woodstock,  Ont.,  in  2008. 
The  news  follows  Toyota's 
year-to-date  sales  gain  of 
10%,  which  has  pushed  its 
U.S.  market  share  up  1.3 
points,  to  13.3%  (page  51). 
Toyota  will  use  the  plant  to 
build  the  popular  RAV4, 
currently  made  in  Japan. 


Wifh  oil  prices  flirting  around 
$60  a  barrel,  boosting 
production  of  smaller  sport- 
utes  looks  like  a  smart  move. 
Industry  sources  also  believe 
that  Toyota  may  also  build 
Scion  cars  at  the  new  plant. 
When  it  opens,  the  plant  will 
increase  Toyota's  North 
American  production 
capacity  by  100,000  vehicles, 
to  1.76  million. 


PALPITATIONS 
OVERGUIDANT 

Johnson  &  Johnson  has  a 

tough  call  to  make.  On  June 
24,  medical  device  maker 
Guidant  announced  problems 
with  one  of  its  implantable 
cardiac  defibrillators  and 
warned  physicians  to  stop 
implanting  those  devices 
until  the  error  is  corrected. 
The  latest  problem,  which 
comes  on  the  heels  of  recalls 
of  some  other  products, 
affects  $800  million  of 
Guidant's  $3.8  billion  in 
annual  sales.  Now  J&J  must 
decide  what  to  do  about  its 
planned  $25  billion  deal  for 
Guidant.  If  J&J  walks— which 
is  seen  as  unlikely— it  loses 
access  to  the  fast-growing 
defibrillator  market  and  some 
key  cardiac  stents.  That's  why 
most  expect  J&J  to  go  ahead 
at  a  lower  price,  though  it 
will  now  be  buying  a 
tarnished  franchise. 


SILENCE  ISN'T 
GOLDEN 

The  "quiet  period"  ahead  of 
initial  public  offerings  is 
about  to  get  noisier.  The 
Securities  &  Exchange 
Commission,  in  a  sweeping 
overhaul  of  stock  issuing 
rules  on  June  29,  said 
companies  could  distribute 
materials  beyond  their 
official  prospectus  and  hold 
Web-based  "road  shows"  for 
potential  investors.  Also  O.K.: 
press  interviews,  like  the 


Playboy  chat  with  Google 
founders  that  nearly  der 
that  company's  2004  IPC 
companies  also  get  faster 
registration  for  stocks  anj 
bonds.  The  reform  of  the  | 
1933  Securities  Act  passe 
a  5-0  vote.  By  contrast,  at  J 
same  meeting  a  contents  | 
mutual-fund  rule  was 
reapproved  by  a  3-2  vote 
(page  38). 
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ETCETERA... 


ITHE 


»  The  Chicago  Board  of  Tr   I 
said  it  has  gotten  "express 
of  interest"  in  a  merger. 
»  Jarden  will  acquire  sm; 
appliance  maker  Holmes 
Group  for  $625  million. 
»TiVo  Vice-Chairman  T(  I 
Rogers  will  become  presic 
and  CEO. 


CLOSING  BELL 


Shares  of  Monsan 
got  crimped  by  7°/ 
on  June  29,  to  $6f 
after  the  St.  Louis 
agricultural 
company  and 
pesticide  maker 
announced  net 
income  in  the  thirc 
quarter  fell  81%,  tc 
$47  million,  due  to 
write-offs  from  its 
recent  acquisition 
of  two  seed 
manufacturers. 
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Washington  Outlook 


f  RICHARD  S.  DUNHAM  WITH  EAMON  JAVERS 

rhe  Democrats5  Recipe 
7or  a  Resurgence 


iK  THE  DEMOCRATS  FIGURE  OUT  a  way  to  capitalize  on  growing 
lblic  discontent  over  the  Iraq  war,  sky-high  gas  prices,  and  the 
cord-low  approval  ratings  for  President  Bush  and  the  GOP 
mgress?  With  the  2006  midterm  elections  some  16  months 
vay,  Republicans  have   a  huge  money  edge   and  gerry- 

mdered  House  districts  that  make  De-  tide  remains  strong,  the  historically  Re- 
ocratic  chances  of  recapturing  Capitol     publican  districts  of  Henry  Hyde  in  subur- 


I  remote  at  best. 

But  as  GOP  woes  deepen  by  the  month, 
ms  such  as  Democratic  Congressional 
impaign  Committee  Chairman  Rahm 
lanuel  of  Illinois  are  trying  to  put  the 
tty  in  a  position  to  pounce.  Job  One:  Re- 
lit candidates  who  can  take  advantage  of 
f  political  openings.  The  Democrats  are 
seats  short  of  a  House  majority,  and 
lanuel's  mission  is  to  make  significant 
gress  in  2006  and  finish  the  job  in  '08, 
en,  according  to  the  game  plan,  the 
intry  will  be  tired  of  Bushism,  war,  and 
O-per-barrel  oil.  But  if  approval  ratings 
the  Republican  Congress 
nain  in  the  33%  range 
Bush  hovers  around 
%,  Dems  could  pull  "an 
ide  straight"  and  take  the 
•use  next  year,  says  Char- 
Cook,  editor  of  the  non- 
tisan  Cook  Political  Re- 
t.  "The  situation  is  pretty 
!y  for  Republicans." 
Whether  that  happens  or 
t,  Democrats  seem  likely 
make  gains.  Emanuel's 
ee  -pronged  strategy: 
place  Kerry  Republicans. 
mocrats  are  focusing  on 
House  districts  captured 
2004  Presidential  nomi-  ^^^~ 
e  John  Kerry  but  currently  represented 
a  Republican.  Top  targets  include  Rob 
nmons  and  Christopher  Shays  of  Con- 
cticut  and  suburban  Philadelphians  Jim 
rlach  and  Michael  G.  Fitzpatrick. 
lim  the  open  seats.  Republican  retirees 

II  give  Dems  some  of  their  best  chances 
06.  Among  them:  the  Democratic-lean - 
;  seats  now  held  by  GOP  gubernatorial 
jirants  Jim  Nussle  of  Iowa  and  Bob 
auprez  of  Colorado.  If  the  Democratic 


OIL  PRICES  could 
grease  the  skids 
for  Emanuel's 
15-seat  strategy 


ban  Chicago  and  SEC  Chairman-designate 
Christopher  Cox  in  greater  Los  Angeles 
could  be  in  play. 

Find  the  comeback  kids.  In  some  competi- 
tive districts,  Emanuel  is  urging  former 
House  members  to  mount  comeback  bids. 
Among  them:  Tom  DeLay  challenger  Nick 
Lampson  in  Texas  and  ex-Indiana  Repre- 
sentative Baron  Hill.  "To  bump  off  an  in- 
cumbent you  need  somebody  with  clout 
and  connections,"  says  University  of  Vir- 
ginia government  professor  Larry  J.  Sabato. 
"Who  better  than  somebody  who  has 
won?"  Dems  are  also  trying  to  enlist  out- 
siders with  recognizable 
names.  Atop  the  list:  Coleen 
M.  Rowley,  former  FBI  whis- 
tle-blower, in  Minnesota. 

GOP  pollster  William  D. 
Mclnturff  acknowledges 
that  Congress  hasn't  been 
this  unpopular  since  the 
1994  Republican  takeover. 
He  feels  it's  too  early  to  pan- 
ic but  says  the  party  should 
be  concerned  if  the  political 
environment  doesn't  im- 
prove by  next  summer. 

Meantime,  Emanuel's  recruits  are 
planning  to  portray  House  Republi- 
cans as  a  pack  of  corrupt,  extremist 
plutocrats  out  of  touch  with  average 
Americans.  Creating  a  positive  image  for 
themselves  is  trickier.  "Democrats  are  per- 
ceived to  have  no  core  set  of  convictions," 
says  party  pollster  Stanley  B.  Greenberg.  He 
and  other  Dems  concede  that  their  current 
strategic  opening  has  more  to  do  with  Re- 
publican weakness  than  a  surge  for  their 
side.  But  if  Emanuel's  strong  recruiting 
continues— and  Republicans  remain  in  the 
trough— 2006  could  end  up  a  surprisingly 
good  year  for  the  long-bedraggled  Dems.  ■ 


CAPITAL 
WRAPUP 


AN  ODD  ALLIANCE 
FIGHTS  FOR  FOREIGN  AID 

THE  DESPERATION  bid  to 
restore  foreign  aid  slashed  by 
the  House  has  led  to  some  odd 
political  bedfellows.  Leading 
the  charge  in  the  Senate  are 
liberal  Dem  Patrick  Leahy  (Vt.) 
and  conservative  Republican 
Rick  Santorum  (Pa.).  They're 
joined  by  the  U.S.  Global 
Leadership  Campaign,  an 
unlikely  coalition  of  business 
groups  and  left-leaning 
nonprofits.  Members  range 
from  Africare  to  Verizon.  The 
nonprofits  want  to  aid  the  poor; 
companies  want  to  improve 
security  and  judiciaries  so  they 
can  do  more  business  in  poor 
countries.  The  group  and  its 
Capitol  Hill  allies  will  try  to 
reverse  a  June  28  House  vote 
slashing  President  Bush's  $22.8 
billion  foreign  operations 
budget  by  $2.6  billion.  They  are 
getting  behind  the  Senate 
number,  which  is  expected  to  be 
$1.6  billion  higher. 

A  NEOCON  TORPEDO 
MAY  MISS  ITS  TARGET 

NEOCONS  tried  to  torpedo 
President  Bush's  first  choice  to  fill 
the  U.S.  ambassadorship  to  the 
European  Union.  But  it  looks  like 
his  pick— family  pal  C.  Boyden 
Gray— will  get  the  last  laugh. 
Neocons  went  after  Gray  for  his 
close  association  with  Bush  41 
National  Security  Advisor  Brent 
Scowcroft,  who  has  criticized 
US.  policy  in  Iraq.  But  the  well- 
connected  Gray  says  he's  been 
slogging  through  all  the  grueling 
financial  paperwork  and  expects 
his  nomination  to  be  announced 
any  day.  "I'm  committed,"  he 
said.  "I'd  be  surprised  after  all  I 
went  through  if  they  offered  it  to 
someone  else."  Gray  offers  still 
further  evidence  that  he'll  get  the 
nod:  After  a  meeting  at  the  White 
House,  he  says  Karl  Rove  bid 
him  adieu  with  a  chirpy 
"Goodbye,  Mr.  Ambassador." 
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1995:  On  an  average  day.  49-million  Web 
addresses  and  emails  were  processed  across 
the  Internet. 

2005:  Today  and  every  day,  VeriSign  Intelligent 
Infrastructure  directs  over  14-billion  Web 
addresses  and  emails. 


1995:  In  one  year.  90-million  people  used  their  mobile 
phones  to  make  and  receive  calls. 

2005:  Today  and  every  day.  VeriSign  Intelligent 
Infrastructure  delivers  high-quality  voice  and  interactive 
content  services  to  over  1.5-billion  mobile  users,  including 
hundreds  of  millions  of  calls  and  SMS  messages  and  over 
700,000  ring  tones,  pictures,  and  games. 
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1995:  In  one  year,  the  total  of  all  online 
shopping  transactions  reached  $362-million. 

2005:  Today  and  every  day,  VeriSign  Intelligent 
Infrastructure  enables  over  $100-million  in 
secure  e-commerce  transactions. 


1995:  At  year  end,  a  total  of  25,000  Web  sites 
existed,  only  3,000  of  which  had  implemented 
any  security  measures. 

2005:  Today  and  every  day,  VeriSign  Intelligent 
Infrastructure  secures  over  450,000  Web  sites 
and  monitors  over  1-billion  security  events  for 
over  3,000  global  enterprises. 


www.VeriSign.com 
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SAP:  A  SEA  CHANGE 
IN  SOFTWARE 

The  German  legend's  move  into  Lego-like  modules 
could  revolutionize  the  way  companies  do  business 


THESE  ARE  HEADY  DAYS 
for  software  giant  SAP.  The 
33-year-old  company, 
based  thousands  of  miles 
from  Silicon  Valley  in  tiny 
Walldorf,  Germany,  set  the 
gold  standard  in  the  1990s 
for  software  that  companies  use  to  manage 
their  businesses.  Some  27,000  of  the 
world's  largest  organizations  now  auto- 
mate everything  from  accounting  and 
manufacturing  to  customer  and  supplier 
relations  using  SAP  software.  That  makes 
it  far  and  away  the  leading  sell- 
er of  big  corporate  programs, 
with  record  revenues  last  year 
of  $9.5  billion,  up  7%,  and 
profits  of  more  than  $1.6  billion. 
Analysts  predict  revenues  will 
climb  11%  this  year,  and  SAP 
shares  are  near  52-week  highs. 
SAP's  story  sounds  rosy  ex- 
cept for  a  nagging  problem.  Its 
fiendishly  complex  and  notori- 
ously inflexible  programs 
worked  fine  for  companies  in 
the  20th  century.  But  as  a 
growing  number  of  the  compa- 
ny's customers  embrace  a 
faster,  more  agile  business 
model,  they  need  software 
that's  simpler  and  easier  to 
modify.  "Ten  years  ago,  soft- 
ware customers  wanted  stabil- 
•ity  and  reliability,  and  we  gave 
them  that,"  says  SAP  Chief  Ex- 
ecutive Henning  Kagermann, 
57  "Now  they  want  competi- 
tive advantage,  differentiation, 
and  most  of  all,  speed." 

Thanks  to  a  dynamic  young 
exec  named  Shai  Agassi,  SAP 
has  an  answer  for  that.  Ever 
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since  the  German  software  maker  ac- 
quired Agassi's  San  Jose  (Calif.)  startup, 
TopTier  Software,  in  2001,  the  36-year- 
old  Israeli  has  led  a  campaign  inside  the 
company  to  open  up  SAP's  closed  soft- 
ware and  make  it  easier  for  customers  to 
tweak  applications  to  suit  their  needs. 
With  Kagermann's  strong  backing,  Agas- 
si began  delivering  bits  of  more  flexible 
software  in  2003.  Now  the  scale  of  Agas- 
si's makeover  is  becoming  clear.  Over  the 
next  few  years,  SAP  will  launch  complete- 
ly revamped  products  that  will  be  far 


more  malleable  than  anything  the 
pany  has  offered  before. 

The  move  thrusts  SAP  squarely  in 
most  important  and  hotly  contested 
to  hit  software  in  a  decade.  Known  as 
services,  the  new  approach  uses  mes:^ 
sent  over  the  Net  to  link  up  pieces  of 
ware  running  on  different  comp 
Everyone  from  Microsoft  and  IBM  tt|^ 
and  Oracle  is  jumping  on  Web  servict 
cause  the  technology  lets  customers 
easily  share  information,  even  linking  Leg 
er  systems  into  state-of-the-art  sofb 
"This  is  goi 
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SAP:  STILL  GOING  STRONG 
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change  the 
ciency  and 
ductivity  of 
ware  fore 
says  Josh  Gi 
baum,  prin 
of  Enter] 
Applications  Consulting  In< 
Berkeley,  Calif.,  which  ad^ 
info-tech  vendors  and  custon 
The  migration  carries 
risks,  though.  SAP  has  aire 
committed  an  estimated  2 
software  developers  and  $1 
lion  in  research  and  deve 
ment  spending  to  its  new  t 
nology,  dubbed  NetWeaver. 
new  technology  won't  be  1 
rolled  out  until  2007,  thoi 
and  then  it  could  still  run 
technical  glitches.  "SAP  has 
tainly  laid  out  an  interesting 
sion,"  says  Charles  Fitzgei 
general  manager  of  platfi 
strategy  for  Microsoft.  "It  wl 
interesting  to  see  how  well  1 
deliver  on  it." 

SAP's  NetWeaver  technoi 
allows  the  company  to  break 


<rs, 


software  into  smaller  chunks  that  cus- 
ners  can  snap  together  or  break  apart 
e  Legos.  The  pieces  are  tied  together 
th  Web  services.  The  advantage:  Cus- 
mers  can  pick  just  the  features  they  need, 
d  even  add  ones  provided  by  companies 
ler  than  SAP.  That  will  let  businesses 
ate  and  modify  applications  faster  and 
are  cheaply  than  they  can  today. 

1ENT  RAIDS 

DUSTRY  RESPONSE  to  NetWeaver  is 
couraging.  At  an  SAP  convention  in 
fty,  leading  lights  of  info  tech  such  as 
tel,  Cisco  Systems,  EMC,  and  Adobe 
edged  to  develop  products  that  can 
i>rk  with  the  software.  "SAP  is  setting 
je  standard  that  other  application  ven- 
tre will  inevitably  have  to  follow,"  says 
ick  Earle,  Cisco's  vice-president  for  Eu- 
pe,  Middle  East,  and  Africa.  At  the  same 
ne  more,  than  1,300  SAP  customers,  in- 
lding  Colgate-Palmolive  and 
jhirlpool,  are  willing  to  serve  as  refer- 
ees for  potential  NetWeaver  buyers. 
NetWeaver  so  far  hasn't  contributed  to 
jvenues.  Most  of  it  is  now  bundled  for 
e  into  other  SAP  software.  But  if  the 
Anology  catches  on,  SAP  has  an  oppor- 
nity  to  gain  enormous  power  and 
ftuence.  Like  Microsoft  Windows  on 
:sktop  PCs  and  servers,  NetWeaver 
uld  define  an  industry  standard  for  cre- 
ing  new  business  applications.  Thou- 


sands  of  independent  de- 
velopers could  start  writing 
programs  that  plug  into 
SAP's  framework. 

To  build  a  new  ecosystem 
around  NetWeaver,  SAP  is 
turning  on  the  charm.  Six 
months  ago  it  hired  George 
Paolini,  the  executive  who 
marketed  the  wildly  popular 
Java  programming  lan- 
guage for  Sun  Microsys- 
tems Inc.,  to  lure  outside  de- 
velopers. Some  132,000  have  signed  up  for 
an  online  network  that  provides  informa- 
tion and  technical  help.  SAP  also  has  man- 
aged to  attract  more  than  200  top  man- 
agers from  Oracle,  BEA  Systems,  and 
Siebel  Systems  in  the  past  18  months. 

Still,  many  questions  remain.  SAP  hasn't 
yet  disclosed  pricing  for  its  new  software 
modules.  The  danger  is  that  customers 
could  buy  less  software  from  SAP  or  use 
more  products  from  other  vendors.  Kager- 
mann  doesn't  seem  worried.  By  helping 
SAP  customers  "become  more  flexible  and 
competitive,"  NetWeaver  will  help  keep 
them  in  the  SAP  fold,  he  says.  Others  aren't 
so  sure.  "They're  trying  to  build  a  world 
where  everything  is  built  around  SAP  ap- 
plications. I  just  don't  think  it's  going  to 
work,"  says  Mark  Hanny,  vice-president 
for  alliances  at  IBM  Software  Group. 

Oracle  Corp.  is  a  more  direct  worry.  It 


SAP  isn't 
alone:  IBM, 
Oracle,  and 
Microsoft 
are  pursuing 
Web  services 


has  announced  a  project 
called  Fusion  that  will  unite 
its  own  software  with  the 
disparate  product  lines  it  ac- 
quired last  year  from  Califor- 
nia-based PeopleSoft,  a  ma- 
jor provider  of  business 
applications,  and  then  link 
up  the  pieces  with  Web  serv- 
ices. Oracle  execs  say  their 
approach  will  be  more  open 
than  NetWeaver.  "SAP's 
products  are  built  using  pro- 
prietary language  that  is  decades  old," 
says  Oracle  CEO  Lawrence  J.  Ellison.  "Fu- 
sion applications  are  built  entirely  on  in- 
dustry standards."  Oracle's  merger  is  al- 
ready paying  off:  On  June  29,  it  said 
combined  application  sales  in  the  fourth 
quarter  rose  52%.  Still,  SAP  has  a  healthy 
head  start  (page  42).  The  first  parts  of  Or- 
acle's ambitious  revamp  are  promised  for 
2008,  a  whole  year  after  SAP's  project  is 
set  to  be  finished. 

A  decade  ago,  SAP  improved  the  way 
businesses  operate.  Now  the  company 
wants  to  change  the  entire  software  in- 
dustry. "We  could  have  sat  back  and  wait- 
ed for  the  storm  to  pass,  but  it  never  will," 
says  Agassi.  "Instead,  we  decided  to  lead 
it."  Ambitious,  yes,  but  in  high  tech  no- 
body ever  got  ahead  by  holding  back.  ■ 
—By  Andy  Reinhardt 
in  Walldorf,  Germany 
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FRANCE 


LET  THEM  EAT  CAKE- 
ANDBLOG  ABOUT  IT 

France's  passion  for  Web  logs  is  beginning 
to  alter  the  political  and  business  climate 


WHEN  VICHY  LABC- 
ratories,  a  unit 
of  Paris  cosmetics 
giant  L'Oreal, 
launched  a  blog  in 
April  to  promote  a 
new  anti-wrinkle 
treatment,  it  encountered  a  wrinkle  it 
hadn't  anticipated.  The  French-lan- 
guage blog  featured  a  fictitious  character 
named  Claire  who  posted  progress  re- 
ports about  her  skin.  Quel  faux  pas.  The 
site  was  quickly  flooded  with  postings 
from  suspicious  bloggers  demanding  to 
know  why,  if  the  product  was  so  effec- 
tive, Vichy  didn't  invite  real  women  to 
test  it.  Chastened  company  officials  re- 
tooled the  site  and  recruited  several 
bloggers  as  testers.  "My  skin  is  definite- 
ly smoother. . .  although  if s  not  so  radi- 
ant that  you  need  to  wear  sunglasses  to 
look  at  it,"  reads  one  recent  posting. 

Welcome  to  France,  where  Hogging  is 
taken  tres  serieusement.  An  estimated  3 
million  French  people,  or  4.9%  of  the 
population,  have  their  own  blogs,  a  high- 
er proportion  than  any  other  major  Euro- 
pean country.  While  the  U.S.  has  more 
than  9  million  bloggers,  they  make  up 
just  3%  of  Americans.  Although  blogging 
is  by  and  large  a  youth  phenomenon,  it 
has  already  caught  the  attention  of  the 
political  and  business  Establishment. 
And  in  some  cases  if  s  setting  off  more 
fireworks  than  a  Bastille  Day  celebration. 
On  June  21  a  36-year-old  civic  activist 
and  blogger  named  Christophe  Grebert 
was  summoned  to  a  Paris  courtroom  to 
face  charges  of  defaming  the  municipal 
government  in  the  suburb  of  Puteaux.  His 
offense:  Posting  excerpts  of  a  newspaper 
article  that  alleged  a  municipal  employee 
had  been  fired  for  whisde-blowing.  (The 
newspaper  also  has  been  charged  with 
defamation.)  Grebert's  prehminary  hear- 


ing was  postponed  until  early  2006,  but 
his  case  made  national  headlines. 

In  a  sense,  the  Gallic  embrace  of  blog- 
ging is  no  surprise.  France  has  a  long  tra- 
dition of  public  protest,  from  the 
1789  revolution  to  the 
barricades  of  1968 
to      the      frequent 
strikes     that     snarl 
public  services 

"French  people  love  to 
tell    everyone    exactly 
what's  on  their  minds- 
far  more  than  Germans,  \  ^ 
for  example,"  says  Loic 
Le    Meur,    founder    of 
Ublog.com,  a  French  blog 
software     and     services 
company  acquired  last  year 
by  an  American  competitor, 
Six  Apart.  Le  Meur's  person- 
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al  blog,  written  in  English  and  French, 
has  attracted  a  large  global  audience  with 
its  wide-ranging  coverage  of  blogging 
and  other  technology  trends. 

The  single  biggest  promoter  of  French 
blogging  is  Skyrock,  a  radio  station  in 
Paris  that  launched  a  free  blog-hosting 
service  at  the  end  of  2002.  Skyrock  now 
hosts  more  than  2.3  million  blogs,  mostly 
by  listeners  in  their  teens  and  early  20s. 


Skyrock  President  Pierre  Bellange 
the  blogging  venture  has  boosted  1 
ership  while  bringing  in  $6  million  I 
in  new  advertising  revenue  from  co 
nies  such  as  adidas-Salomon  and  i 
Computer  Inc.,  who  pay  for  the  rif 
post  messages  on  personal  blogs  h 
by  Skyrock.  "It's  a  gold  mine,"  he  s 

"ALTERNATIVE  SOURCES" 

WHILE  THERE'S  not  much  politic; 
bate  to  be  found  on  Skyrock  blogs, 
ging  clearly  played  a  role  in  France's 
29  vote  against  the  European  Con; 
tion.  An  anti-constitution  site  run  by 
seille  schoolteacher  Etienne  Ch 
drew  700,000-plus  hits.  "During 
campaign  there  was  a  loss  of  credibil 
the  traditional  media,  and  more  and 
people  turned  toward  altern 
sources,"  says  Nicolas  Vanbremee 
who  runs  a  blog  featuring  commei 
on  both  sides  of  the  issu 
Corporate  France  is 
giving  blogging  a  v 
One  of  the  country's 
known  blogs  is  th 
Michel-Edouard  Le 
the  head  of  E.  Lecle 
leading  French  ret; 
Recent  postings  r; 
from  a  lampoon  o* 

."■■  Sil^Sr\   g°vernment,s   a*11 
flation  policies  t( 

emotional  respon 

the     release     oi 

French       journ 

from     captivity  j 

Iraq.  Leclerc, 

started    the 

early  this  year  aj 

extension  of  a 

sonal  diary  he 

kept  for  30 

has  this  advice 

other  CEOs: 

be  afraid  of  it. 

way  to  concentrate  your  thoughts, 

your  ideas,  accept  criticism." 

That's  exactly  what  L'Oreal  did  wit 

skin  care  blog,  which  has  drawn 

than  12,000  page  views.  The  comt 

turned  its  early  stumble  into  "an  er 

ing  experience  that  has  allowed  us  tc 

in  closer  touch  with  our  customers,' 

Mai'te    Cristiani,   Vichy's    internam 

marketing  director.  Sounds  like  this 

could  turn  out  to  be  a  thing  of  beauty.  I 

-By  Carol  Matlock,  with  Constcl 

Faivre  d'Arcier,  in  F\ 
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For  a  diverse 
sampling  of  French  blogs,  go  to 
www.businessweek.com/extras. 
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One  blogger's 
legal  trouble  made 
national  headlines 
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POSH  The  SC 

convertible  in  a 
Tokyo  Lexus 
dealership 


»VPAN 


WILL  JAPAN  FALL 
N  LOVE  WITH  LEXUS? 

osing  luster  in  the  luxury  market,  Toyota 
» bringing  home  the  brand 


■       ■  ■  ■  ITH  A  45%  SHARE 

B    M  A    ^M  of  its  domestic  car 
A  A    A  ^V   market,    a    global 
^^V^^^^y     franchise  that  may 
V  V     V     soon  make  it  the 
W     Wm      world's  biggest  car- 
■■       U       maker,  and  profits 
at  auto  execs  the  world  over  would  kill 
r,  Toyota  Motor  Corp.  doesn't  have  many 
eaknesses.  Yet  there  is  one  area  where 
yota's  dominance  is  slipping:  domestic 
les  of  luxury  cars.  While  still  Japan's 
arket  leader  in  upscale  autos,  its  German 
Ms— Mercedes-Benz,  BMW,  and  Audi- 
more  alluring  to  the  wealth- 
it  car  buyers,  selling  a  com- 
ned  96,000  vehicles  in  Japan 
st  year.  Overall,  imports  ac- 
unt  for  about  for  60%  of  total 
les  of  the  highest-end  cars 
sting  more  than  $45,500. 
This  summer,  Toyota  will  be- 
ll fighting  back.  Its  weapon  of 
oice    is    Lexus.    Sure,    the 
arque  has  been  around  since 
89,    but    it    was    designed 
ainly  with  the  U.S.  market  in 


mind,  and  Toyota  has  never  sold  vehicles 
under  that  name  in  Japan.  It  will  remedy 
that  on  Aug.  30  by  launching  the  GS 
sedan  and  SC  convertible— previously 
sold  under  the  names  Aristo  and  Soarer— 
the  first  of  four  planned  Lexus  models. 
Toyota  aims  to  sell  around  60,000  Lexus- 
branded  vehicles  a  year  in  Japan.  "After 
15  years  of  success  in  the  U.S.,  we're 
ready,"  says  Hiroshi  Nishiyama,  the  Toy- 
ota managing  officer  in  charge  of  the 
Lexus  rollout.  "We're  hoping  to  pull  new 
customers  into  the  luxury-car  area." 
If  all  goes  as  planned,  annual  Lexus 


sales  in  Japan  could  hit  100,000  by  2010, 
which  would  give  Lexus  a  third  of  Japan- 
ese luxury  sales.  The  initial  four  models 
that  Toyota  will  re-brand  as  Lexus  cars 
now  make  up  around  10%  of  the  market. 
Sales  managers  in  Japan  have  a  good  play- 
book  to  follow.  In  the  U.S.,  Lexus  has  out- 
paced rivals  such  as  BMW,  Cadillac,  and 
Mercedes  to  clinch  the  title  of  top-selling 
luxury  brand  for  the  past  five  years. 

GERMAN  CACHET 

THE  DELAY  IN  bringing  the  brand  home 
is  largely  because  of  opposition  from  Toy- 
ota's already  bloated  domestic  dealer 
network.  So  last  year  the  company  over- 
hauled its  distribution,  merging  two  of  its 
five  sales  channels.  Toyota  invited  dealers 
to  apply  to  become  dedicated  Lexus  sup- 
pliers back  in  2003.  As  a  result,  140  Lexus 
dealerships  will  open  in  August.  Rivals 
say  they  welcome  the  competition.  "We 
might  lose  some  customers,  but  some  of 
those  visiting  the  Lexus  showroom  will 
also  visit  our  dealership,"  says  Akio  Iio, 
manager  of  a  BMW  outlet  in  Tokyo  just 
down  the  street  from  a  Lexus  showroom. 

One  reason  for  introducing  Lexus  now 
is  that  Japan's  stagnant  economy  is  final- 
ly recovering,  and  declining  luxury-car 
sales  have  stabilized  to  about  350,000  an- 
nually. Most  important,  Toyota  execs  are 
tired  of  watching  BMW  and  Audi  gain 
market  share.  "Toyota's  main  focus  is  ob- 
vious: to  capture  one  of  the  most  prof- 
itable and  stable  vehicle  segments  in 
Japan,"  says  Koji  Endo,  an  analyst  at 
Credit  Suisse  First  Boston  in  Tokyo. 

Customers  will  get  white-glove  treat- 
ment from  a  staff  of  2,000  now  being 
trained  at  a  special  Lexus  school.  "We 
want  to  respond  to  the  needs  of  cus- 
tomers who  are  very  specific  about  what 
they  want  in  a  car,"  Katsuaki  Watanabe, 
Toyota's  new  president,  told  reporters 
June  27.  Of  course,  German  luxury  cars 
have  a  cachet  that  has  eluded  Toyota  in  its 
home  market.  But  they  will  now  have  to 
fight  a  rival  that  has  already  proven  it  can 
beat  them  in  the  U.S.  ■ 

-By  Ian  Rowley  in  Tokyo 


Homeward 

Bound 


Lexus  will  make 
its  debut  in  Japan 
this  summer. 
The  move  is 
intended  to... 


■  Shed  Toyota's  image  as  the  preferred  car  of  middle- 
aged  family  men 

■  Counter  the  threat  from  German  imports,  which 
attract  younger,  wealthier  buyers 

■  Help  Toyota  rationalize  its  domestic  dealerships  by 
shifting  most  luxury  sales  to  one  network 


■  Boost  Lexus'  position  as  a  global  brand  as  Toyota 
starts  pushing  it  in  Europe  and  Asia 

■  Cut  exports  of  Toyotas  rebadged  as  Lexus  and  sold 
at  a  premium  in  Southeast  Asia 
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LEAVING  A  VACUUM 
ATWIPRO 

The  departure  of  CEO  Vivek  Paul  clouds 
the  future  for  Bangalore's  back-office  giant 


HE  SPECULATION  IN  IN- 
dia's  tech  circles  had  been 
rife  for  months.  Vivek 
Paul,  vice-chairman  and 
CEO  of  Wipro  Technolo- 
gies, India's  premier  tech- 
services  company,  was 
said  to  be  planning  to  quit.  Although  Paul 
and  Wipro  remained  silent,  rumors  flared 
last  fall  when  he  sold  $7  million  worth  of 
Wipro  shares— 90%  of  his  stake  in  the 
company.  Speculation  surged  again  in 
late  June,  though  the  company  stayed 
quiet.  Finally,  early  on  June  30,  the  com- 
pany confirmed  the  story:  Paul  would 
leave  Wipro— the  second  top  exec  to  re- 
sign in  a  month. 

What's  up  at  Wipro?  Paul  says  that  he's 


leaving  on  good  terms  and  that  he  wants 
to  do  more  work  in  tech  and  life  sci- 
ences—which he  says  he'll  be  able  to  do  at 
private  equity  firm  Texas  Pa- 
cific Group,  where  he  has 
signed  on  as  a  partner. 
Meanwhile,  Raman  Roy, 
who  quit  his  position  lead- 
ing Wipro's  call- center  busi- 
ness in  early  June,  said  he 
left  to  start  his  own  busi- 
ness, but  gave  no  further  de- 
tails. A  report  by  Lehman 
Brothers  Inc.  on  June  28 
suggests  the  exits  are  the  re- 
sult of  "the  high  level  of 
ownership  and  control  by 
the  chairman,"  Azim  Premji,  who  owns 
84%  of  Wipro's  shares. 
Premji  is  certainly  a 
taskmaster  who  likes 
to  keep  his  finger  on 
the  pulse  of  the  busi- 
ness. His  house  stands 
next  door  to  Wipro's 
sprawling  campus  in 
Bangalore,  and  he's  of- 
ten the  first  one  in  the 
office  in  the  morning 
and  the  last  out  at 
night.  He  is  a  tightfist- 
ed  manager  who  mon- 
itors the  office  supplies 
used  at  the  company 
ana  makes  random 
checks  to  see  that 
workers  turn  off  the 
lights  at  the  end  of  the 
day.  The  60-year-old 
chairman  also  shows 
no  signs  of  slowing 
down,  leaving  little 
prospect  for  advance- 
ment for  an  ambitious 
No.  2.  Premji  de- 
clined to  comment. 


One  analyst 
says  Wipro 
may  now 
have  trouble 
getting  new 
customers 


Paul's  departure  will  leave  a  va  iui 
The  hard-charging  former  Genera 
trie  Co.  executive  joined  Wipro  ir  9f  - 
and  helped  build  the  Indian  co 
from  a  $150  million  software-st  idl" 
provider  into  a  $1.4  billion  powei  nil  I 
whose  41,000  employees  offer  a  re 
tech  and  back-office  services.  "I 
perfect  time  for  me  to  go,  as  V 
brand  is  globally  established,"  Pai  sa||| 
in  a  telephone  interview  from  V 
U.S.  headquarters  in  Mountain 
Calif.,  where  he  is  based.  Within  th 
pany,  Paul  is  admired  for  bringing  iidij-  ; 
cipline  and  GE-style  processes  duriit  \\ .. 
six-year  tenure.  And   as   India' - 
prowess  has  grown,  the  well-spoke 
has  been  "one  of  our  best  ambassa 
says  Sunil  Mehta,  vice-president  of  as 
com,  India's  tech  industry  associati  i . 
Investors  are  wondering  what  w 
come  of  the  compan 
Paul  gone.  "Vivek  Pau  vj ■■;.; 
Wipro's    top    salesnifi: 
says  Manoj  Singla,  ai 
lyst  at  J.P.  Morgan  in  i  nt--; 
bay,  who  predicts  thalrlei 
company  could  have  ru- 
ble getting  new  custojet;  i 
after  Paul's  departurefcLl 
Paul   says   he   is   le;|i| 
Wipro  with  strong    mm 
agement  in  place:  "P 
my  legacy  is  that  the  p-j 
must  go  on."  A  June  2|rf-r 
port  by  Morgan  predicts  Wipro's  gr-p-: 
won't  suffer,  estimating   revenue 
$2.4  billion  for  the  year  ending 
March,  and  $3.1  billion  in  the  follo, 
year.  Wipro  has  "a  deep  bench,"  say 
Fernandes,  managing  director  of  Evfe 
Research  Institute,  a  market  resear 
that  studies  info-tech  services. 

MORE  RUMORS 

SO  FAR,  WIPRO  IS  mum  on  who  wii^ 
place  Paul.  Rumors  are  again  flying, 
some  predicting  that  Premji  will  appl 
someone  to  warm  the  chair  until  hitl 
year-old  son,  Rishad— just  gradu 
from  Harvard  Business  School  and  g| 
to  work  for  consultant  Bain  &  Co.  in 
don— is  ready  for  the  top  job.  Others : 
ulate  that  he  might  poach  from  a  for 
tech-services  rival  and  make  Wipro 
global.  The  company  needs  "some 
who  can  see  where  to  take  the  next  stt 
outsourcing,"  says  Ashok  Soota,  a  for 
vice-chairman  of  Wipro  who  now 
his  own  tech  shop,  Mind  Tree  Consult 
In  any  case,  whoever  replaces  Pat 
have  some  mighty  big  shoes  to  fill. 
-By  Manjeet  Kripalani  in  Bo 
with  Steve  Hamm  in  New  .1 
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aftershock  In  Corporate  Iran 


for  the  Europeans,  who  were  hoping  to 
entice  Iran  into  giving  up  its  nuclear  fuel 
cycle  by  July. 

Ahmadinejad's  Islamic  socialist  ap- 
proach could  also  deal  a  blow  to  a  country 
that  badly  needs  private  investment  and 
foreign  technology.  Economic  growth, 
which  has  hovered  around  7%  annually 
in  the  past  two  years,  dipped  below  5% 


E  IRANIAN  BUSINESS  COMMUNITY  is  still  reeling  from  the  shock, 
ost  executives  favored  the  probusiness  Hashemi  Rafsanjani  in 
e  Islamic  Republic's  June  24  presidential  contest  and  expected 
m  to  win.  Instead,  the  candidate  of  the  hard-liners,  Tehran  May- 
Mahmoud  Ahmadinejad,  triumphed  by  a  landslide.  Now  the 

mess  community  is  trying  to  figure  out 
at  the  conservative  victory  means  for 
m.  "I've  stopped  shaving,  taking  show- 
,  and  wearing  ties,"  jokes  one  depressed 
•cutive  of  the  neo-revolutionary  style. 
Ahmadinejad's  win,  with  62%  of  the 
e,  could  well  be  a  watershed  for  Iranian 
litics.  It  signals  the  end  of  the  reform  era 
•.t  began  when  Rafsanjani  first  won  the 
sidency  in  1988.  His  two  terms, 
"owed  by  outgoing  President 
hammed      Khatami's      two, 
jked  a  gradual  opening  to  the 
st  and  a  relaxing  of  the  Islamic 
oublic's  social  strictures.  The 
porate  elite  hoped  the  regime, 
h  its  interference  in  peoples' 
as  and  xenophobia,  was  fading 
o  the  background.  Rafsanjani 
s  their  man:  a  flexible  mullah 
o  even  hinted  at  reestablishing 
;  with  the  U.S.  His  election 
*ht  have  triggered  an  invest- 
nt  boom. 

nfrontation  With  the  U.S. 

STEAD,  A  NEW  generation  of 
d-line  Islamists  has  come  to  the 
e.  Ahmadinejad,  a  49-year-old  former 
olutionary  guard  suspicious  of  out- 
ers and  capitalists,  typifies  this  breed  of 
der.  Not  a  mullah,  he  is  nonetheless 
se  to  Ayatollah  Ah  Khamenei.  In  the 
inpaign,  Ahmadinejad  struck  a  popular 
}:>rd  by  criticizing  corruption  in  the  rul- 
.;  elite.  His  big  winning  margin  reflects 
gust  among  ordinary  Iranians  of  the 
'.e's  tendency  toward  self-enrichment. 
Many  ordinary  Iranians  also  approve 
Ahmadinejad's  nationalist  streak.  But 
victory  increases  the  risk  of  con- 
ntation  with  the  U.S.  and  Europe  on 
n's  nuclear  program.  While  he  won't 
directly  in  charge  of  Iran's  nuclear  ef- 
ts, which  come  under  Khamenei's  um- 
lla,  Ahmadinejad's  ascendancy  is  like- 
to  bolster  hard-liners  eager  to  take  a 
lgher  stance  on  nukes.  That's  bad  news 


recently  as  companies  worried    AHMADINEJAD 
about  the  election.  In  his  first    Foreign  investors 
press  conference,  on  June  26,  the    are  concerned 
newly  elected  President  tried  to    ^^^^ 
calm  the  jittery  business  community. 
"The  country  is  in  need  of  progress,  and 
for  this  reason  we  will  support  the  stock 
market,"  he  told  reporters.  But  he  cam- 
paigned on  a  populist  platform,  blaming 
the  emergence  of  private  banks  and 
Iran's  modest  privatization  program  for 
increasing  the  income  gap  between  the 
elite  and  the  poor.  Economists  fret  that 
the  President  will  offer  new  government 
handouts  while  discouraging  investment. 
Giveaways  already  have  reached  worri- 
some levels:  Some  $20  billion  a  year  is 
spent  to  subsidize  fuel  and  power.  The 
budget  deficit  hit  7.8%  of  gross  domestic 
product  for  the  fiscal  year  ended  March, 


2005.  "[Ahmadinejad]  doesn't  have  a 
program,"  says  Hadi  Zonooz,  an  assistant 
economics  professor  at  Allameh 
Tabataba'i  University  in  Tehran.  "He  is 
just  pretending  to  protect  the  poor  people." 

Score  Settling 

CERTAINLY,  EXECUTIVES  are  concerned 
that  the  business  climate  could  deteriorate. 
Before  the  election,  Iranian  industrialists 
and  their  foreign  partners  were  laying  the 
groundwork  for  investments  totaling  hun- 
dreds of  millions  of  dollars.  Now  they  plan 
to  wait  and  see  whether  Ahmadinejad's 
skepticism  of  Western-style  capitalism 
holds— or  whether  he  realizes  the  country 
needs  foreign  capital  to  create 
enough  growth  to  bring  down 
15%  to  20%  unemployment. 
"Everyone  familiar  with  Iran 
knows  we  have  a  huge  amount 
of  potential,"  says  Masoud  Nili, 
head  of  the  economics  depart- 
ment at  Tehran's  Sharif  Univer- 
sity of  Technology.  "It  ah  de- 
pends on  how  sensible  our 
policies  are." 

At  the  least,  the  new  political 
lineup  will  mean  uncertainty. 
The  conservatives  seem  deter- 
mined to  settle  scores  at  the  Oil 
Ministry,  which  they  have  long 
considered    corrupt.    In    the 
short  term,  oil  and  gas  produc- 
tion, which  accounts  for  about 
25%  of  GDP,  will  likely  stay  at 
current  levels.  But  a  purge  of  oil 
officials  could  delay  projects, 
hitting  output  longer  term. 
Just  how  much  Ahmadinejad  plans  to 
rock  the  boat  will  become  more  clear  as 
he  prepares  to  assume  power  on  Aug.  4. 
Although  he  served  as  Tehran's  mayor 
for  two  years  and  before  that  as  gover- 
nor-general of  the  city  of  Ardabil,  his 
track  record  isn't  distinguished.  Still,  as 
long  as  oil  prices  hold  up,  Iran's  new 
President  will  probably  have  the  where- 
withal to  buy  social  peace  with  ever-larg- 
er subsidies.  If  prices  collapse,  and  he 
fails    to    encourage    investment,    Ah- 
madinejad may  wind  up  just  as  unpopu- 
lar as  the  rival  he  defeated.  II 

-By  Stanley  Reed  and  Babak  Pirouz 
in  Tehran 
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Sports  Biz  Baseball 
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ow  That  s 
A  World  Series 

MLB's  16-nation  tourney  will  have  big  stars 
and  political  tension-if  everyone  plays  ball 


ALEX  RODRIGUEZ  STEPS 
to  the  plate,  bottom  of 
the  ninth,  two  out,  two 
on,  his  team  down  by 
one.  The  crowd  rises  to 
its  feet,  screaming— half 
of  them,  it  seems,  in 
Spanish.  He  swings  and  misses,  takes  two 
balls,  fouls  one  off,  watches  another,  and 
here  it  is,  full  count,  world  championship 
on  the  line.  The  windup,  the  pitch— a 
nasty  cut  fastball  from  fearsome  closer 
Mariano  Rivera.... 

Hold  on— Mariano  Rivera?  Aren't  he 
and  A-Rod  both  New  York  Yankees?  Not 
in  this  game,  they're  not.  Next  March,  if 
all  goes  well,  Major  League  Baseball  and 
the  Major  League  Baseball  Players  Assn. 
will  co-host  a  World  Cup-style  tourna- 
ment christened  the  World  Baseball 
Classic.  Teams  representing  16  nations 
will  vie  for  the  title  in  an  event  that  will 
feature  the  best  players  on  the  planet 
competing  for  national  bragging  rights. 
So  Rivera  would  play  for  his  native 
Panama,  while  A-Rod,  intriguingly, 
would  be  eligible  to  represent  either  the 
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U.S.  or  his  parents'  homeland,  the  Do- 
minican Republic. 

The  tourney  represents  the  crowning  ef- 
fort thus  far  in  MLB's  push  to  globalize 
baseball,  open  new  markets,  and  widen  the 
pool  of  talent.  "It  will  allow  more  people 
around  the  world  to  learn  the  game,"  says 
Fred  Wilpon,  owner  of  the  New  York  Mets. 

POSSIBLE  CURVEBALLS 

BUT  WILL  ALL  GO  well?  At  the  moment, 
imponderables  hang  over  the  Classic  like 
a  towering  pop  fly.  MLB,  which  first  an- 
nounced the  event  in  May— giving  itself 
less  than  10  months  to  pull  it  off— will  re- 
veal final  details  on  July  11  during  the  All- 
Star  break  (table).  Japan,  after  lengthy  ne- 
gotiations, had  not  agreed  to  terms  as  of 
June  29,  though  MLB  officials  say  an  ac- 
cord is  imminent.  Baseball-mad  Cuba  is  a 
political  hot  potato.  Then  there's  the  mat- 
ter of  whether  the  world  will  do  more 
than  yawn  at  a  quadrennial  tourney  in 
which  such  powerhouses  as  Italy  or 
South  Africa  square  off  against  the  U.S.  or 
the  Dominican  Republic. 

Finally,  there  are  bread-and-butter  is- 


sues: Do  MLB  owners  really  want 
most  valuable  assets  taking  three 
off  from  spring  training  and  riskinj| 
jury,  and  will  first-rank  players  be  eaj. 
join  in?  "The  real  question  in  my  mi 
whether  the  superstars  will  show  up  | 
Barry  Bondses,  the  Derek  Jeters,* 
Neal  H.  Pilson,  former  head  of  | 
Sports  and  president  of  Pilson  Cor 
cations  Inc.,  a  TV  sports  consulting : 
Chappaqua,  NY. 

MLB  insiders  and  union  officials  il 
that  owners  and  players  couldni 
more  committed.  Timothy  J.  Brosl 
MLB's    executive    vice-president 
business    operations,   says    "it 

Here's  the  Pil 


MAJOR  LEAGUE  BASEBALL 


WHAT  The  Work 
Classic,  a  tourncl 
16  national  teams | 
.  top  professional: 
MLBandelsewhl 

WHO  Australia,  Canada,  China,  Cuba,  t 
Dominican  Republic,  Italy,  Japan,  Mexi 


A-ROD  He  could 
play  for  the  U.S. 
or  the  Dominican 
Republic 


a    wrestling 
match  to  get 
all  the  owners 
into  the  ring 
at   the   same 
time,  but   now  they're  there." 
Gene  Orza,  chief  operating  officer 
of  the  union,  grants  that  some 
players  hate  the  plan  because  it 
will  disrupt  their  spring  training 
routine  and  that  some  will  proba- 
bly opt  out.  But  "the  overwhelm- 
ing majority  support  the  idea,"  he 
adds.  "The  American  team  is  go- 
ing to  be  awesome." 

"SPREAD  THE  GREAT  GAME" 

ONE  REASON  megastars  may  line 
up  to  play  is  the  chance  to  project 
themselves  on  a  global  stage— 
and  thus  boost  their  attractive- 
ness to  multinational  sponsors. 
David  M.  Carter,  head  of  the 
Sports  Business  Group  consultan- 
cy in  Redondo  Beach,  Calif, 
refers  to  the  "halo  effect"  players 
will  enjoy  from  "helping  to 
spread  the  great  game  of  base- 
ball." Roger  Clemens,  the  Hous- 
ton Astros  fireballer  and  a  possi- 
ble selection  for  the  U.S.  team, 
says  he'd  happily  take  the  mound. 
"When  you  have  a  chance  to  rep- 
resent your  country,  you're  talk- 
ing about  a  whole  different  type 
of  pride,"  he  says.  "This  is  a  deal 
where  you're  going  to  commit  to 
o  protect  the  game  you  love  and  show 
a  why  we're  the  best  of  the  best." 
It's  precisely  that  tried-and-true  com- 
— athletic  prowess  intertwined  with 
tionalism— that  baseball  is  counting  on 
capture  imaginations.  In  light  of  polit- 
J  tensions  past  and  present,  the  Asian 
jup  (China,  Japan,  South  Korea,  and 
iwan)  promises  the  hottest  rivalries  in 
!  first  round.  And  a  Cuba-U.S.  contest 
uld  be  a  public-relations  bonanza, 
tat  presumes  Fidel  Castro  accepts 
'.3's  invitation  and  the  Cubans  are 
anted  visas  by  the  Bush  Administra- 
n.  A  State  Dept.  official  says  that  as 
lg  as  the  event  is  sanctioned  by  the  In- 
national  Baseball  Federation— which  it 
"we  tend  to  permit  these  sports  ex- 


PANAMA 


MARIANO 
I  RIVERA 


changes  to  take  place."  Plus,  he  adds,  "it 
gives  opportunities  for  the  Cubans  to  de- 
fect and  enrich  our  baseball  environ- 
ment." As  much  as  that  prospect  must 
worry  Fidel,  the  Cuban  fan-in-chief  may 
find  the  Classic  an  offer  he  can't  refuse. 

For  their  part,  MLB  owners  are  weigh- 
ing the  intangibles  of  greater  global  in- 
terest in  baseball  against  the  very  real 
chances  of  injury.  The  Mets'  Wilpon  says 
that  he'll  encourage  his  stars  to  partici- 
pate, partly  reassured 
by  special  insurance 
policies  that  the  Clas- 
sic will  take  out. 
"We're  trying  to  mini- 
mize the  risks,"  he 
says.  "There  will  be  in- 
surance, travel  restric- 
tions, limits  on  how 
many  innings  a  pitcher 
can  pitch.  But  to  say 
there  won't  be  any 
risks  would  be  an 
overstatement." 

Taking  more  risks 
on  the  global  base- 
paths  may  be  just  what 
baseball  needs.  For  15 
years,  MLB  has  been 
trying  to  promote  the 
sport  abroad,  with 
middling  success.  Big- 
league  clubs  now  play 
regular-season  games 
every  year  in  foreign 
countries  such  as 
Japan  and  Mexico.  Re- 
tail sales  abroad  of 
MLB-licensed  mer-  ^^^^^^^^^ 
chandise  have  grown 
from  less  than  $50  million  in  1995  to 
nearly  $250  million  in  2004.  Some  112 
nations  now  have  baseball  federations, 
more  than  double  the  number  in  1987 
But  baseball  still  lags  behind  basketball, 
let  alone  soccer,  as  a  sport  played  profes- 
sionally around  the  world. 

If  s  true  that  big-league  lineups  have 
been  globalizing  at  a  rapid  clip.  On 
Opening  Day  of  the  2005  season,  more 
than  29.2%  of  all  players  on  25-man  Ma- 
jor League  rosters  were  foreign-born.  So 
were  43.5%  of  all  players  under  contract 
to  MLB  clubs— that  is,  including  the  mi- 
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nor  leagues— and  they  hailed  from  33 
countries.  The  game's  biggest  draws  now 
include  such  players  as  the  Seattle 
Mariners'  hitting  phenom  Ichiro  Suzuki, 
who  would  play  for  Japan,  and  the  Mets' 
quirky  Dominican  ace,  Pedro  Martinez. 

That  ongoing  globalization  helped  con- 
vince owners  and  players  that  it  was  worth 
investing  the  $50  million  it  will  cost  to  put 
on  the  Classic,  according  to  industry 
sources,  with  MLB  and  the  Players  Assn. 
splitting  the  tab.  Each 
of  the  16  teams  will 
have  its  expenses  paid 
and  will  share  in  what- 
ever profits  the  Classic 
turns.  Overall  broad- 
cast rights,  experts  say, 
will  likely  go  to  one  of 
MLB's  current  TV  part- 
ners: ESPN,  Fox,  or 
Turner  Sports.  TV 
sports  consultant  Pil- 
son  predicts  that  the 
rights  fee  for  the  first 
Classic  will  be  modest. 
But  Sports  Business 
Group's  Carter  expects 
sponsor  interest  to  be 
robust:  "Marketers 
who  are  working  with 
MLB  will  want  to  sign 
on  for  consistency  of 
message.  If  you're 
Pepsi,  you  don't  want 
Coke  coming  in  and 
doing  this." 

MLB  is  confident  the 
revenue  from  broad- 
cast rights,  sponsor- 
ship, and  merchandise 
will  more  than  cover  the  Classic's  costs. 
"Our  estimates  would  have  to  be  way  off 
for  this  to  run  at  a  loss,"  says  Brosnan.  But 
he  adds  that  the  real  return  from  putting 
on  the  Classic  in  a  nine-month  rush  will  be 
the  lessons  to  apply  to  future  tourneys. 
"We've  told  our  ownership  more  than 
once:  We  have  to  do  this  the  first  time  in 
order  to  do  it  the  second."  In  this  at-bat, 
MLB  would  be  happy  with  a  solid  line- 
drive  single  to  center. 

-By  Harry  Maurer  in  New  York, 

with  Mark  Hyman  in  Baltimore 

and  Lorraine  Woellert  in  Washington 
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therlands,  Panama,  Puerto  Rico, 
Africa,  South  Korea,  Taiwan,  the 
/enezuela.  If  Cuba  doesn't  play, 
erteam  will  be  invited,  probably 
.atin  America. 

n  the  first  round,  four  groups  of 
ountries  each  will  play  round- 


robin,  with  the  top  two  from  each  group 
moving  up.  In  the  second  round,  two  groups 
of  four  play  round-robin,  with  the  top  two 
from  each  moving  on.  Semifinals  and  finals 
will  be  single-elimination  games. 

WHERE  In  the  first  round,  one  group  (China, 
Japan,  South  Korea,  Taiwan)  will  probably 


play  in  Japan,  another  in  Puerto  Rico,  the  other 
two  in  U.S.  spring  training  stadiums.  The 
second  and  final  rounds  will  be  played  in 
Sunbelt  Major  League  parks  to  be  determined. 

WHEN  Next  March. 

Data:  Maior  Leagus  Baseball 


td 


July  11.  2005  I  BusinessWeek  I  55 


Government  Lobbyists 


As  the  Revolving 
Door  Turns 

How  does  Washington  work  these  days? 
A  telling  tale  of  two  Capitol  Hill  staffers 


AT  6:56  P.M.  ON  FRIDAY, 
Dec.  15,  2000,  Congress 
was  wrapping  up  a  rare 
lame-duck  session.  But 
Tony  Rudy,  deputy  chief 
of  staff  to  then-House 
Majority  Whip  Tom  De- 
Lay  (R-Tex.),  still  had  work  to  do.  He  shot 
a  terse  e-mail  to  lobbyist  Jack  Abramoff: 
"Got  the  pow  thing  done."  Abramoff  for- 
warded Rudy's  message  to  another  lob- 
byist, Ronald  W.  Kleinman,  at  the  law 
firm  Greenberg  Traurig   LLP:   "Email 

from  Tony  Rudy.  Looks  like  it  is  done 

The  guy's  DiMaggio." 

"The  pow  thing"  was  a  congressional 
resolution  that  directed  the  outgoing  Clin- 
ton Administration  to  "put  forth  its  best  ef- 
forts" to  settle  claims  by  American  World 
War  II  prisoners  of  war  against  Japanese 
companies  that  had  used  the  POWs  for 
slave  labor.  The  resolution, 
passed  by  the  House  that  day, 
didn't  carry  the  force  of  law— but 
it  sent  a  powerful  political  signal 
on  behalf  of  the  POWs.  Green- 
berg Traurig  says  it  was  working 
on  the  POW  issue  at  the  time. 

A  week  earlier,  Abramoff  had 
urged  Greenberg  Traurig  to  hire 
Rudy.  Abramoff  was  about  to 
shift  his  shingle  from  the  rival 
firm  of  Preston  Gates  &  Ellis  LLP 
to  build  what  became  known  as 
"Team  Abramoff'  at  Greenberg 
Traurig.  Fred  W  Baggett,  head 
of  Greenberg  Traurig's  national 
governmental  affairs  practice, 
interviewed  Rudy  some  time  in 
December,  but  the  firm  could  not 
provide  an  exact  date.  Greenberg  Traurig 
offered  Rudy  a  job  on  Dec.  21.  Team 
Abramoff  eventually  unraveled,  and 
Abramoff  and  others  are  now  under  in- 
vestigation by  Congress  and  the  Justice 


Dept.  for  allegedly  defrauding  Indian 
tribal  clients. 

That  scandal  is  turning  a  spotlight  on 
Washington's  lobbying  practices— and  a 
revolving  door  that  often  spins  too  quick- 
ly. The  Rudy  and  Abramoff  e-mails  ob- 
tained by  BusinessWeek  show  that  Rudy— 
a  powerful  staffer  in  the  office  that 
controlled  the  flow  of  House  business- 
was  in  close  contact  with  a  future  em- 
ployer about  issues  in  which  the  employ- 
er had  an  interest. 

Well  before  the  POW  resolution  passed 
and  Greenberg  Traurig  offered  Rudy  a  job 
on  Dec.  21,  Rudy  knew  his  days  on  the 
Hill  were  numbered.  On  Dec.  11,  in  an  e- 
mail  exchange  with  Fannie  Mae  lobbyist 
Duane  Duncan,  Rudy  wrote:  "I  am  prob- 
ably going  to  work  at  a  firm  down  town.  I 
would  love  to  keep  working  with  you."  In 
2001,  Rudy  listed  Fannie  Mae  as  one  of 


ed  by  the  performance  of  official  dip- 
The  account  of  Rudy's  hiring  su^p.-, 
that  he  may  not  have  tried  hard  enla^ 
an  ethics  expert  says.  "If  in  fact  heh.ld  - 
job  or  was  negotiating  the  job  an  . 
ushering  a  resolution  through  for  p.- 
you  have  an  appearance  of  a  cont  t 
interest,"  says  Larry  Noble,  executiiAj 
rector  of  the  Center  for  Responsive!*, 


Ffe     Ed*      View     Insert     Form*      look      Actions     Help 


> Original  Message 

>  From:  Rudy,  Tony  C.  [mailto:Tony.Rudy@mail.house.gov] 

>  <mailto:[mailto:Tony.Rudy@mail. house. gov]> 

>  <mailto:[mailto:Tony.Rudy@mail. house. gov] 

>  <mairto:[mailto:Tony.Rudy@mail. house. gov]» 

>  Sent  Friday,  December  15,  2000  6:56  PM 

>  To:    'jacka@prestongates.com' 

>  Subject 
> 

>  Got  the  pow  thing  done 


RUDY  Close  contact 
with  future  employer 
while  on  the 
House  payroll 


his  initial  lobbying  clients 
at  Greenberg  Traurig. 

The  House  ethics  manu- 
al warns  staffers  to  avoid 
conflicts  of  interest  as  they 
look  for  new  jobs.  It  says:  "Individuals 
should  be  particularly  careful  in  how  they 
go  about  negotiating  for  future  employ- 
ment, especially  when  negotiating  with 
someone  who  could  be  substantially  affect- 


tics.  "And  I  think  it's  relatively  seri<| 
Rudy  would  not  comment  fori 
record.  He  is  now  a  lobbyist  at  Alexa| 
Strategy  Group,  a  firm  closely  com 
to  DeLay  and  other  conservative  les 
DeLay  lawyer  Richard  Cullen, 
Richmond   (Va.)   firm   McGuire) 
LLP,  says:  "Mr.  DeLay  expects  all  hi 
ployees  to  conform  with  House 
standards,  and  he  would  take  appr< 
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•  action  against  a  staff  member 
knew  willfully  violated  those 
indards."  In  a  statement,  Green- 
rg  Traurig  says  the  firm  was 
)ecifically  unaware  of  any  advo- 
.y  effort  by  Abramoff  or  Rudy." 
Rudy  was  not  the  only  one  in  the  re- 
ving  door.  Around  the  same  time, 
eenberg  Traurig  hired  an  obscure  Sen- 
|  aide,  Gary  M.  Shiftman,  who  had 
!ped  push  through  legislation  that 
night  the  firm  $4  million  in  fees. 
On  the  Hill,  both  Rudy  and  Shiftman 
re  involved  in  issues  that  were  creating 
lew  and  lucrative  lobbying  niche  for 
eenberg  Traurig  and  others:  claims 
jught  by  victims  of  war,  terror,  and  tor- 
e  against  foreign  governments  and 
mpanies.  In  these  cases,  U.S.  coopera- 
muras  key,  either  in  pressing  the  POWs' 
>e  against  Japanese  companies  or  in 
blocking  foreign  assets  frozen  by  the 
S.  Treasury. 

Shiftman,  a  Navy  veteran  of  the  first 
df  War,  worked  as  senior  policy  adviser 
Senator  Connie  Mack  (R-Fla.).  There  he 
lped  draft  legislation  directing  the  Trea- 
ty Dept.  to  use  frozen  Cuban  assets  to 
asfy  $96.7  million  in  damages  that  fam- 
s  of  three  slain  Cuban-Americans  had 
»n  in  U.S.  federal  court  against  the  Cas- 
regime.  The  men,  members  of  the  anti- 
stro  group  Brothers  to  the  Rescue,  died 


SHIFFMAN  He  went 
from  obscure  Senate 
aide  to  valuable 
lobbyist 

when  their  small  plane 
was  shot  down  by 
Cuban  jets  on  Feb.  24, 
1996.  The  Clinton  Ad- 
ministration at  first  de- 
clined to  turn  over  the 
assets.  So  the  families 
hired  Miami-based 
Greenberg  Traurig  and 
other  lobbyists  to  help 
shake  the  money  loose. 
Greenberg  Traurig 
lobbyists  Kleinman 
and  Ronald  L.  Piatt 
were  on  the  case.  They 
spent  a  lot  of  time  with 
Shiffman  throughout 
2000  as  they  labored  to 
get  the  measure 
passed.  Piatt  says  the 
three  had  dinner  and 
drinks,  as  well  as  meet- 
ings at  the  Greenberg 
Traurig  offices. 

Senator  Mack  had 
announced  his  retire- 
ment, and  his  aides 
were  soon  to  be  on  the 
job  market.  But  Piatt, 
Shiffman,  and  Green- 
berg Traurig  are 
adamant  that  there  was  no  discussion  of  a 
specific  job  offer  while  the  Brothers  to  the 
Rescue  bill  was  pending. 

BusinessWeek  found  no  evidence  that 
Shiffman  violated  Senate  ethics  guidelines. 
But  he  did  discuss  job  possibilities  in  gen- 
eral with  the  lobbyists.  In  the  summer  of 
2000,  recalls  Piatt,  who  is  no  longer  with 
Greenberg  Traurig,  he  told  Shiffman  that  if 
he  was  interested  in  leaving  the  Hill,  he 
should  call  Piatt.  And  a  source  says  Shiff- 
man discussed  his  career  with  Klein- 
man— getting  advice  on  job  opportunities 
in  the  Senate  and  at  another  firm— as  the 
bill  was  moving  on  the  Hill.  Shiffman 
doesn't  recall  that  talk  but  says:  "It  is  to- 
tally plausible  because  Ron  [Kleinman] 
had  become  a  friend."  However,  he  adds, 
he  never  discussed  a  job  with  Greenberg 
Traurig  before  the  bill  passed  in  October, 
2000.  "After  the  bill  was  signed  into  law,  I 
had  my  first  conversation  [about  a  job] 
with  Greenberg  Traurig,"  Shiffman  says. 
Jill  Perry,  a  spokeswoman  for  Green- 
berg Traurig,  says:  "Ron  Piatt  had  no  au- 
thority to  hire  or  discuss  employment  at 
Greenberg  Traurig  with  anyone,  includ- 
ing Gary  Shiffman.  Discussions  about 


CASTRO  NO  1996  rally 
protesting  the  deaths 
of  Brothers  to  the 
Rescue  members 


Gary  joining  our  firm  started  on  or 
around  Oct.  31,  2000,  which  is  after  the 
Victims  of  Trafficking  and  Violence  Pro- 
tection Act  had  been  enacted  into  law." 
Greenberg  Traurig  ultimately  reported 
$4  million  in  lobbying  income  from  the 
Brothers  to  the  Rescue  families.  Shiffman 
didn't  share  in  those  fees:  He  earned 
$100,000  in  2001  during  his  first  year  at 
Greenberg,  a  source  at  the  firm  says.  But 
in  2003,  a  document  obtained  by  Busi- 
nessWeek shows,  Shiffman  earned  $1,425 
million.  Thafs  a  number  few  recent 
transfers  from  the  Hill  to  K  Street  can 
command.  Indeed,  Abramoff,  who  man- 
aged a  stable  of  lobbyists,  earned  $1.75 
million  that  year.  Shiffman  was  not  a 
member  of  Team  Abramoff. 

BIG  PAYDAY 

WHY  THE  HUGE  JUMP?  Shiftman  had 
brought  in  a  lucrative  set  of  clients: 
lawyers  representing  Americans  held  as 
human  shields  during  the  first  Gulf  War. 
The  captives  had  sued  against  frozen  Iraqi 
assets  held  by  Treasury  and  won  almost 
$100  million  in  judgments,  Shiffman  says. 
Shiffman  got  to  know  these  lawyers  while 
he  was  working  on  the  Brothers  to  the 
Rescue  payout  in  the  Senate.  "I  talked  to 
Gary  on  the  phone  when  he  worked  with 
Senator  Mack,"  says  James  Cooper-Hill,  a 
Rockport  (Tex.)  lawyer  whose  clients  sued 
Iraq.  "We  would  have  loved  to  have  gotten 
into  that  [2000]  bill."  Cooper-Hill  signed 
up  Shiffman  in  2001  to  unlock  Iraqi  assets. 
It  was  a  contingency  deal:  If  the  captives 
weren't  paid,  the  firm  got  zero. 

When  the  U.S.  invaded  Iraq  in  March, 
2003,  President  Bush  unlocked  frozen 
Iraqi  assets.  Greenberg  Traurig  was  paid 
$5  million,  which  was  shared  by  Piatt, 
Kleinman,  and  about  a  dozen  other  em- 
ployees. Shiffman  got  the  biggest  cut. 
Shiffman  says  his  earnings,  though  large, 
were  "appropriate  for  what  I  did  and 
what  I  accomplished.  I  am  very  proud  of 
what  I  did  for  those  victims  of  terrorism." 

After  his  big  payday,  Shiffman  decided 
to  leave  Greenberg  Traurig.  He  became 
chief  of  staff  at  U.S.  Customs  &  Border 
Protection  in  May,  2004.  "Post-9/11, 1  had 
the  opportunity  to  work  in  Homeland  Se- 
curity, and  that's  an  honor  and  a  privi- 
lege," he  says.  Of  his  three  years  as  a  lob- 
byist, Shiffman  adds:  "I  was  very,  very 
fortunate.  No  doubt  about  it." 

Team  Abramoff  didn't  last  long.  In 
2002,  Tony  Rudy  left  Greenberg  Traurig 
for  Alexander  Strategy  Group  after  what 
some  sources  say  was  a  falling-out  with 
Abramoff.  To  date,  the  former  Japanese 
POWs  haven't  collected  a  dime.  ■ 

-By  Eamonjavers  in  Washington 
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Too  , 

Much 


A  global 
savings  glut 

is  good  for 

growth— 

but  risks  are 

mounting. 

BY  RICH  MILLER 


SAVINGS.  IT'S  AN  ALMOST  MYSTICAL  WORD  FOR  ECONOMISTS-THE 

Holy  Grail  of  growth.  The  more  a  country  saves,  the  more  it  has  avail- 
able to  invest.  And  the  more  it  invests— in  computers,  factories,  or  in- 
frastructure—the more  productive  its  economy  becomes  and  the 
faster  it  can  grow. 

From  this  perspective,  most  economists  have  judged  the  U.S.  and 
found  it  wanting.  With  American  households  putting  away  only  0.9% 
of  their  income  in  savings  and  with  politicians  apparendy  helpless  to 
eliminate  the  federal  budget  deficit,  the  U.S.  seemed  to  be  setting  it- 
self up  for  years  of  rising  interest  rates,  subpar  investment,  and  slug- 
gish economic  growth. 

But  that's  not  what  is  happening.  Long-term  interest  rates  are 
falling  and  have  now  dipped  below  4%.  The  total  of  residential  and 
business  investment  has  been  rising  and  now  stands  at  16.5%  of 
gross  domestic  product,  well  above  the  average  for  the  1990s.  And 
there  are  few  signs  that  the  economy  is  stalling. 

These  surprising  events  are  forcing  economists,  investors,  and 
policymakers  to  think  more  globally  than  ever  before.  In  just  the 
past  few  months,  they've  begun  to  consider  seriously  two  inter- 
twined and  heretical  notions:  What  really  matters  for  interest  rates 
is  the  global  economy,  and  there  the  problem  may  be  too  much  sav- 
ings, rather  than  too  little. 

Look  around  the  world,  and  extra  money  is  piling  up  in  all  sorts  of 
places.  Japanese  corporations  are  recording  record  profits,  but  not 
doing  much  spending.  Chinese  companies  are  on  an  investment  tear, 
but  the  country  is  getting  so  much  money  from  exports  that  it  has  bil- 
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lions  to  spare,  including  $18.5  billion 
that  China  National  Offshore  Oil  Corp. 
(CNOOC)  bid  for  Unocal.  The  surge  in  oil 
prices— now  about  $60  a  barrel— is  giv- 
ing oil-producing  countries  such  as  Rus- 
sia and  Saudi  Arabia  far  more  money 
than  they  can  use  right  away.  And  the  ag- 
ing workers  of  Europe  are  building  nest 
eggs  for  an  uncertain  future. 

The  International  Monetary  Fund  pre- 
dicts that  in  2005  the  worldwide  savings 
rate  should  hit  its  highest  level  in  at  least 
two  decades.  Surprisingly,  even  in  the 
profligate  U.S.,  businesses  have  been  ac- 
cumulating huge  sums  as  undistributed 
corporate  profits— running  at  a  record 
annual  rate  of  $542  billion  in  the  first  quarter— have  almost  dou- 
bled in  the  past  two  years.  This  corporate  hoarding  explains  why 
the  U.S.  national  savings  rate,  which  includes  governments  and 
businesses  as  well  as  households,  rose  to  147%  of  national  in- 
come in  the  first  quarter,  up  from  12.8%  two  years  ago. 

This  unexpected  surge  of  savings  is  like  a  rose  with  thorns. 
Low  interest  rates  have  the  potential  to  power  productivity, 
build  wealth,  and  raise  living  standards  throughout  the  world. 
As  more  and  more  workers  in  developing  countries  join  the 
global  economy,  cheap  money  makes  it  easier  to  provide  the 
equipment  and  infrastructure  they  need  to  prosper.  Access  to 
global  savings  has  also  enabled  the  U.S.  private  and  public  sec- 
tors to  fund  a  big  increase  in  housing  construction  and  health- 
care spending  in  recent  years,  while  simultaneously  ramping 
up  military  outlays.  The  result:  guns  and  butter— all  without 
boosting  inflation  or  pushing  up  interest  rates. 


Skittishness 


BUT  THE  SAVINGS  GLUT  IS  CREATING  new  risks  for  the  glob- 
al economy,  which  is  having  a  tough  time  absorbing  the  unan- 
ticipated flood  of  funds.  Instead  of  going  into  productive  in- 
vestments, cheap  money  may  be  overheating  spending  and 
sending  asset  prices  soaring  too  high,  setting  the  stage  for  a  fu- 
ture bust.  "The  odds  of  a  catastrophic  scenario  have  gone  up," 
says  Kenneth  S.  Rogoff,  former  chief  economist  at  the  IMF  and 
a  professor  at  Harvard  University. 

History  shows  that  excess  liquidity  can  disappear  overnight  if 
investors  start  getting  skittish  and  lose  confidence,  causing  se- 
vere disruptions  to  markets  that  have  gotten  used  to  cheap  mon- 
ey. A  unexpected  rise  in  inflation  or  interest  rates  could  tank  the 
bond  market  and  burst  the  global  housing  bubble,  which  now 
stretches  from  Barcelona  to  Shanghai  to  San  Francisco.  Doubt 
about  the  U.S.  ability  to  finance  its  huge  trade  deficit  could  trig- 
ger a  steep  downturn  in  the  dollar  and  a  monetary  crisis.  And 
China's  factory-building  spree  may  leave  it  saddled  with  excess 
capacity  for  years  to  come.  Prices  for  cold-rolled  steel  and  ethyl- 
ene have  already  dropped  sharply,  and  auto  prices  have  fallen  as 
much  as  20%  in  the  past  12  months.  "It's  going  to  be  very  tough 
'for  those  guys  who  own  factories,"  says  Morgan  Stanley  econo- 
mist Andy  Xie,  "and  a  lot  of  them  won't  pay  the  banks." 

Even  if  the  low  rates  turn  out  to  be  sustainable,  investors  and 
policymakers  will  still  face  some  tough  decisions.  The  free  flow 
of  savings  across  national  borders  creates  a  quandary  for  the 
Federal  Reserve,  which  may  have  less  influence  over  the  finan- 
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cial  markets  and  the  U.S.  economy  than  ever  before.  Son* 
gional  Fed  bank  presidents  believe  the  central  bank  neec 
compensate  for  low  long-term  rates  by  pushing  the  short-t 
rates  it  controls  much  higher.  But  others,  including  some  m 
bers  of  the  Fed's  board  in  Washington,  are  not  so  sure,  sine 
tralow  rates  may  not  be  inflationary  in  a  world  awash  with 
ings  and  dominated  by  cutthroat  competition  from  Cf 
India,  and  elsewhere.  Greenspan  has  confessed  that  the 
doesn't  fully  understand  whaf  s  going  on.  "Our  economy 
unexplored  territory  in  many  respects,"  Federal  Reserve  ( 
ernor  Donald  L.  Kohn  told  bankers  in  New  York  on  June  li 
The  global  savings  glut  also  forces  investors  to  operate  wit] 
many  of  the  signposts  they  used  to  depend  on.  In  the  past, 
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Force  F-16s,  while  hardly  boosting  inflation  or  pushing  up  interest  rates 


Id  afford  to  concentrate  their  attention  on  what  was  happen- 
in  the  U.S.  If  the  Fed  tightened  credit  or  if  the  federal  budget 
cit  swelled,  long-term  interest  rates  tended  to  rise  in  response, 
now,  in  a  global  economy  awash  with  savings,  investors  have 
*e  much  more  aware  of  what's  happening  outside  the  U.S.  If 
na  revalues  its  currency,  that  could  push  up  U.S.  rates  because 
ould  mean  that  Beijing  would  eventually  have  a  smaller  sur- 
3  to  invest  in  Treasury  securities.  If  the  European  Central 
ik  eased  credit,  that  could  lead  to  lower  U.S.  bond  yields— 
n  if  the  Fed  were  raising  rates  at  the  same  time. 
Tie  rethinking  of  the  rules  governing  the  world  economy  is 
te  recent,  although  global  interest  rates  have  been  low  for  a 
le.  The  rate  on  10-year  Treasury  notes  was  below  4%  for 


much  of  2003,  and  interest  rates  on  Japanese  10-year  bonds  ac- 
tually dropped  below  1%  around  the  same  time.  At  that  time,  it 
was  conventional  wisdom  that  the  low  rates  were  a  result  of 
easy  monetary  policy  at  the  Fed  and  other  central  banks  com- 
bined with  a  relatively  weak  global  economy. 

But  this  explanation  for  low  rates  became  a  lot  less  tenable 
after  two  years  of  central  bank  rate  increases  and  a  global 
economy  growing  at  a  robust  5.1%  rate  in  2004.  Forecasters 
kept  predicting  that  long  rates  would  rise,  and  they  continued 
to  be  disappointed. 

It  wasn't  until  early  2005  that  economists  considered  the 
possibility  that  something  major  had  changed.  A  Jan.  31, 2005, 
article  in  BusinessWeek  noted  that  a  "global  glut  of  savings" 


i  doesn't  fully  understand  what  is  going  on 
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could  explain  low  interest  rates.  Then,  in  March,  Fed  Governor 
Ben  S.  Bernanke— now  head  of  President  George  W.  Bush's 
Council  of  Economic  Advisers— unleashed  the  flood  gates  with 
a  speech  on  the  "global  saving  glut."  Since  that  speech,  10-year 
interest  rates  have  dropped  about  half  a  percentage  point,  and 
with  each  ratchet  down,  more  and  more  economists  came  over 
to  the  high-global-savings  point  of  view. 

Global  savings— which  the  IMF  estimates  at  roughly  $11  tril- 
lion in  2005,  almost  the  size  of  the  whole  U.S.  economy— is  the 
excess  of  the  combined  income  of  the  world's  nations  over  their 
combined  consumption.  That  excess  has  grown  fast  in  recent 
years,  freeing  up  resources  for  investment  What's  more,  the  in- 
creased globalization  of  capital  markets  has  unlocked  national 
savings,  making  for  an  easier  flow  from  one  country  to  another. 

True,  there  are  still  plenty  of  skeptics.  James  W.  Paulsen,  chief 
investment  strategist  at  Wells  Capital 
Management,  dismisses  today's  roughly 
4%  interest  rate  as  a  cyclical  phenomenon 
that  could  quickly  disappear.  "The  differ- 
ence between  being  at  4%  today  and  be- 
ing at  4.75%  is  90  days  of  surprisingly 
good  numbers,"  says  Paulsen.  Also  not 
buying  the  savings-glut  argument  is 
'James  T.  Swanson,  chief  investment 
strategist  at  MFS  Investment  Manage- 
ment, who  thinks  that  interest  rates 
should  be  a  full  percentage  point  higher 
right  now. 

But  for  many  investors,  the  question  is 
not  whether  there  is  a  global  savings 
glut,  but  how  long  it  will  last.  And  on 
that  score,  there  are  plenty  of  reasons  to 


expect  it  to  continue  for  a  while.  First,  the  rise  in  oil  p 


worldwide  is  causing  a  massive  transfer  of  wealth  to  oil 
during  countries.  Russia's  trade  surplus,  for  example,  is 
ning  at  $100  billion  annually,  up  from  $65  billion  a  year 
Similarly,  most  of  the  Arab  stock  exchanges  are  at  or 
record  levels.  The  UAE  market,  a  combination  of  the  Dub 
nancial  Market  and  Abu  Dhabi  Stock  Market,  is  up  105%  o 
year.  The  Saudi  stock  exchange  is  up  65%.  "High  oil  price 
producing  huge  liquidity,"  says  Mustafa  Abdel-Wadood,  CI 
EFG-Ffermes  (UAE)  investment  bank. 

For  now,  most  of  this  money  is  being  recycled  to  the  glol 
nancial  markets  as  savings  rather  than  as  investments  in  o 
ploration  and  production  or  other  productive  uses.  Man} 
producing  countries  are  reluctant  to  embrace  too 
technical  and  other  help  from  foreign  multinational  compa 
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n  when  it  could  help  boost  supply.  That's  true  for  Mexico, 
»re  the  constitution  forbids  the  state-owned  oil  company 
n  teaming  up  with  foreign  outfits  to  gain  expertise  in  finding 
re  supplies. 

n  the  Middle  East,  the  conflict  in  Iraq  and  the  threat  of ter- 
st  strikes  across  the  region  are  also  hampering  energy  in- 
tment,  experts  say.  And  risk-averse  oil  companies  are  simply 
ictant  to  spend  money.  "It's  amazing  to  me  that  even  with 
se  high  oil  prices  they're  being  so  conservative"  with  their 
loration  and  production  budgets,  says  Brian  K.  Hicks,  co- 
tfolio  manager  of  Global  Resources  Fund,  one  of  San  Anto- 
-based  U.S.  Global  Investors'  mutual  funds. 


olding  Back 


year  slump  in  domestic  demand.  Household  spending  inched 
up  1.3%  year-on-year  in  the  January-to-March  period,  and  the 
savings  rate  is  still  rising. 

And  then  there  are  the  staggeringly  large  Chinese  trade  sur- 
pluses. For  years,  economists  reassured  themselves  that  China's 
trade  with  the  whole  world  was  pretty  well  balanced,  even  if  the 
country  had  a  big  surplus  with  the  U.S.  Those  days  are  over. 
Now,  China's  trade  surplus  has  more  than  tripled,  to  an  annu- 
al rate  of  about  $70  billion  a  year. 

That  $70  billion  surplus  is  exactly  that— the  extra  income  that 
China  takes  in  from  exports  and  that  isn't  used  at  home.  It's  all 
recycled  as  savings  into  the  global  economy,  in  the  form  of  pur- 
chases of  U.S.  Treasury  bonds  and,  lately,  as  stepped-up  direct  in- 
vestment in  U.S.  companies.  Analysts  say  CNOOC's  bid  for  Uno- 
cal could  herald  a  wave  of  Chinese  takeovers  of  U.S.  companies. 

By  pegging  its  currency  to  the  dollar,  China  has  kept  the  val- 
ue of  the  yuan  artificially  low.  That  has  boosted  the  competi- 
tiveness of  its  industries  abroad,  earning  the  country  hundreds 
of  billions  of  dollars  in  foreign  exchange.  But  it  has  also  held 
down  consumption  at  home  by  keeping  the  price  of  imports 
high  for  consumers. 

China  has  said  that  it  plans  to  take  steps  to  encourage  con- 
sumers to  spend  more  and  save  less  in  an  effort  to  reduce  its  po- 
litically contentious  trade  deficit.  "We  want  to  use  new  policies 
to  increase  consumption,"  People's  Bank  of  China  Governor 

As  aging  Japanese  and  Europeans 
build  nest  eggs,  consumption  lags 


MOGRAPHIC  SHIFTS  ARE  DRIVING  up  savings  as  well,  as 
tig  societies  in  Japan  and  Europe  accumulate  funds  for  re- 
ment.  That's  holding  back  both  consumption  and  business 
sstment,  as  many  European  and  Japanese  companies  are 
nous  about  committing  much  capital  to  expand  their  do- 
stic  operations.  In  Japan,  the  combination  of  weak  wage 
wth  and  strong  exports  have  boosted  corporate  profits,  with 
uch  smaller  increase  in  business  investment.  The  same  sto- 
dso  holds  in  Europe.  "Balance  sheets  of  European  compa- 

are  strong.  Cash  flow  is  strong.  Everything  is  fine,"  says 
rbert  Lohneiss,  CEO 

Siemens  Financial 
vices,  the  finance  arm 
he  Munich  electron- 
and  engineering  gi- 
,  "What  is  not  fine  is 
t  they  do  not  in- 
t  enough." 

[Tie  reluctance  to  consume  and  invest  is  fueling  enormous 
ie  surpluses  in  Japan  and  Germany,  in  particular.  The  latest 
a  from  Japan  show  a  current- account  surplus  of  $171  billion 
the  year  ended  April,  2005.  That's  up  from  a  surplus  of  $157 
ion  a  year  earlier.  Germany,  where  domestic  demand  is  flat 
I  unemployment  is  in  the  double  digits,  is  running  a  current- 
ount  surplus  of  over  $100  billion  over  the  past  year, 
lurprisingly,  the  lag  in  business  investment  extends  to  parts 
vsia  as  well,  outside  of  China.  For  example,  a  Bank  of  Korea 
(icy  of  5,400  of  the  country's  companies  found  that  they 
re  sitting  on  a  record  cash  pile  of  $65  billion  at  the  end  of 
)4.  Yet  there  are  no  signs  that  spending  on  new  plants  and 
upment,  up  a  so-so  3.1%  in  the  first  quarter  of  this  year,  is  ac- 
srating.  Indeed,  South  Korea  hasn't  recovered  from  a  two- 


Zhou  Xiaochuan  told  a  conference  of  international  bankers  in 
Beijing  on  June  6.  So  far,  though,  nothing  concrete  has  been 
done.  And  China  shows  no  signs  of  significantly  revaluing  its 
currency  or  loosening  its  fiscal  policy— steps  that  some  experts 
believe  would  be  the  best  way  for  it  to  boost  domestic  demand. 
Indeed,  the  country  is  aiming  to  cut  its  budget  deficit  to  2%  of 
gross  domestic  product  this  year,  down  from  2.4%  last  year. 

So  far,  the  total  impact  on  the  world  economy  of  all  the  sav- 
ings sloshing  around  has  been  benign.  While  demand  is  weak 
in  some  countries,  cheap  money  is  working  its  magic  in  other 
places,  pumping  up  everything  from  investment  in  Chinese  fac- 
tories to  the  explosion  of  housing  construction  in  Spain.  Mort- 
gage rates  in  India,  historically  a  country  with  a  high  cost  of 
capital,  have  plummeted  from  15%  five  years  ago  to  7.5%  today. 
In  fact,  the  world  economy  racked  up  its  fastest  growth  rate  in 
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CDFIJnilJP     ~^e  money  sloshing  around  has  worked  its  magic  in  many  places, 
Or  CNl/INU     including  Spain,  financing  an  explosion  in  housing  construction 


three  decades  last  year  with  only  a  small  rise  in  inflation  rates. 
The  surfeit  of  savings  has  spurred  a  flood  of  cross-border  in- 
vestment, which  has  the  potential  to  restructure  global  business 
and  push  up  productivity.  The  U.S.  went  through  a  restructur- 
ing wave  in  the  1980s  and  early  '90s,  financed  in  part  by  junk 
bonds.  Today,  the  same  thing  is  happening  on  a  global  scale,  as 
private  equity  funds  easily  raise  billions  to  buy  up  large  com- 
panies around  the  world  and  reshape  them  into  more  profitable 
enterprises.  In  2004  private  equity  funds  invested  a  huge  $156 
billion  in  European  companies.  And  the  spending  spree  shows 
no  sign  of  abating.  In  May  a  unit  of  London-based  Terra  Firma 
Capital  Partners  Ltd.  stunned  Europe's  corporate  elite  by  agree- 
ing to  buy  Viterra,  the  real  estate  holding  company  of  Dussel- 
dorf-based  utility  E.ON,  in  an  $8.5  billion  leveraged  buyout. 

'Unstable  Equilibrium' 

IN  THE  FUTURE,  CHEAP  MONEY  also  could  provide  potent 
fuel  for  spending  on  new  technologies,  as  soon  as  the  next  wave 
of  innovation  gets  juices  flowing  again.  Already  venture  capital 
funds,  flush  with  cash,  are  putting  more  money  into  alternative 
energy  startups,  an  increasingly  attractive  investment  in  a 
world  of  high  oil  prices.  It's  easier  for  companies  to  spend  mon- 
ey on  research  and  development  when  the  cost  of  capital  is  low. 
And  the  boom  of  the  1990s  shows  just  what  can  happen  when 
a  technological  breakthrough— in  that  case,  the  Internet— ar- 
rives in  a  period  when  there's  ample  savings. 

Economists,  though,  worry  that  the  good  times  are  built  on 
shaky  foundations  and  wonder  when  they  will  end.  "We're  in 
a  highly  unstable  equilibrium,"  says  Martin  Barnes,  manag- 
ing editor  of  The  Bank  Credit  Analyst.  "There  are  so  many 
things  that  are  three  standards  of  deviation  from  normal." 

What  worries  economists  is  that  most  of  the  savings  is  going 
to  one  country.  According  to  Harvard  University's  Rogoff,  the 
U.S.  alone  is  soaking  up  as  much  as  three-quarters  of  the  excess 
global  supply  of  savings.  The  result:  a  current-account  deficit  to- 
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taling  $668  billic 
year,  or  5.7%  I 
country's  GDP 
further  rise  this 
looks  likely.  Econ< 
fret  that  at  some 
foreign  investors  |a 
governments  may 
putting  big  sumAi 
the  U.S.,  trigger  fe| 
steep  decline  of  ti  ri 
lar  and  a  jump  i  I 
interest  rates. 

So  far,  of  cdU 
that  hasn't  happli 
Indeed,  the  dollan 
risen  7%  against  <li 
ket  of  major  currA 
this  year,  in  part  p 
by  Europe's  woesH 
New  York  Univein 
Stern  School  of  || 
ness  professor  Ncb 
Roubini  says  thll 
only  delaying  1 
day  of  reckoning  ti 
sees  a  danger  J 
bumpy  landing  f< 
dollar  and  the  U.S.  economy  in  2006. 

It's  not  only  the  sheer  size  of  the  U.S.  borrowing  that  co 
a  problem.  It's  also  what  the  money  is  being  used  for.  U 
the  late  1990s,  when  the  U.S.  was  tapping  foreigners  to  b 
nance  productivity-enhancing  investment,  much  of  today  j 
rowing  goes  to  pay  for  the  federal  budget  deficit  and  to  ft 
surge  in  house  prices  that  many  experts  believe  can't  last 
Fueled  by  ultralow  interest  rates,  house  prices  jum 
record  12.5%  in  the  first  quarter  from  a  year  ago,  accordi 
data  compiled  by  the  government's  Office  of  Federal  Hoi 
Enterprise  Oversight.  In  some  of  the  pricier  areas,  the  su 
prices  has  put  homes  out  of  the  reach  of  the  first-time  bi 
who  are  the  lifeblood  of  the  housing  market.  "We  have 
problems  in  the  housing  sector  that  will  [eventually]  caus 
economy  a  great  deal  of  stress,"  writes  University  of  Califi 
at  Los  Angeles  professor  Edward  E.  Learner  in  a  new  repo 
The  house  price  boom  isn't  confined  to  the  U.S.  Low  w 
interest  rates  and  the  surplus  of  savings  have  ignited  runu 
many  countries.  In  Spain,  housing  prices  have  climbed  1 
since  1997,  boosted  by  record  low  interest  rates  and  foreig: 
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WANT  TO   INCREASE 


PRODUCTIVITY? 


CONSIDER  DRUGS 


These  days,  every  CEO  is  trying  to 
figure  out  ways  to  get  more  from  less. 
Productivity,  cost  cutting,  and  finding 
more  value  are  top  priorities. 

But  maybe  not  for  everyone.  Many 
parents  today  are  struggling  to 
figure  out  what  to  say  to  their 
kids  about  drugs  —  or  what  to  do 
about  an  existing  problem.  Thev 
may  be  your  very  best  people,  but 
they're  distracted  and  may  be  missing 
meetings  and  deadlines  —  which  can 
seriously  affect  your  business.  But  there 
are  things  you  can  do  to  help. 
Acknowledge  that  this  is  a  problem. 
Create  an  environment  where  people 
feel  comfortable  asking  for  help. 

Participate    in    the    Parents@Work 


RESOlRCt 


program  —  a  free,  easy-to-implement 
resource  that  focuses  on  an  employee's 
family  by  providing  prevention  tips, 
warning  signs,  strategies,  and  information 
on  where  to  find  help. 

A  broad  range  of  small 
and  large  organizations  —  from 
private  businesses  to  government 
agencies  to  nonprofits  —  have 
implemented  the  Parents@Work 
program  and  have  seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  or  the 
most  valuable  benefits  their  company 
can  ever  offer. 


To  learn  more,  visit  TheAntiDrug.com/ParentsAtW6rk. 


PARENTS     WORK  I   PARENTS. 
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choose  between  accepting  lower  returns  or  taking  on  I 
risk.  "In  a  balanced  portfolio,  you  should  expect  an  averal 
of  return  of  about  5%,"  says  Barnes  of  The  Bank  Credit  j\ 
x  In  search  of  better  returns,  investors  have  piled  into  a 
risky  assets,  from  high-yield  bonds  to  credit  derivatives  to  < 
ing-market  debt.  If  global  growth  slows,  such  indis 
buying  could  backfire.  For  example,  the  credit  quality  of  nt 
sued  junk  bonds  has  declined  sharply,  according  to  Merrill  | 
&  Co.  A  record  34%  of  new  issue  volume  last  year  were  1 
panies  whose  debt  received  the  lowest  ratings  handed  out  | 

ratings  agencies,  well 
the  previous  record  of  | 
set  in  2000.  "The  de 
tion  in  credit  quality  ii 
and  2004  could  well  shl 
in  increased  defaults  in| 
and  2007,"  says  Ma 
son,  head  of  FridsonVision,  a  bond  research  service. 

If  global  savings  is  channeled  in  the  right  ways,  it 
great  boon  for  the  world  economy,  enabling  the  sort  of  i  I 
ment  and  risk-taking  that  fuel  growth.  But  there's  far  too  f 
evidence  right  now  that  low  rates  are  encouraging  behavir 
could  cause  trouble.  Hold  on  to  your  hats.  ■ 

-With  Jack  Ewing  in  Frankfurt,  Stanley  Reed  and  Laura 
in  London,  Frederik  Balfour  in  Hong  Kong,  David  He 

New  York,  and  bureau 


Sustained 
low 

interest 
rates... 


PERCENT 


vestment.  The  Bank  of  Spain  calculates  that  housing  prices  are 
overvalued  by  between  24%  and  35%.  But  economists  at  the 
central  bank  don't  believe  a  bubble  has  formed.  "We  still  think 
price  increases  will  slow  and  then  undergo  a  soft  landing,"  an 
official  says.  "But  the  longer  it  takes  for  the  market  to  cool,  the 
more  abrupt  the  landing  will  be." 

In  some  countries,  the  housing  market  has  begun  to  cool  off. 
In  Britain,  the  Royal  Institution  of  Chartered  Surveyors  said 
that  nearly  half  of  its  members  surveyed  reported  price  declines 
in  May.  That  was  the  highest  reading  since  November,  1992. 

■  To  get  better  returns,  investors 
are  piling  into  a  host  01  risky  assets 

Economists  say  that  pullback  eventually  will  take  its  toll  on  con- 
sumer spending.  "The  housing  market  is  quite  soft,"  says 
Michael  Hume,  senior  European  economist  at  Lehman  Broth- 
ers Inc.  in  London.  "It's  only  a  matter  of  time  before  you  get  a 
widespread  consumer  slowdown." 

It  used  to  be  that  such  shifts  in  national  housing  markets 
were  mainly  of  concern  to  the  citizens  of  that  country.  But  in  to- 
day's world,  a  cutback  in  consumer  spending  in  Britain— one  of 
the  few  big  countries  other  than  the  U.S.  that  is  running  a  trade 
deficit— would  raise  national 
savings  and  contribute  to  the 
glut  of  money  worldwide.  That, 
in  turn,  could  even  further  in- 
flame housing  bubbles  in  the 
U.S.  and  elsewhere.  "There  is 
excess  savings  in  the  world," 
says  Lorenzo  Codogno,  co-head 
of   European    economics    at 
Bank  of  America  Corp.  in  Lon- 
don. "Liquidity  is  pushing  up 
prices  of  nonfinancial  assets." 

Policymakers  find  them- 
selves coping  with  a  peculiar  situation.  The  usual  sig- 
nals— inflation  and  unemployment— are  in  good  shape, 
especially  in  the  U.S.  Nevertheless,  imbalances  spawned 
by  low  rates— from  the  global  housing  boom  to  the 
swelling  trade  deficit  in  the  U.S.— may  have  left  the  mar- 
kets and  the  economy  more  exposed  to  a  monetary  mis- 
take by  the  Fed.  "A  concern  is  that ...  a  policy  misstep 
could  cause  a  quick"  shift  in  investor  attitudes,  poten- 
tially disrupting  financial  markets  and  the  economy,  Fed 
Vice- Chairman  Roger  W.  Ferguson  Jr.  said  in  a  speech  in 
Berlin  on  May  27. 

The  savings  surge  also  means  that  governments  are 
not  being  penalized  for  running  budget  deficits.  In  the 
not-so-distant  1990s,  traders— the  so-called  "bond  vig- 
ilantes"—would  drive  up  interest  rates  when  they  saw 
deficits  getting  out  of  control.  Today,  that's  not  happen- 
ing. Such  easy  money  could  be  helpful,  if  government 
spending  is  going  for  productive  long-term  investments 
such  as  infrastructure,  education,  and  research  and  de- 
velopment. The  danger,  though,  is  that  cheap  capital 
will  give  politicians  the  opportunity  to  waste  the  mon- 
ey on  items  that  don't  boost  long-term  growth. 

If  low  rates  eventually  pave  the  way  for  productive  in- 
vestment by  governments  and  businesses,  that  would 
benefit  investors.  But  until  this  happens,  they  must 
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...rewrite 
the  rule 
book  for 
the  Fed... 


■  Changes  in  the  fed  funds  rate  may  have  less  effect  on  | 
long-term  rates  in  the  U.S.  than  in  the  past 

■  Inflation  may  be  less  of  a  threat  in  a  world  with  strong| 
savings  and  a  dearth  of  demand 

■  Policymakers  must  be  prepared  to  react  quickly  to  sue I 
downturns  in  high-flying  asset  markets  around  the  world  | 

■  The  greater  influence  of  global  markets  on  the  U.S.  ma 
it  harder  for  the  Fed  to  determine  the  right  level  of  short- 
term  interest  rates 


...and 
change 
the  game 
for 
investors 


■  Economic  and  financial  events  in  Asia  and  Europe  can  d| 
U.S.  interest  rates  to  a  far  greater  extent  than  ever  before 

■  Taking  added  but  intelligent  risks  is  the  only  way  to  gel| 
decent  returns  in  the  short  run 

■  Shifts  in  the  U.S.  budget  deficit  are  less  important  for 
interest  rates 

■  Portfolios  should  be  designed  to  deal  with  the  heightei I 
threat  of  financial  crises  around  the  world,  which  could  d| 
up  liquidity 

Data:  3usnessWeefc:  Federal  Reserve.  Btoomt 
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Production  line  of  Toyota's  Georgetown,  KY  manufacturing  plant, 
/here  the  Avalon,  Camry  and  Solara  are  built. 

■■i 

lur  vehicles  don't  just 
ake  people  to  work, 

■  Cy     fJ  vi  L     |JwU|JI  w     lv     W  ^J  1  l\«  For  many  Americans,  Toyota  is  more  than  just  a  source 
;ransport,  it's  a  source  of  income.  With  our  eight  manufacturing  plants,  sales  and  marketing  operations,  research  and 
sign  facilities,  and  through  our  dealers  and  suppliers,  Toyota's  U.S.  operations  are  responsible  for  more  than  200,000  jobs. 
>t  year,  Toyota  team  members  built  more  than  one  million  vehicles  in  the  U.S.*  And  with  two  new  manufacturing  plants 
the  way,  we're  working  to  create  even  more  jobs  and  opportunities  in  the  communities  where  we  do  business. 

la  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  €2005 
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HowPurcell 
Lost  His  Way 

An  inside  look  at  the  strategic  errors 
that  led  to  the  mess  at  Morgan  Stanley 


HILIP  J.  PURCELL  HAD 
,  missed  out  on  one  block- 
buster deal  after  another— 
Chase  Manhattan,  JPMor- 
gan,  Bank  One.  And  with 
Morgan  Stanley's  share 
price  down  to  barely  half 
its  2000  peak,  tensions  inside  the  firm 
mounted  as  some  of  the  firm's  white-shoe 
bankers  worried  that  CEO  Purcell  would 
grasp  at  any  deal— even  a  merger  with  a 
second-tier  bank  where  they  would  never 
want  to  work 

At  a  meeting  of  Morgan  Stanley's  14- 
person  management  committee  in  June, 
2004,  in  Purchase,  N.Y.,  some  felt  their 
fears  were  confirmed.  The  topic  was  Mor- 
gan Stanley's  direction.  The  discussion, 
such  as  it  was,  soon  erupted  into  blazing 
arguments.  The  fuse:  an  analysis  of  possi- 
ble mergers  presented  by  then-strategic  of- 
ficer Stephen  S.  Crawford  that  included  a 
deal  with  Charlotte  (N.C.)-based  retail 
bank  Wachovia  Corp.  By  the  end  of  the 
meeting,  many  of  the  six  investment 
bankers  on  the  committee  had  beaten 
down  the  suggestions.  But  it  was  an  un- 
easy peace.  Before  long,  the  long-simmer- 
ing conflict  over  Morgan  Stanley's  direc- 
tion would  escalate  into  open  warfare, 
pitting  directors,  ex-execs, 
bankers,  and  Purcell  loyalists 
against  one  another— ulti- 
mately leading  to  Purcell's  res- 
ignation in  June.  Through 
spokesmen,  none  of  the  key 
players  would  speak  on  the 
record  for  this  story. 

A  reconstruction  of  Purcell's 
last  years  in  office,  pieced  to- 
gether by  BusinessWeek  from 
dozens  of  interviews  with  for- 
mer and  current  executives 


The  CEO 
brutally 
dismissed 
execs  who 
fell  out  of 
favor 


and  others,  shows  that  the  most  widely  cit- 
ed reason  for  his  downfall— his  personali- 
ty—doesn't completely  explain  all  the  rifts 
inside  the  firm  or  its  penchant  for  blowing 
big  opportunities.  By  many  accounts,  Pur- 
cell favored  one  side  of  the  firm  over  the 
other,  brutally  dismissed  top  execs  who  fell 
out  of  favor,  and  undermined  Morgan 
Stanley's  culture  of  meritocracy  with  some 
of  his  promotions.  But  it  was  his  inability 
to  develop  a  coherent  strategy  and  sell  it  to 
the  troops  that  led  to  his  undoing.  This  for- 
mer McKinsey  &  Co.  consultant,  who  had 
won  a  reputation  as  a  master  strategist, 
found  himself  bereft  of  ideas  when  they 
were  most  needed. 

MORALE  BOOSTER? 

THAT  MEANS  SIMPLY  replacing  Purcell 
won't  immediately  fix  Morgan  Stanley.  If 
ex-President  John  J.  Mack  makes  a  tri- 
umphant return,  as  is  widely  expected,  he 
should  be  able  to  raise  morale  and  defuse 
many  of  the  personal  antagonisms  that 
plague  the  firm.  But  he  will  inherit  all  the 
strategic  dilemmas  that  Purcell  struggled 
with  for  most  of  his  eight  years  at  the  helm. 
One  of  the  first  signs  of  Purcell's  strate- 
gic quagmire  emerged  in  the  late  1990s, 
when  then-President  Mack  recommend- 
ed that  Morgan  merge  with 
Chase  Manhattan.  Purcell 
preferred  JPMorgan.  Nothing 
happened,  largely  because  the 
bank's  top  execs  couldn't 
agree  on  which  deal  to  pursue, 
according  to  people  familiar 
with  the  discussions.  Chase 
ended  the  debate  by  buying 
JPMorgan  in  2000.  The  next 
year,  Mack  quit  after  losing  a 
fight  with  Purcell  over  who 
would  lead  the  firm. 
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PURCELL  Purcell  still  didn't 

Indecision  over      have  a  plan  for  Mor- 
mergers  gan  Stanley  when  the 

indicated  a  fatal  board  of  doctors  met 
J^^solve  at  the  end  of  2003,  say 
several  people  briefed 
on  the  discussions.  The  financial-services 
industry  was  consolidating,  but  PurceU 
couldn't  come  up  with  a  clear  answer  to  di- 
rectors' questions  about  how  Morgan 
Stanley  should  respond.  The  board  asked 
him  to  develop  a  blueprint  in  time  for  a 
two-day  meeting  in  July,  2004,  in  London. 
PurceU  charged  a  small  team  to  work  out 
strategic  options,  rang- 
ing from  going  it  alone  to 
a  blockbuster  merger. 

The  group  had  barely 
begun  work  in  January, 
2004,  when  Morgan 
Stanley  was  left  out  in  the 
cold  yet  again  as  another 
banking  megadeal  got 
done.  This  time,  it  was 
JPMorgan  Chase  &Co.'s 
purchase  of  Bank  One 
Corp.  The  news  came  as  a 
shock  in  the  executive 
suite  at  Morgan  Stanley. 
Once  more,  the  firm  had 
been  sizing  up  the  two 
players  as  potential 
merger  partners  for 
months  before  they  were 
snatched  away.  Adding 
insult  to  injury,  Gary 
Parr,  a  former  top  Mor- 
gan Stanley  banker  who 
had  recently  defected  to 
Lazard  Freres  &  Co.,  had 
advised  Bank  One. 

PurceU  knew  he  had 
to  do  something  and  be- 
gan openly  talking  with 
his  managing  directors 
about  other  potential 
mergers.  One  name  that  ^^^^^^^^ 
became  an  open  secret 
early  last  year  among  some  of  Morgan 
Stanley's  top  brass  was  a  real  shocker: 
Wachovia  Corp.  The  regional  bank  had 
broken  out  of  its  Southern  base  only  a  few 
years  earlier;  New  Yorkers  were  stiU 
learning  how  to  pronounce  its  name. 
Wachovia  CEO  Ken  Thompson  had  re- 
peatedly said  he  didn't  want  to  merge 
with  an  investment  bank. 

Still,  PurceU  thought  the  deal  made  a 
lot  of  sense,  bankers  who  were  close  to 
the  strategic  team  say.  Wachovia  didn't 
have  an  investment  bank,  and  Morgan 
Stanley  would  give  the  North  Carolina 
bank's  retaU  brokerage  and  credit-card 
operations  far  more  heft.  Moreover,  be- 


Where  He 
Went  Wrong 

By  many  accounts, 
outgoing  Morgan  Stanley 
CEO  PurceU: 

■  Failed  to  develop  a  coherent 
vision  for  where  he  wanted 
to  take  the  firm  after  the  1997 
merger 

■  Got  outmaneuvered  by  rivals 
for  possible  mergers  with  the 
likes  of  Chase,  JP  Morgan,  and 
Bank  One  that  could  have 
transformed  the  bank 

■  Neglected  to  integrate 

more  closely  the  firm's  old 
Dean  Witter  retail  operations 
and  the  investment  bank's 
blue-chip  businesses 

■  Undermined  the  firm's 
culture  of  meritocracy  with 
some  of  his  promotions  and 
treated  some  of  his  top 
people  poorly,  especially  if 
he  perceived  them  as 
potential  threats 


cause  Wachovia's  market  cap  was  then 
roughly  the  same  as  Morgan  Stanley's, 
there  was  a  chance  that  PurceU  could  con- 
tinue to  play  a  role  in  the  combined  com- 
pany, which  some  insiders  say  seemed 
important  to  him. 

The  debate  over  doing  a  deal— espe- 
cially with  a  bank  such  as  Wachovia— 
widened  old  fault  lines  in  the  firm.  Exec- 
utives began  to  blame  each  other  for  the 
firm's  beaten-down  stock  price  and  lag- 
ging financial  performance.  Investment 
bankers  said  the  poor  results  reflected  the 
weakness  of  the  old  Dean  Witter  retail 
businesses,  which  Pur- 
cell  continued  to  man- 
age after  Dean  Witter 
bought  Morgan  Stanley 
in  1997  What's  more, 
they  complained  that 
they  didn't  have  enough 
capital  to  build  up  trad- 
ing operations  or  to  un- 
dertake highly  lucrative 
transactions— such  as 
trading  big  blocks  of 
shares  with  corporate 
clients,  as  Goldman, 
Sachs  &  Co.  did.  Purcell 
and  his  loyalists  often 
countered  that  the  in- 
vestment bank  was 
sucking  up  most  of  the 
firm's  capital.  Some  vet- 
eran Dean  Witter  execu- 
tives griped  that  the 
bankers  were  taking  too 
many  risks. 

By  the  time  of  the 
Purchase  meeting  in 
June,  2004,  even  Wa- 
chovia was  becoming 
too  expensive  to  buy.  So 
some  executives  argued 
that  if  Purcell  did  want 
to  do  a  deal,  he  should 
sell  Morgan  Stanley  to  a 
company  able  to  pay  a 
stiff  premium,  one  with  enough  prestige 
to  keep  people  on  board,  say  some  people 
familiar  with  what  happened.  Names 
tossed  out  by  people  in  the  meeting  in- 
cluded Citigroup  and  Bank  of  America 
Corp.— though  mergers  with  them  might 
have  left  no  role  for  Purcell. 

UNEASY  TRUCE 

UNABLE  TO  AGREE  on  a  possible  deal, 
the  management  committee  resolved 
simply  to  try  to  improve  the  firm's  opera- 
tions by  better  integrating  the  Morgan 
Stanley  and  DeanWitter  businesses.  Pur- 
cell went  along  with  the  committee's  de- 
cision. He  told  the  July  board  meeting  in 
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MACK  If  the  Morgan 
vet  returns,  can  he 
bring  back  star 
bankers  and  execs? 


London  that  he  planned 
simply  to  manage  Morgan 
Stanley's  existing  business- 
es better,  according  to  sev- 
eral people  briefed  on  the 
meeting.  But  the  group 
failed  to  resolve  how  that 
would  be  achieved  or  what 
the  firm's  ultimate  goal 
should  be. 

The  truce  lasted  little 
more  than  four  months.  On 
Dec.  9,  Scott  Sipprelle,  a  for- 
mer managing  director  who 
is  now  a  hedge-fund  manag- 
er, sent  Purcell  and  the 
board  a  letter  that  called  for 
breaking  up  the  firm.  Within 
four  days,  Purcell  recruited 
his  old  boss  at  Sears  Roe- 
buck &  Co.,  Edward  A. 
Brennan,  to  rejoin  the 
board,  which  was  already 
packed  with  loyalists.  Later 
the  board  removed  the 
firm's  takeover  defenses  and 
adopted  a  provision  that  en- 
titled Purcell  to  a  $62  mil- 
lion parachute  if  he  quit  or 
the  firm  was  taken  over.  On 
Mar.  3,  a  separate  Group  of 
8  former  executives  sent  a  letter  calling  on 
Purcell  to  resign,  though  this  news  didn't 
break  until  the  end  of  the  month. 

Purcell  was  done  arguing.  He  called 
some  of  his  management  committee  to 
tell  them  about  the  letter.  He  said  the 
board  might  think  that  the  head  of  the  in- 
vestment bank,  Vikram  Pandit,  was  be- 
hind it.  (Later,  the  Group  of  8  repeatedly 
denied  that  he  was  involved.)  Purcell  also 
asked  some  committee  members  if  they 
wanted  to  be  considered  as  candidates  for 
president  and  CEO.  Until  then,  Pandit  had 
been  widely  perceived  as  Purcell's  most 
likely  successor.  Head  of  equities  John  P. 
Havens,  a  Pandit  loyalist,  declined  the  of- 
fer, according  to  several  people  familiar 
with  the  matter. 

MISSING  NAMES 

WORD  OF  PURCELL' S  suspicions  quickly 
made  its  way  back  to  Pandit.  He  con- 
fronted the  CEO.  insisting  that  he  had 
nothing  to  do  with  the  letter,  according  to 
people  familiar  with  the  matter.  Purcell 
said  that  he  would  clear  up  any  impres- 
sion that  Pandit  was  involved— provided 
that  Pundit  agreed  to  support  Purcell.  But 
Pandit  replied  he  was  loyal  to  the  firm,  not 
to  any  individual,  the  sources  say. 

Tensions  between  Purcell  and  Pandit 
continued  to  build.  Then,  on  Mar.  28, 
Purcell  dropped  a  bombshell:  He  showred 


Pandit  a  new  leadership  plan  for 
melding  Morgan  Stanleys  in- 
vestment bank  more  closely  with 
its  retail  brokerage,  asset  man- 
agement, and  credit- card  opera- 
tions. The  cornerstone:  Zoe  Cruz,  head  of 
the  bank's  fixed  income  division,  and 
chief  administrator  Crawford  would  be 
promoted  to  co-presidents.  Two  names 
were  missing  from  the  organizational 
chart:  Pandit  and  Havens.  After  working 
at  Morgan  Stanley  for  two  decades,  Pan- 
dit was  through.  He  left  the  building 
shortly  after  meeting  with  Purcell,  say 
people  who  knowr  him.  He  didn't  say 
goodbye  to  his  troops.  He  didn't  clean  out 
his  office.  He  just  walked  out  in  a  raincoat 
into  New  Yorks  Times  Square. 

All  hell  broke  loose  as  the  full  extent  of 
the  disarray  inside  Morgan  Stanley's  exec- 
utive ranks  became  public  that  night.  Pur- 
cell announced  the  promotions  of  Cruz  and 
Crawford.  The  next  morning,  Havens  fol- 


UNDERPERFORMER 

Morgan  Stanley's  stock  trails  its  peers' 
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lowed  Pandit  out  the  door— to  a  star] 
ovation  on  the  trading  floor.  But  tha| 
just  the  beginning.  Within  two  mc 
three  other  members  of  the  manage| 
committee  quit,  along  with  more  tha 
bankers,  traders,  and  brokers.  "For  a  I 
us,  Pandit  was  the  last  hope  for  McJ 
Stanley,"  says  a  former  Morgan  St 
banker  who  asked  not  to  be  named. 

As  the  Group  of  8  was  hammering 
in  newspaper  ads  and  Morgan  Stail 
stock  kept  sinking,  Purcell  was  losinl 
grip  on  the  firm.  All  the  while,  coml 
spokesmen  dismissed  any  talk  of  a  lal 
direction.  "It  is  management's  respon| 
ity  to  continually  evaluate  all  of  the  i 
gic  alternatives,"  says  a  Morgan  St 
spokesman.  "It  has  been  the  una 
view7  of  the  management  committee  | 
organic  growth  is  the  best  option." 

Yet  it  was  still  not  clear  how  Purl 
new  management  team  would  do  busi 
any  differently.  The  only  obvious  chj 
was  that  Cruz  and  Crawford  were  jc 
put  in  charge  of  all  of  the  firm's  busine 
Previously,  Pandit  ran  the  inve 
bank,  reporting  directly  to  Purcell,  wh'J 
the  retail  brokerage,  credit-card,  and  aJ 
management  operations.  "It's  beenf 
clear  than  with  other  brokerages  wj 
Morgan  Stanley  wanted  to  go,"  says  < 
Schorr,  a  financial-services  analyst  at 

Finally,  on  June  13,  Purcell  annoui 
he  would  retire.  At  first,  the  market  d  I 
take  the  news  very  seriously— peri 
because  Purcell  had  said  he  would 
until  a  successor  was  found  or  until| 
next  annual  meeting  in  March.  But  d 
word  trickled  out  that  the  board  was 
sideling  Mack  for  the  job,  the  s\ 
jumped  5%.  Morgan  Stanley  may  1 
found  a  leader  who  investors  and 
ployees  can  believe  in.  Now  it  just  neel 
plan  to  put  it  back  at  the  head  of  the  pi 

Whether  it's  Mack  or  someone  I 
whoever  replaces  Purcell  will  need  tel 
verse  the  sharp  slide  in  the  firm's  s{ 
price,  persuade  star  bankers  and  top| 
ecs  who  walked  out  this  year  to  re 
and  get  the  storied  bank  firing  or 
cylinders  again.  Above  all,  the  succel 
must  put  a  strategic  stamp  on  the  plal 

There  are  several  ways  to  do  that  M 
gan  Stanley  could  refocus  on  its  dist| 
rive  businesses  that  cater  to  blue-chip 
porations  and  super-rich  individiJ 
That  might  mean  selling  its  medi<| 
credit-card,  asset-management,  and  ll 
kerage  units.  It  could  still  buy  a  small! 
tail  bank  Or  Morgan  could  sell  itself  [ 
big  bank  such  as  Citigroup.  But  one  of  I 
many  lessons  of  Purcell's  downfall  is  ll 
doing  nothing  is  a  recipe  for  failure,  ll 
-By  Emily  Thornton  in  New  ll 
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/HEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS 


|  business,  keeping  people  and  information  connected  is  critical  to 

,eping  customers  satisfied.  And  yet,  at  any  given  moment,  any 

|mber  of  events  can  easily  derail  that  connection.  That's  why  you 

ed  a  company  like  SunGard  on  your  side.  Our  Information  Availability 

jlutions  provide  redundant  systems  and  networks  at  over  60  secure 

:ilities  worldwide  to  make  sure  your  customers,  employees  and 

jppliers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 

icomplete  control  of  your  data  and  applications.  So  while  you're  busy     SU  NG/VRD 

nnmg  your  business,  we're  busy  making  sure  your  business  is  up  and 

'  .ning.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%* 
visit  www.availability.sungard.com  or  call  1-800-468-7483. 


Availability  Services 


Keeping  People 
and  Information 
Connected™ 


Potential  savings  based  on  IDC  While  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 
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Swiping  Back  at 
Credit-Card  Fraud 

Bogus  transactions  are  falling  overall,  but 
e-tailers  are  still  feeling  the  pain 


VERY  OTHER  WEEK,  IT 
seems,  another  bank,  cred- 
it-card company,  or  data- 
processing  outfit  an- 
nounces a  security  breach 
of  personal  financial  data. 
On  June  17,  MasterCard  In- 
ternational Inc.  disclosed  that  one  of  the 
companies  that  processes  transactions 
for  it  and  other  card  companies  had  been 
infiltrated.  In  all,  information  on  more 
than  40  million  accounts  was  exposed  to 
fraud.  With  criminals  freely  trading  card 
numbers,  Social  Security  numbers,  and 
mothers'  maiden  names,  you  might 
think  credit-card  fraud  was  going 
through  the  roof. 

Well,  not  exacdy.  In  fact,  overall  credit- 
card  fraud  has  been  falling  for  more  than 
a  decade  as  retailers  and  card  issuers  get 
better  at  rooting  out  bogus  transactions. 
Matters  aren't  quite  as  peachy  online.  E- 
tail  credit-card  fraud  is  triple  the  rate  of 
the  brick-and-mortar  world,  according  to 
The  Nilson  Report,  a  card-industry  publi- 
cation. "Internet  fraud  is  a  problem  that's 
not  going  to  decline  for  the  next  several 
years,"  says  Robert  Lynch,  vice-president 
of  eFunds  Corp.'s  ietail  sales  group, 
which  sells  fraud-preven- 
tion technology  to  e-tailers. 
Still,  if  the  brick-and- 
mortar  world  is  any  guide, 
e-tailers  should  be  able  to 
fight  back.  In  1992  fraudu- 
lent credit-card  transac- 
tions peaked  at  15.70  of 
each  $100  in  sales,  accord- 
ing to  Nilson.  By  last  year 
such  fraud  had  fallen  to 
4.7<f  per  $100  of  sales. 
Even  absolute  levels  are 
down:  Although  the  value 
of  credit-card  transactions 
has  risen  nearly  50% 


THE  STAT 


$1.05 

BILLION 

Total  U.S.  credit- 
card  fraud  in  2004, 
down  from  $1.1 
billion  in  1999 


in 


Data:  r^e  Nilson  Report 


the  past  five  years,  fraud  fell  from 
$1.13  billion  in  1999  to  $1.05  bil- 
lion in  2004. 

Indeed,  banks  and  credit-card 
companies  have  spent  hundreds 
of  millions  on  technologies  that  help 
identify  illegal  card  use.  Security 
features,  such  as  the  multi- 
digit  number  found  on  the 
back  of  cards,  are  one 
weapon  in  this  ongoing 
war.  The  industry  has  also 
turned  to  sophisticated 
technology  that  instantly 
analyzes  cardholders' 
spending  to  spot  unusual 
activity.  As  a  result,  issuers 
are  able  to  detect  many 
phony  transactions  before 
authorizing  payment. 

Now,  Internet  retail- 
ing—which accounts  for 
11%  of  the  value  of  card 


transactions— is  creating  new  op{  t 
ties  for  criminals.  That  helps  expl 
an  estimated  14<t  of  every  $100  ii 
credit- card  transactions  are  bogu 
stolen  card  numbers  or  ones  geneiie^ 
sophisticated  computer  progr; 
ganized  crime  groups  inundate  e  tij 
with  hundreds  of  bogus  charges.  1  avi 
suspicion,  they  have  the  goods  shi|  d 
fronts  in  the  U.S.,  who  forwa 
parcels  overseas.  In  another  scam  al 
"triangulation,"  crooks  sell  an  itei  in 
online  auction.  Once  they  receiv  p 
ment  from  the  buyer,  they  use  a  td 
card  number  to  buy  that  item  fh  1 1 
other  online  retailer,  who  ships  dir  tlj 
the  consumer. 

In  the  past  couple  of  years,  ho!  ei 
bigger  e-tailers  such  aAn 
zon.com  Inc.  and  eB;l  1 
have  gotten  more  aggr  (si 
adding  staffers  to  cii: 
fraud  and  sophisticatet  a 
nology  to  screen  for  it. 
dition,  they  have  shar 
formation  on  the  pr 
and  worked  more  q 
with  credit- card  associ 
banks,  and  agencies  si 
the  FBI.  That  has  pro 
fraudsters  to  switch  to 
er  retailers,  who  can't 
those  defenses  and 
don't  work  closely  to; 
"So  much  for  the  In 
leveling  the  playing 
says  Avivah  Litan,  an  ai  I 
at  research  firm  GartneH 

Unlike  their  brick 
mortar  counterparts,  ( 
merchants  generally  a 
able  for  bogus  charges  | 
there  is  no  physical  ca 
check.  So  it's  not  surpi  | 
that  in  their  efforts  to 
out  fraudulent  transac 
some  are  being  overcautious  and  b 
ing  legitimate  sales  as  well.  Xavier 
U.S.  operations  chief  of  British  f 
prevention  firm  Retail  Decisions  PL 
timates  that  6%  to  8%  of  legitimat 
line  sales  are  rejected  for  fear  the 
fraudulent.  In  low-margin  busin 
that  need  as  much  sales  volume  as 
can  muster,  that  caution  quicklj 
comes  a  big  drain  on  profits. 

Internet  fraud  is  clearly  a  challengt 
e-tailers  can't  afford  to  ignore.  With  1 
rates  that  are  far  higher  than  those  o 
ditional  retailers,  they  will  have  tc 
more  muscle  into  their  fight  than  i 
seem  willing  to  do  at  the  moment 

-By  Robert  Berner  and  Adn 
Carter  in  Chicago,  with  bureau  re 
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usiness  across  borders 

/erseas  markets  present  enormous  opportunities  for 
panding  businesses,  but  setting  out  on  an  unfamiliar 
ad  can  be  hazardous  for  a  Company  of  any  size. 

■e  Orchard  Network  is  focussed  on  reducing  the 
k  and  increasing  your  potential.  We  will  guide  your 
)mpany  along  the  right  path. 


Orchard  Network 

Our  independent  network  brings  together  the  most 
experienced  and  knowledgeable  specialists  in  each 
country,  ready  to  help  you  through  the  maze. 

Visit  our  website  www.orchardnetwork.com  or  send 
us  an  email  to  info@orchardnetwork.com  and  we  will 
get  things  moving. 
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N.O.D.  is  a  501  c(3)  organization.  This  is  a  donated  public  servi 


A  lot  of  great  employees 
come  with  their  own 


office  chair 


V 


Mire  someone  with  a  strong  desire  to  si 
and  every  da/.  The  National  Organ 
promotes  hiring  people  with  disab 
a  good  thing  to  do.  it's  good  business. 

N.O.D.  thanks  BusinessWeek  for  helping  us 
questions,  comments  or  tax-deductible 
the  weh  at  www.nod.org. 
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A/ill  He  Still  Love 
Magazines? 

lorningstar's  founder,  an  avid  reader, 
ist  snagged  Fast  Company  and  Inc. 


SERENDIPITY  SMILED  ON 
Joseph  D.  Mansueto  May 
24th.  And  he  wasn't  even  in 
the  room  to  know  it.  The 
48-year-old  founder  and 
head  of  Chicago  invest- 
ment research  firm  Morn- 
jfstar  Inc.  has  been  a  magazine  aficiona- 
ever  since  he  discovered  comic  books 
a  kid.  That's  why  Mansueto  was  the 
fit  person  Paul  Sturm,  a  Morningstar 
ard  member  and  former  BusinessWeek 
itor,  thought  of  during  a  hushed  con- 
rsation  with  the  editor  of  Fast  Company, 
tin  Byrne  (also  a  former  BusinessWeek 
lrnalist),  at  a  farewell  dinner  in  Man- 
ttan  for,  yes,  BusinessWeek's  outgoing 
itor-in-chief,  Stephen  B.  Shepard.  Fast 
mpany  and  Inc.,  both  owned  by  Gruner 
fahr  USA  Publishing,  were  up  for  sale, 
d  Byrne  was  worried  that  potential  bid- 
rs,  including  McGraw-Hill  (which 
ms  BusinessWeek),  would  keep  Inc.  but 
)se  Fast  Company.  G+J  USA  didn't  care 
her  way:  It  was  eager  to  get  rid  of  the 
igazines  and  willing  to  sell  them  for  a 
ver  of  the  $550  million  it  paid  for  both 
2000.  To  Mansueto  it  seemed  like  just 


[oseph  Mansueto 

"he  multimillionaire  paid  $35  million 
for  both  magazines 

BORN  Sept.  3, 1956,  in  Munster,  Ind., 
a  small  town  southeast  of  Chicago. 

EDUCATION  Bachelor's  degree  in 
1978  and  a  Master's  in  1980,  both  in 
business  administration,  from  the 
University  of  Chicago. 

POSITION  Founded  investment 


the  opportunity  he  had  been 
looking  for. 

Over  Memorial  Day  week- 
end he  spent  hours  reading 
through  deal  papers  while 
supposedly  vacationing  with 
his  family  in  their  Three 
Oaks  (Mich.)  summer  home. 
On  May  31  he  submitted  a 
bid.  And  on  June  27,  he 
walked  away  with  both  tides 
for  $35  million,  sources  close  to  the  deal 
say.  "They  are  two  powerful  brands," 
Mansueto  says.  "I  want  to  make  them 
even  stronger." 

FEWER  ADS,  FEWER  READERS 

WELL,  SURE.  BUT  Mansueto  has  joined 
the  media  business  at  a  time  when  many 
magazines  are  having  to  make  do  with 
less  and  less  advertising  money  as  they 
search  for  other  sources  of  revenue.  Dur- 
ing the  first  five  months  of  this  year,  Jnc.'s 


£ 


Q 


research  firm  Morningstar  in  1984. 
The  company's  accessible  data 
helped  make  mutual  funds  popular 
among  the  masses.  Also  co-owns  the 
entertainment  tab  Time  Out  Chicago. 


ad  pages  were  down    MANSUETO 
7.2%,  to  314.7,  and  Fast    He  believes 
Company's  fell  15.4%,    ad  sales  will 
to  188.2,  according  to    bounceback 
Publishers     Informa-    — ^^^™ 
tion  Bureau.  During  their  heyday  in  the 
late  1990s,  "you  needed  two  hands  to  car- 
ry them,"  says  Samir  Husni,  chairman  of 
the  journalism  department  at  the  Univer- 
sity of  Mississippi.  Now,  "you  can  fold 
them  and  put  them  in  your  back  pocket." 
As  for  circulation,  last  year,  G+J  admitted 
that  in  2003  it  had  misstated  those  figures 
for  all  its  magazines.  And  insiders  say 
Fast  Company  is  languishing  in  the  red 
while  Inc.  is  only  slightly  profitable. 
Guess  that's  why  Mansueto  calls  this  a 


WHY  HE  BOUGHT  FAST  COMPANY 
AND  INC.  Simple:  He  believes  in  them. 

FAVORITE  MAGAZINES  (that  he 
doesn't  own)  The  Economist,  Vanity  Fair, 
and  Architectural  Digest 

FAVORITE  BOOK  Thoreau's  Walden. 
The  book's  final  line,  "The  sun  is  but  a 
morning  star,"  provided  the  inspiration 
for  his  company's  name. 

FAMILY  Wife,  Rika,  and  he  have  two 
children:  Jenna,  4,  and  Daniel,  2; 
another  due  in  a  couple  of  months. 
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Entertainment  Movies 


contrarian  investment  He  believes  the 
industry  will  eventually  turn  around;  in 
the  meantime,  he  says,  his  new  maga- 
zines just  need  a  little  nurturing.  He's 
convinced  Fast  Company  and  Inc.  simply 
fell  on  hard  times  amid  corporate  turmoil 
that  left  them  with  four  different  pub- 
lishers in  two  years.  By  letting  the  editors 
concentrate  on  putting  out  the  maga- 
zines they  want  to,  Mansueto  is  confident 
they  can  generate  the  buzz  they  did  a  few 
years  ago— despite  the  tech  bust  and  all. 
He  does  want  both  magazines  to  build 
up  their  presence  on  the  Web,  though  he 
won't  estimate  how  much  that  might 
cost  him.  Cleaning  up  their  circulation 
for  advertisers  might  require  several 
million  more,  industry  experts  estimate. 

$80,000  AND  THOREAU 

MANSUETO  HAS  ALWAYS  been  an  avid 
reader.  As  a  boy  in  Munster,  Ind.,  he 
consumed  novels  by  John  Steinbeck  and 
Tolstoy.  At  the  University  of  Chicago, 
"he  was  the  only  college  kid  I  knew  get- 
ting up  early  Saturdays  to  get  Barron's" 
says  Jeff  Jarmuth,  a  hedge-fund  lawyer 
who  was  a  roommate  of  Mansueto's. 

Even  Momingstar  started  as  a  sort  of 
magazine.  After  working  two  years  as  a 
stock  analyst,  Mansueto,  then  27,  was 
looking  for  a  way  to  help  investors  absorb 
the  abundance  of  data  available  in  share- 
holder reports.  With  $80,000  of  his  sav- 
ings, he  started  a  business  that  covered 
mutual  funds  the  way  newspapers  re- 
ported sports— wrapping  statistics,  rank- 
ings, and  interviews  into  a  pamphlet  He 
hired  mostly  liberal  arts  majors  and  took 
the  company's  name  from  the  last  line  in 
Henry  David  Thoreau's  Walden:  "The 
sun  is  but  a  morning  star." 

It  was  a  prescient  move:  Mutual 
funds  soon  became  the  investment  of 
choice,  and  over  the  next  two  decades 
Momingstar  grew  into  one  of  the  lead- 
ing investment  research  firms.  In  2004, 
though,  the  Securities  &  Exchange 
Commission  began  looking  into  poten- 
tial violations  of  securities  laws,  and 
New  York  Attorney  General  Eliot  Spitzer 
opened  a  probe  into  possible  conflicts  of 
interest  at  the  company's  consulting 
unit.  Nonetheless,  since  Momingstar 
went  public  in  May,  it  has  amassed  a  $1.1 
'billion  market  value.  Mansueto  still 
owns  more  than  75%  of  the  company. 

Though  it  may  not  seem  that  way  to 
others,  "he  always  felt  like  he  was  in  the 
publishing  business,"  says  Jarmuth. 
Now,  as  Mansueto  puts  his  name  on  the 
mastheads  of  Fast  Company  and  Inc., 
he'll  see  what  it's  really  like.  ■ 

-By  Roger  O.  Crockett  in  Chicago 
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What's  Driving  the) 
Box  Office  Batty 

Hollywood  is  pushing  movies  to  DVD 
video  faster— and  theaters  feel  squeeze* 


ON  JULY  26  THE  DVD 
of  xXx:  State  of  the 
Union  will  arrive  on 
store  shelves  just  88 
days  after  the  movie 
starring  Ice  Cube  first 
appeared  in  theaters. 
That  turnaround  is  about  half  the  aver- 
age time  for  Hollywood  fare,  but  there's 
good  reason  for  that:  The  flick  was  a 
stinker,  costing  more  than  $100  million 
to  make  and  market  but  pulling  in  just 
$26  million  during  a  bleak  run  in  cine- 
mas. Sony  Pictures,  which  released  xXx, 
is  hoping  to  breathe  some  new  life  into 
the  action  flick  by  getting  it  to  DVD  ASAP, 
flouting  the  industry's  traditional 
timetable  and  hoping  to  cash  in  on  what 
has  been  a  red-hot  market  for  disks. 

xXx:  State  of  the  Union  has  more 
company  than  Spago  has  pizzas  as  Hol- 
lywood posts  the  worst  box-office  per- 
formance in  two  decades.  Moguls 
blame  everything  from  bad  scripts  to 
folks  surfing  the  Internet  more.  But  one 
key  question  facing  the  industry  has 
less  to  do  with  what  and  more  to  do 


with  when:  How  quickly  should  I 
wood  studios  rush  their  films  to 
The  answer  goes  to  the  core  of  the  i 
plex  Hollywood  ecosystem  and 
shake  up  the  long-standing  relat 
ships  among  studios,  theaters,  and 
retailers.  "With  the  disappointing 
office  results  of  Cinderella  Man  and 
man  Begins,  we  may  be  seeing  seh 
changes  in  the  film  business,"  says  I 
mer  Artisan  Entertainment  CEO  /| 
Malin,  who  runs  the  Qualia  CapitJ 
tertainment  fund.  "Consumers  i 
ing  a  lot  more  selective  about 
movies  they  see  [in  theaters]." 

A  shift  is  clearly  under  way  as  ml 
fans  exercise  new  clout  With  the  prici 
cinema  tickets  skyrocketing— a  nigll 
the  movies  for  a  family  of  four  can  e;l 
cost  $50  or  more— 73%  of  Americ| 
would  just  as  soon  catch  the  latest 
on  the  tube,  according  to  a  June  Ll 
poll  of  1,000  adults  by  Associated  P| 
and  AOL  News.  That  makes  sense,  si  I 
in  essence,  the  living  room  has  beccl 
the  theater.  About  80%  of  homes  ll 
have  DVD  players,  and  consumers  [ 


BATMAN  BEGINS  A 

disappointing 
theatrical  debut 


zing  large-screen  sets  by  the  crateful. 
-Vhat's  more,  profits  from  DVDs  can 
huge:  Studios  get  $12  a  disk,  even  if  it 
old  at  rock-bottom  prices  at  Wal-Mart 
res  Inc.  or  Best  Buy  Co.  In  all,  retail- 
will  sell  $18  billion  in  DVDs  this  year, 
ires  PricewaterhouseCoopers,  corn- 
ed with  about  $10  billion  in  box-of- 
•  revenues. 

To  capture  that  DVD  gold,  Hollywood 
for  years  made  its  flicks  available  to  TV 
vers  only  through  a  carefully  structured 
tern  of  "windows."  DVD  retailers  wait- 
six  months  after  the  theater  premiere; 
■le's  and  satellite's  video-on-demand 
)D)  got  the  film  90  days  after  that,  and 
0  and  other  pay-TV  services  six  months 
owing  VOD.  But  the  windows  have 
•n  slowly  closing,  and  studios  now  ship 
Ds  to  market  sooner  than  ever  before- 
average,  in  137  days  (vs.  200  days  in 
'8),  according  to  DVD  Release  Report,  a 
vsletter  covering  the  disk  market.  Even 
lockbuster  like  Walt  Disney  Co.'s  The 
ifkrwas  released  on  DVD  three  months 
r  its  March  theatrical  release, 
rhe  issue  of  when  to  put  a  movie  onto 
)VD  is  a  delicate  one.  True,  getting 


films  out  quickly  lets  studios  capitalize 
on  whatever  buzz  they've  generated  for 
the  theater  opening.  But  it  can  also 
boomerang:  If  folks  stay  home,  the  the- 
ater release  loses  its  long-standing  place 
as  the  marketing  engine  that  stokes  so- 
called  ancillary  sales  when  stars  hit  the 
late-night  talk  shows.  DVD  sales  may  al- 
ready be  denting  the  box  office.  Even  be- 
fore this  miserable  summer,  attendance 
had  fallen  in  five  of  the  past  seven 
years— not  coincidentally,  as  DVD  growth 
has  taken  off. 

Fissures  in  the  film  world  are  appearing 
as  pressure  on  the  system  builds.  "As  an 
industry,  we  may  simply  have  gone  too  far 
with  moving  up  DVD  releases,"  worries 
Universal  Studios  Inc.  President  Rick 
Finkelstein,  who  says  his  studio  intends  to 
hold  the  line  against  earlier  releases. 
Needless  to  say,  the  Old  Guard  is  being 
cautious.  "Windows  preservation  needs  to 
be  disciplined,"  says  former  Paramount 
Entertainment  Chairman  Jonathan  L. 
Dolgen.  "The  value  of  the  big  screen  is 
what  starts  everything."  But 
clearly  new  voices  are  get- 
ting louder.  Billionaire  en- 
trepreneur Mark  Cuban  is 
going  so  far  as  to  advocate 
releasing  movies  to  theaters, 
DVDs,  and  VOD  all  on  the 
same  day— heresy  in  Tinsel- 
town. Still,  Cuban  is  betting 
that  the  big  studios  will 
eventually  "follow  the  mon- 
ey." New  models  will  emerge 
"and  they  won't  cannibalize  the  studio's 
existing  business,"  agrees  long-time  Hol- 
lywood exec  Blair  Westlake,  Microsoft's 
Corp.  corporate  vice-president  for  media 
and  television. 

Few  dispute  that  the  DVD  boom  has 
also  conferred  tremendous  power  on  a 
new  set  of  Hollywood  players— the  big  re- 
tailers. Warner  Bros.  Chairman  Barry  M. 
Meyer  recently  joked  to  an  industry  audi- 
ence that  someday  soon  "premieres  will 
be  [held]  in  a  Wal-Mart."  Not  everybody 


Fast  Forward 


A  night  at 
the  movies 
for  a  family 
of  four  now 
pushes  $50 


laughed.  With  DVD  sales  growth  project- 
ed to  flatten  in  a  few  years,  retailers  want 
disks  sooner.  Other  companies  along  the 
chain  are  beginning  to  clamor,  too.  Big 
distributors,  such  as  cable  operators 
Comcast  and  Time  Warner  and  satellite 
services  like  DirecTV,  have  promised 
their  investors  big  returns  from  VOD  serv- 
ices. So  they  are  pushing  Hollywood  to 
speed  up  the  system.  "When  one  studio 
sees  the  sky  isn't  falling,  they  will  all  fall 
into  line,"  predicts  Stephen  Burke,  presi- 
dent of  Comcast  Corp. 

SOUL-SEARCHING 

TALK  FROM  BOLD  thinkers  like  Cuban, 
who  owns  both  the  2929  Entertainment 
studio  and  the  Landmark  Theater  chain, 
has  triggered  some  soul-searching  in  Hol- 
lywood. Steve  Beeks,  president  of  inde- 
pendent producer  Lions  Gate  Entertain- 
ment Corp.,  worries  that  the  box  office 
malaise  is  long  term.  "We're  looking  at 
everything,"  he  says.  A  group  that  in- 
cludes Warner  Bros.,  Fox,  and  Universal  is 
discussing  plans  to  test  ear- 
lier releases  of  movies  of- 
fered on  VOD.  Movielink,  an 
Internet  movie  provider 
owned  by  five  studios,  is 
looking  to  tighten  up  sched- 
ules, as  well  as  allowing 
consumers  to  burn  down- 
loaded movies  when  DVDs 
first  become  available.  Even- 
tually the  studios  will  cut 
out  an  even  earlier  win- 
dow—two weeks  after  theatrical  release- 
speculates  Warren  N.  Lieberfarb,  former 
head  of  Warner  Bros.  Home  Entertain- 
ment, and  sell  24-hour  passes  for  $30  or 
more,  much  like  a  pay-per-view  boxing 
event.  That  price  will  allow  folks  to  down- 
load movies  under  protections  limiting 
viewing  to  just  a  few  hours  and  prevent- 
ing them  from  shipping  films  elsewhere. 
Clearly,  some  big  script  changes  are  in 
store  for  Hollywood.  ■ 

-By  Ronald  Grover  in  Los  Angeles 


AS  MOVIES  HEAD 
FOR  DVD  SOONER... 


DAYS  BETWEEN  THEATER 
AND  OVD  RELEASE 

2002 

171.4 

2003 

153 

2004 

145.8 

2005 

137* 

'Estimate 


. . .  CHANGES  RIPPLE  THROUGH  DISTRIBUTION  CHANNELS 

THEATERS  Attendance  could  slip  as  folks  wait  for  movies 
on  disk.  That  could  trigger  more  consolidation  of  chains. 

RETAILERS  They'll  get  a  short-term  boost  by  having  DVDs 
closer  to  theater  release-but  could  eventually  be  hurt  by 
video-on-demand  if  those  services  also  get  movies  sooner. 

CABLE  AND  SATELLITE  OPERATORS  As  they  scramble  for 
customers  and  press  to  get  films  in  VOD  and  premium 
channels  sooner,  they  would  compete  head-on  with  retailers. 


Data:  DVD  Re/ease  Report.  PricewaterhouseCoopers 
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Profits  at 
35,000  Feet 

Charter  operator  World  Air  is  cruising, 
helped  by  work  for  the  U.S.  military 


MARTINEZ  World 
Air  is  largely 
insulated  from 
the  oil  price  spike 


the  largest 
pants  in  the  I 
Force's  suppl 
tal  carrier  pr< 
^^^~  World  Air  har 

enjoyed  a  booming  business  sh 
U.S.  soldiers  to  and  from  Afghai 
Iraq,  and  Bahrain.  "We  have  clearl 
a  beneficiary  of  the  military  build 
support  of]  the  war  on  terrorism 
World  Air's  chief  executive,  Randy  J 
tinez.  "You  won't  find  many  airlint 
have  the  balance  sheet  we  have  t< 
The  50-year-old  former  Air  Force  c 
pilot  joined  World  Air  in  1998,  beef 
CEO  last  year. 

.    Thanks  to  that  sharp  rise  in  its 
and  military  businesses,  coupled  wi 
well-timed  acquisition  of  a  rival  co 
carrier,  World  Air's  revenues  are  01 
to  top  $600  million  this  year— i 
double  2001  sales.  That's  tiny  in  ti 
dustry;  by  comparison  the  much  yo 
passenger  airline  JetBlue  Airways 
did  $1.35  billion  in  revenues  last  ye 
World  Air  swung  from  a  $26  millio 
in  2001  to  a  $25.6  million  gain  last 
and  profits  are  expected  to  rise  32r 
year.  And  that  turnaround  hasn't 
unnoticed  on  Wall  Street,  where  inv 
have  bid  its  stock  up  from  the  $1 
two  years  ago  to  above  $11  recently 
has  helped  the  company  soar  to  the  I  LI 
spot  on  BusinessWeek's  Hot  Growth  |q 
top -performing  small  companies 


GIVEN  THE  TURBU- 
lence  in  the  airline  in- 
dustry, it  would  seem  an 
odd  place  to  look  for 
supercharged  growth. 
But  World  Air  Holdings 
Inc.  is  far  from  your  typ- 
ical airline.  Founded  in  1948  as  a  contract 
carrier  for  hire,  the  Peachtree  City  (Ga.) 
company  has  shuttled  Muslims  on  pil- 
grimages to  Mecca,  soldiers  to  war  zones, 
and  African  white  rhinos  to  zoos.  Then 
there  are  all  the  Jaguars  and  Bills:  During 
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the  season,  World  Air  trans- 
ports several  NFL  teams  to 
their  games. 

In  recent  years,  World  Air's 
reliance  on  contract  flying  has 
enabled  the  26-plane  carrier 
to  prosper  in  the  face  of  one  of 
the  most  brutal  shakeouts  in 
aviation  history.  World  Air  provides  the 
planes  and  crews  that  cargo  handlers  like 
United  Parcel  Service,  China  Airlines,  and 
EVA  Air  use  to  help  haul  exports  between 
the  U.S.,  Europe,  and  Asia.  And  as  one  of     line  to  shareholders.  It  began  the  1 1 


GROWTH 


wiiml 


STREET  SCRUTINY 

ONE  KEY  TO  World  Air's  success  is  i 
has  been  largely  insulated  from  the 
in  fuel  prices.  As  a  contract  player,  i 
simply  pass  its  rising  fuel  costs  alo 
customers.  That's  a  major  selling  poi 
Wall  Street.  "I  wouldn't  buy  any  a 
stock  other  than  this  one,"  says  Micr| 
Corbett,  a  portfolio  manager  at  Chic 
Perritt  Capital  Management  Inc.,  v 
holds  272,000  shares 

Not  that  things  have  always  bet 
rosy  for  the  company,  originally  kno\ 
World  Airways.  The  airline  got  its 
transporting  immigrant 
tween  San  Juan,  Puerto 
and  the  U.S.  using  three 
ing  314  Clippers.  Over 
decades,  World  Airways  f 
with  insolvency  several  ti 
and  in  the  1990s  its  t 
management  team  creat 
holding  company,  World 
Inc.,  which  went  on  to  make  disast 
investments  in  two  tech  ventures, 
losses  pushed  WorldCorp  into  banki 
cy.  In  1998,  the  company  spun  off  the 


THE  DAY  A  HAIRSTYLE  REQUIRES  100,000  LRS.  OF  THRUST, 
WE'LL  MAKE  ONE  KIND  OF  SOFTWARE  SOLUTION. 


Big  ideas  aren't  just  for  big  businesses.  And  running  a  hair  salon  isn't  quite  the  same  as  running  a  global  aerospace 
corporation.  That's  why  SAP  makes  solutions  that  are  sized  tor  small  businesses.  With  our  years  of  experience,  and 
qualified  partners,  we're  able  to  pinpoint  the  right  solution  tor  your  needs  and  then  implement  it  quickl)  -  and 
atfordably.  At  SAP.  we  know  business  fundamentals  and  we  know  what  makes  each  business  fundamentally  different. 
Visit  sap.com/unique  to  see  how  we  can  help  your  business. 


THE  BEST-RUN  BUSINESSES  RUN  SAP 
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The  Right  Mix 

Contract  carrier  World  Air, 
unlike  many  other  airlines, 
doesn't  have  to  rely  on 
passenger  business.  Here's 
where  the  fast-growing  airline 
gets  its  updraft: 

CHARTERS  World  Air  provides  flights 
for  Club  Med  vacationers  and  pro 
football  teams,  among  others 

CARGO  Shipping  companies  and 
foreign  airlines  use  World  Air  to 
transport  goods  for  export  to  the  U.S. 

MILITARY  The  Air  Force,  lacking  its 
own  passenger  craft,  hires  World  Air  to 
shuttle  soldiers  to  and  from  war  zones 


Data:;-; 


chapter  of  its  life  with  no  cash,  a  moun- 
tain of  debt— and  a  big  slug  of  bonds 
that  came  due  a  few  years  later. 

The  Iraq  invasion  proved  to  be  a 
godsend  for  the  teetering  airline.  Still, 
World  Air  trades  at  roughly  nine  times 
projected  2005  earnings— consider- 
ably less  than  carriers  with  profits  to 
speak  of,  such  as  Southwest  Airlines 
Co.  or  JetBlue.  That's  a  clear  sign  that 
Wall  Street  fears  the  military  business, 
which  now  accounts  for  roughly  67% 
of  revenues,  will  decline  after  the  U.S. 
decides  to  withdraw  troops  from  Iraq. 
For  his  part,  Martinez  is  betting  that 
the  acquisition  last  year  of  charter  car- 
rier North  American  Airlines  Inc.— 
whose  clients  include  Club  Med  and 
other  tour  operators— will  help  the 
company  lessen  its  dependence  on  the 
Pentagon. 

Even  beyond  Iraq,  some  are  con- 
vinced that  World  Air's  military  busi- 
ness will  hold  altitude.  Helane  Becker, 
an  analyst  at  Benchmark  Co.,  a  New 
York  brokerage,  notes  that  World  Air's 
past  military  work  has  given  it  the  sen- 
iority to  fly  as  much  as  57%  of  the  trips 
that  the  Air  Force  contracts  out  to  pri- 
vate carriers— a  sharp  increase  from  the 
35%  of  flights  that  World  Air  handles  to- 
day. "Even  if  the  pie  shrinks,  it'll  have  a 
'bigger  share,"  Becker  predicts.  As 
World  Air  proves,  even  older  companies 
can  find  new  routes  to  growth.  ■ 

-By  Dean  Foust  in  Peachtree  City,  Ga. 
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For  a  Q&A  with 
World  Air  Chief  Executive  Randy  J.  Martinez 
and  President  Jeffrey  L.  MacKinney, 
go  to  www.businessweek.com/extras 
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Cisco:  Paging 
Dr.  Info  Tech 

If  its  online  push  cuts  costs  and  improve 
care,  the  plan  could  prompt  wide  chang 


ACK  WHEN  HE  WAS  AN 
executive  at  insurer  Blue 
Shield  of  California,  Dr. 
Jeffrey  A  Rideout  mar- 
veled at  how  tech  compa- 
nies thought  hospitals 
and  doctors  should  use 
more  information  technology  but  didn't 
use  their  clout  as  buyers  of  health  insur- 
ance to  make  it  happen.  Now  the  43-year- 
old  former  Rhodes  scholar  is  medical  di- 
rector of  Cisco  Systems  Inc.  And  if  he  has 
his  way,  Silicon  Valley  is  about  to  take  a 
big  step  forward. 

Rideout  is  quiedy  organizing  Bay 
Area  companies  to  support  pay-for-per- 


1 


K 


Ti 


formance  in  health  care.  Specifically, 
backing  a  plan  in  which  big  compa 
such  as  Cisco  will  give  doctors  finar 
incentives  to  adopt  technology,  with 
goal  of  cutting  costs  and  improving  c 
In  recent  months,  Cisco  has  met  witr 
ecs  from  chipmaker  Intel,  softv 
leader  Oracle,  and  computer  mj 
Hewlett-Packard  to  organize  the  effc 
Will  the  initiative  work?  All  thre 
the  other  companies  declined  to 
whether  they  will  join  Cisco's  plan. 
Rideout  says  Cisco  will  go  it  alone  if  l 
essary.  "This  is  something  we've  mi 
an  internal  commitment  to,"  he  a« 
"We  want  to  demonstrate  the  valu 


; 


alth  Care 


lth  technology  with  our  own  employ- 
'  That  translates  into  plenty  of  im- 
t:  Cisco  has  about  25,000  employees 
lependents  in  the  Bay  Area, 
tig  Tech  traditionally  hasn't  been  a 
ier  in  the  drive  to  bring  accountability 
ealth  care.  Instead,  the  federal  govern- 
lfs  Medicare  program  has  led  the  way, 
idling  a  three-year  pilot  in  2003  to  pay 
pitals  more  if  they  score  highly  on  sev- 
measures  of  patient  quality.  To  the  ex- 
:  that  Big  Business  has  gotten  involved 
ealth  reform,  it  has  focused  mostly  on 
pitals.  For  example,  the  Leapfrog 
up  for  Patient  Safety,  with  172  corpo- 
members,  monitors  everything  from 
pitals'  adoption  of  info  tech  to  the 
ifing  of  intensive-care  wards. 

DING  OUT  WHAT  WORKS 

AT  DISTINGUISHES  Cisco's  effort  is 
t  it  focuses  on  doctors.  They  typically 
pt  technology  in  their  offices  more 
vly  than  hospitals  do  because  of  the 
ense.  Cisco  is  taking  this  approach  be- 
se  its  employees  are  generally  so 
ng  that  they  rarely  go  to  hospitals.  The 
>t  common  hospital  admission  for  Cis- 
vorkers  is  for  childbirth. 
Experts  think  Silicon  Valley's  nascent 
lpaign  could  help  usher  in  a  new  era 
ealth  care.  The  payoff,  they  say,  is  not 
nuch  the  cost  savings  that  typically 
le  with  the  adoption  of  technology, 
real  goal  is  to  build  huge  warehouses 
ata  about  how  health  care  is  delivered, 
it  works,  and  what  doesn't.  With  that 
irmation,  companies  that  pay  for 
kers'  health  care  can  insist  on  the 
prion  of  more  effective  and  cost-effi- 
it  treatments.  "They  can  transform  the 


way  outpatient  care  is  performed,"  says 
Suzanne  DelBanco,  Leapfrog's  CEO. 

Early  experiments  show  that  pay-for- 
performance  plans  are  a  powerful  tool  for 
improving  the  quality  of  care.  In  the  first 
nine  months  of  Medicare's  pilot,  quality 
at  more  than  270  hospitals  jumped  about 
6%,  as  measured  by  hospitals'  rate  of 
compliance  with  a  series  of  best  medical 
practices,  say  execs  at  Premier  Inc.,  a 
Charlotte  (N.C.)  consultant  that's  helping 
to  run  the  test.  That  leap 
prompted  Senators  Charles 
E.  Grassley  (R-Iowa)  and 
Max  S.  Baucus  (D-Mont.)  to 
draft  a  bill,  expected  to  be 
introduced  on  June  30,  that 
would  authorize  Medicare 
to  expand  the  pay-for-per- 
formance  idea  nationwide. 

The  road  to  the  Silicon 
Valley  alliance  began  last 
fall.  The  Health  &  Human 
Services  Dept.  asked  tech  companies  to 
submit  ideas  for  how  to  develop  a  nation- 
wide network  of  electronic  health 
records.  Cisco  joined  with  seven  other 
tech  companies— including  HP,  Oracle, 
and  Intel— to  develop  a  response.  In 
short  order,  the  four  companies  began 
talking  about  working  together  to  test 
health  technologies  with  their  own  work- 
ers. They  figured  they  could  reap  the  ben- 
efits themselves,  then  use  their  experience 
to  tap  a  huge  potential  market.  "Our  goal 
is  to  develop  best  practices  and  then  take 
them  to  our  customers,"  says  Rideout. 

Unlike  other  pay-for-performance  pro- 
grams, Cisco's  coalition  will  tie  payments 
explicitly  to  technology  adoption.  One  ex- 
ample is  e-mail  messaging  between  doc- 


Whafs 
different  is 
the  focus  on 
doctors,  not 
hospitals 


Vhat  the  Doctor  Ordered 

verseen  by  Dr.  Jeffrey  Rideout,  Cisco's  initiative  will  pay  financial 
centives  to  medical  practices  that  use  the  Internet  to  help 
'ovide  more  efficient  patient  care.  The  plan's  key  technologies: 

DCTOR-PATIENT  MESSAGING 

5C0  will  reimburse  doctors  for  consulting  online  with  patients  who  don't  require  an 
ice  visit.  It  will  pay  less  for  e-consultations  than  for  visits,  and  workers  won't  have  to 
j<e  a  day  off  to  get  their  sniffles  treated. 

NLINE  PRESCRIBING 

sco  is  pushing  to  have  physicians  send  patient  prescriptions  to  pharmacies 
|;ctronically.  Why?  Hospital  studies  show  a  reduction  of  up  to  80%  in  medication 
rors  at  facilities  that  use  e-prescriptions. 

.ECTRONIC  HEALTH  RECORDS 

sco  wants  patients  to  be  able  to  store  their  own  medical  records  on  the  Net.  The 
yoffs:  Workers  can  keep  their  records  as  they  move  from  job  to  job,  and  doctors  will 
ow  about  all  treatments  patients  are  receiving  from  other  physicians. 


tors  and  patients.  Typically,  doctors  have 
been  reluctant  to  trade  e-mail  with  pa- 
tients because  they  usually  don't  get  paid 
for  sending  them,  and  they're  leery  of  the 
liability  of  making  a  diagnosis  over  the 
Net.  Now,  however,  Cisco  is  offering  finan- 
cial incentives  to  8  to  10  big  Bay  Area  med- 
ical groups  to  provide  secure  messaging  to 
patients.  Cisco  will  pay  a  fee  for  an  online 
consultation— exact  prices  are  being  nego- 
tiated, but  they'll  likely  be  some  discount  to 
an  office  visit.  So  doctors 
make  money  for  offering 
their  expertise.  And  patients 
don't  have  to  miss  a  day  of 
work  to  get  routine  stuff  like 
sore  throats  or  fevers  treated. 
Cisco  already  has  taken 
steps  in  this  direction.  Em- 
ployees who  go  to  Palo  Alto 
Medical  Foundation,  a  650- 
doctor  practice  that  serves 
10%  of  Cisco  workers,  can 
use  an  early  version  of  secure  messag- 
ing. This  year,  Cisco  started  picking  up 
the  $60-a-patient  yearly  subscription  fee 
for  the  service. 

Rideout  plans  to  push  doctors  to  adopt 
two  other  key  technologies  in  the  first 
stage  of  his  plan.  One  is  electronic  health 
records,  which  let  patients  keep  a  com- 
prehensive digital  record  of  their  care, 
and  the  other  is  electronic  drug  prescrip- 
tions, which  help  reduce  prescription  er- 
rors by  eliminating  problems  such  as  in- 
decipherable handwriting.  The  software 
for  both  is  available  now,  but  many  doc- 
tors have  been  reluctant  to  buy,  in  part  be- 
cause the  technology  can  cost  more  than 
$1  million  for  a  large  practice.  Rideout 
says  Cisco  is  likely  to  make  up-front  con- 
tributions to  doctors  to  persuade  them  to 
install  the  technologies,  though  the  exact 
incentives  have  yet  to  be  determined. 

Next  year's  goals  are  even  more  ambi- 
tious. Cisco  plans  to  unveil  a  Net  portal  in 
2006  to  collect  reams  of  medical  infor- 
mation. Workers  could  log  on  to  see  their 
electronic  health  records  or  to  get  quality 
ratings  for  Bay  Area  hospitals. 

Rideout's  plan  is  to  put  Silicon  Valley 
in  the  vanguard  of  health-care  reform.  By 
focusing  their  buying  power  on  a  single 
leading  market  such  as  San  Francisco, 
companies  can  multiply  their  impact. 
"Employers  want  their  bills  to  reward 
better  performance,  and  that's  a  local  is- 
sue," says  Peter  V.  Lee,  president  of  Pacif- 
ic Business  Group  on  Health,  a  coalition 
of  50  big  California  companies.  If  Ride- 
out's  efforts  work  out  as  he  hopes,  com- 
panies will  build  a  better  health  system 
one  community  at  a  time.  ■ 

-By  Timothy  J.  Mullaney  in  New  York 
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The  Old  West: 

If  s  a  Gold  Rus 

With  the  Lewis  &  Clark  bicentennial  in  full  swing,  Western  Americana- 
particularly  oils,  bronzes,  and  other  art  works-is  drawing  more  collectors  an< 
higher  prices.  BY  THANE  PETERSON 


JOURNEY  OF 
NOSTALGIA 

Dealer  Rendell 
paid  $500,000 
for  this  1874 
stagecoach 


to 
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IXTY-FIVE-YEAR-OLD  J.P.  BRYAN,  who  has  been  col- 

,  lecting  memorabilia  of  the  Old  West  most  of  his 

^^^      adult  life,  compares  himself  to  an  addicted  shopper. 

^^  At  10,000  or  so  items,  his  collection  of  everything 

^^^  from  oil  paintings  and  rare  maps  to  hand-tooled 

W  guns  and  cowboy  spurs  is  so  big  that  he  long  ago 

^    ^J  moved  it  from  his  home  to  the  headquarters  of  the 

mston  company  he  heads,  Torch  Energy  Advisors.  Yet  Bryan 

mits  he  still  goes  to  yard  sales  hoping  to  find  treasures— and 

fen  scans  the  obituaries  to  see  if  other  collectors  have  died  and 

ivr  holdings  might  come  on  the  market.  "A  collector  never 

)ps  looking,"  he  says.  J  While  Bryan's  case  may  be  extreme, 

passion  for  Western  Americana  is  shared  by  a  growing 

mber  of  collectors.  The  price  of  most  American  art  and 

unorabilia  has  soared  over  the  past  decade,  but  the  Old  West 


re  has  a  special  appeal  to  many,  par- 
larly  with  the  bicentennial  celebration 
tie  Lewis  and  Clark  expedition  (1804- 
now  in  full  swing.  "There's  a  nostal- 
for  the  romance  of  the  West  that  Tes- 
tes with  many  collectors,"  says  Peter 
hbone,  director  of  American  painting 
sculpture  at  Sotheby's.  Bryan  and 
r  businesspeople  view  the  early  set- 
'  pluck  and  self-reliance  as  exempli- 
g  the  entrepreneurial  spirit.  Little 
ider  that  such  empire  builders  as  Ross 
it  and  Denver  billionaire  Philip  An- 
ltz  are  major  collectors. 
>ne  of  the  hottest  areas  is  oils, 
lzes,  and  other  art  by  painters  such  as 


Frederic  Remington,  Charles  Russell,  and 
George  Catlin,  all  of  whom  documented 
Native  Americans,  the  westward  expan- 
sion of  settlers,  and  the  battles  between 
the  two  groups.  The  current  boom  started 
when  a  1998  Sotheby's  auction  fetched 
$25  million.  All  44  Western  works  sold— 
33  for  more  than  expected— and  records 
were  set  for  works  by  26  artists.  The  top 
item  was  a  Remington  oil  called  The 
Trooper,  which  sold  for  $2.5  million.  By 
the  next  year,  another  Remington  oil 
topped  $5  million  at  Christie's,  still  a 
record  for  the  artist.  Also  hot  are  rare 
books,  maps,  and  historical  documents. 
Last  year  a  copy  of  Texas'  Declaration  of 
Independence  from  Mexico  sold  for 
$764,000.  And  on  June  21  several  Old 
West  items  owned  by  Philadelphia  busi- 
nessman Jay  Snider,  47,  went  for  top  dol- 
lar at  Christie's.  Included  was  a  three-vol- 
ume first  edition  of  an  1840s  book  of 
portraits  of  Native  Americans,  mainly  by 
the  artist  Charles  Bird  King,  that  sold  for 
$156,000,  above  the  top  estimates. 

MODEST  BUDGET 

SOME  COLLECTORS,  including  Bryan 
and  dealer  Kenneth  Rendell,  62,  have 
tried  to  document  the  entire  sweep  of  the 
westward  expansion.  RendelPs  collec- 
tion, which  includes  three  overland 
stagecoaches  (he  paid  $50,000  to 
$500,000  apiece),  starts  in  Colonial 
times  and  shows  the 
changing  concept  of 
"the  West"  as  pioneers 
forged  toward  the  Mis- 
sissippi River  and  be- 
yond. Themes  explored 
in    Bryan's    collection 


TOP  DOLLAR 

Remington's 
The  Trooper 
fetched  $2.5 
million  in  '98 


HOT  MAPS  One  include  early  Christian 
of  California's  art  and  statuary  from 
gold  fields  sold  Mexico  and  photos, 
?*  S^rls™«  books,  and  memorabil- 

j^^OOO  ia    documenting    the 

role  of  blacks  and 
women  in  the  West.  Others  have  a  more 
specific  focus.  Denver  lawyer  Robert 
Lewis,  49,  concentrates  on  19th  century 
photos  and  lithographs,  while  investment 
banker  Wesley  Brown,  51,  also  from  Den- 
ver, collects  maps  documenting  the  ex- 
ploration of  the  Rocky  Mountain  region. 

Until  recently  it  was  possible  to  build  a 
major  collection  on  a  modest  budget. 
Look  at  Portland  (Ore.)  construction 
worker  Roger  Wendlick,  60,  who  was 
perhaps  the  definitive  collector  of  pub- 
lished material  about  Lewis  and  Clark  in 
recent  years.  Of  course,  he  had  to  put  in 
60-hour  weeks,  refinance  his  home  three 
times,  and  run  up  $120,000  in  credit-card 
debt  to  do  it.  "It  became  an  obsession  that 
took  over  my  life,"  he  recalls.  But  his  per- 
severance paid  off  in  1998,  when  he  sold 
the  collection  to  Lewis  &  Clark  College  in 
Portland  for  $750,000. 

One  approach  for  small  collectors  is  to 
buy  the  first  editions  of  books  on  some  as- 
pect of  the  West  as  they  come  out,  says 


BusinessWeek  online 


For  a  slide  show  of 
Western  art  and  memorabilia,  go  to 
businessweek.com/extras 
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Spokane  (Wash.)  dealer  Robert  Clark.  Ex- 
perience shows  that  over  several  decades 
they'll  increase  sharply  in  value  if  they  are 
well  preserved.  Other  experts  suggest  fo- 
cusing on  areas  neglected  by  most  collec- 
tors, such  as  the  economic  development 
of  the  West.  New  Haven  dealer  William 
Reese  says  that  if  he  were  starting  out  to- 
day he  would  collect  early  20th  century 


WELLS  FARGO 

MEMORABILIA 

An  auction  is 
set  for  Sept.  30 


tourism  books  and 
memorabilia.  Hotel 
brochures  typically  go 
for  $10  to  $500,  he 
^^■■i  says,  while  early  travel 

guides  often  sell  for 
under  $300.  Johns'  Western  Gallery 
(johnswesterngallery.com)  in  San  Fran- 
cisco has  a  sale  of  early  Wells  Fargo  Ex- 
press memorabilia  set  for  Sept.  30.  Own- 
er Doug  Johns  expects  a  Wells  Fargo 
strongbox  to  go  for  $8,000  to  $12,000 
and  a  poster  advertising  early  money  or- 
ders to  bring  in  at  least  $3000. 

The  Internet  has  drawn  a  lot  of  previ- 
ously undiscovered  material,  says  Austin 
•  (Tex.)  dealer  Michael  Heaston.  A  good  ex- 
ample is  an  1874  panoramic  view  of  Den- 
ver that  Wes  Brown  nabbed  on  eBay  three 
years  ago  for  $8,000.  He  took  it  to  the 
Denver  Public  Library  for  an  appraisal  be- 
fore accepting  delivery.  He  discovered 
that  not  only  was  the  lithograph  one  of 
just  three  known  copies  but  it  also  was 
still  in  its  original  frame,  adding  to  its 
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value.  It  pays  to  be  prudent,  he  says,  be- 
cause "most  of  what  you  find  on  the  In- 
ternet is  junk." 

Items  that  confirm  romantic  notions 
about  the  West  often  fetch  the  highest 
prices.  That  lesson  was  driven  home  to 
Doug  Johns  by  the  mixed  results  of  his  re- 
cent Wyatt  Earp  sale.  Five  drawings  done 
by  the  legendary-  lawman  to  show  the  po- 
sitions of  the  participants  in 
his  gunfights,  including  the 
famous  showdown  at  the  OK 
Corral,  went  for  a  total  of 
8330,000.  But  Earp's  letters, 
which  Johns  says  show  that 
the  gunslinger  was  a 
scoundrel  who  sometimes 
murdered  people  in  cold 
blood,  went  unsold.  "The 
truth  revealed  in  the  letters  is 
at  odds  with  the  legend,  and 
many  people  interested  in 
Earp  are  fans  who  prefer  the 
legend,"  explains  Johns,  who 
seeks  eventually  to  sell 
the  less  flattering 
material  to  a  schol- 
arly institution. 

Many  pitfalls 
await  poorly  in- 
formed collectors. 
Collecting  Indian 
tribal  material  is  a 
mine  field,  for  in- 
stance, because 
Congress  has  given 
Native  Americans 
the  right  to  take 
back  skeletal  re- 
mains and  spiritual  objects  without  com- 
pensating the  owner.  Fake  maps  and 
broadsides  (single-page  bulletins  printed 
in  frontier  towiis  when  special  events  oc- 
curred) are  also  a  worry  partly  because  re- 
productions made  in,  say,  1930,  now  look 
yellowed  and  old  to  the  untutored  eye  and 
can  be  passed  off  as  originals.  Genuine 
gold  field  maps,  in  particular,  are  rare  be- 


SPUR  APPEAL 

From  Rendell's 
collection 


cause  the  maps  were    NATIVE 
usuallv  thrown  awav  or    AMERICAN 
used      for     kindling.    A  favorite 
"Condition    is    every-    Portrartsu 
thing,  so  you  need  to 
learn  to  look  at  things  to  determine 
dition,"  advises  collector  Snider.  "De1 
a  comfortable  relationship  with  a 
dealer  who  is  willing  to  help  you  leai 

Networking  with  other  collectors 
other  good  way  to  pick  up  poir 
Brown  suggests  joining  the  Intemat 
Map  Collectors'  Society  (www.imcos 
and   local   organizations   such   as 
Chicago  or  Rocky  Mountain  Map  So 
Ted  Lusher,  CEO  of  Sell-Thru  Servic 
Austin,  Tex.,  recently  attended  the  ar 
Cody  Old  West  Show  &  Auction  (cod 
west.com),  held  on  June  23-25  in  ( 
Wyo.  Lusher,  62,  says  it  was  a  great  \ 
to  hobnob  and  buy  spurs,  bits,  sad 
and  other  paraphernalia.  For  many 
lectors,  that  sort  of  experience  is  \ 
they  enjoy  most.  "I  wouldn't  care  i 
collection     became     worthless 
month,"  Bryan  says.  "There'd  be  a 
period  of  remorse.  But  I  do  it  becai 
enjoy  it,  and  Fve  already  gotten  a  lot 
ue  out  of  the  experience."  ■ 


ivestin. 


Slogging  For  Dollars 

EBLOGOSPHERE  PROVIDES  a  feast  of  investment  Web  sites,  some  of 
lich  are  tasty  treats  and  others  half-baked.  Here,  we've  identified 
me  of  the  most  worthwhile  investing  blogs.  These  10  are  worth 
iting,  whether  you're  a  casual  stockpicker  or  a  seasoned  pro  in 
irch  of  fresh  ideas.  Another  way  to  sample  the  smorgasbord:  Vis- 
;eekingalpha.com  or  pfblog.com,  both  of  which  aggregate  oth- 
financial  blogs.  -Karyn  McCormack  andAmey  Stone 


3G  ADDRESS  AUTHOR 

he  AAO  Weblog  accountingobserver.com/blog  Jack  Ciesielski 

e  accounting  expert  publishes  Analyst's  Accounting  Observer,  a  respected  research  service  for  professional  investors.  The  green-eye- 
ade  guru  blogs  about  accounting  topics  in  the  news  such  as  the  financial  restatements  at  HealthSouth  or  the  woes  of  public  pension 
hds.  The  sophisticated  analysis  can  be  dense  for  casual  readers,  but  is  top-notch. 

he  Asset  Allocator  assetallocator.blogspot.com  Anonymous 

eked  with  links,  charts,  cartoons,  and  pithy  comments  about  the  markets  and  economy,  this  site  is  fun,  newsy,  and  entertaining.  The 
thor  doesn't  offer  much  concrete  investing  advice,  but  his  blogroll  links  to  some  of  the  best  blogs. 

he  Big  Picture  bigpicture.typepad.com  Barry  Ritholtz 

holtz  mixes  technical  analysis  with  macroeconomics  to  come  up  with  some  insightful  calls  on  the  direction  of  the  stock  market.  He  also 
ows  in,  as  he  puts  it,  "a  dash  of  tech,  film,  &  music."  It  makes  for  a  lively  mix. 

)otnoted.org  footnoted.org  Michelle  Leder 

thor  of  Financial  Fine  Print:  Uncovering  a  Company's  True  Value  scours  through  SEC  filings  to  find  juicy  items  like  relatives  on  a  company's 
lyroll,  how  much  execs  are  using  the  corporate  jet,  and  many  otherwise  hidden  tidbits.  You  can  search  by  company,  plus  she's  got  a  good 
heat  sheet"  for  interpreting  filings. 

ee  Money  Finance  www.freemoneyfinance.com  Anonymous 

41-year-old  Michigan  man  who  works  in  marketing  launched  this  blog  in  April  and  already  offers  an  inspiring  mix  of  timeless 
zesting  wisdom  and  money-making  ideas.  Recent  posts  discussed  the  best  advice  from  personal-finance  bloggers  and  offered  a 
loney  Saving  Tip." 

he  Kirk  Report  www.thekirkreport.com  Charles  E.  Kirk 

i  individual  investor  chronicles  his  stock  trades  from  his  living  room  in  a  small  Minnesota  town.  He  provides  market  and  economic 
mmentary  and  "Random  Thoughts  &  Readings,"  packed  with  interesting  links.  Many  Wall  Street  pros  check  out  what  he  has  to  say. 

eff  Matthews  Is  Not  Making  This  Up  jeffmatthewsisnotmakingthisup.blogspot.com  Jeff  Matthews 

atthews  runs  money  for  RAM  Partners,  a  hedge  fund,  and  also  writes  for  TheStreet.com.  He  has  a  tendency  to  ramble  and  employs 
*nty  of  sarcasm  but  gives  rare  insight  into  the  unorthodox  thinking  of  a  hedge  fund  manager.  Now  the  site  is  discussing  Overstock.com, 
dge  fund  losses,  and  Tyco  International. 

andom  Roger's  Big  Picture  randomroger.blogspot.com  Roger  Nusbaum 

ie  39-year-old  portfolio  manager  in  Prescott,  Ariz.,  writes  a  few  posts  a  day  about  investing  strategies,  with  emphasis  on  asset 
ocation,  foreign  stocks,  exchange-traded  funds,  and  options.  Lots  of  traffic  on  the  effects  of  high  oil  prices  and  CNOOC's  bid  to 
quire  Unocal. 

ndrew  Tobias:  Money  and  Other  Subjects         andrewtobias.com  Andrew  Tobias 

!  wrote  the  best-seller,  The  Only  Investment  Guide  You'll  Ever  Need,  and  is  treasurer  of  the  Democratic  National  Committee.  The  personable 
bias  mixes  down-to-earth  advice,  left-leaning  political  commentary,  and  humorous  asides.  Recent  posts  discussed  shares  of  retailer 
ms  and  Pre-Paid  Legal  Services. 

he  Wealthy  Blogger  wealthyblogger.com  Mike  Hillyer  &  Jeremy  C.  Wright 

lough  they  don't  claim  great  wealth,  these  two  say  they  started  this  blog  "to  make  money. ..and  to  teach  people  how  to  get  out  of  debt, 
an  their  futures  and  eventually  become  millionaires."  They  run  stock  contests  and  discuss  ways  to  reduce  debt. 
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Not  Necessarily 
A  Fresh  Start 

On  Oct.  17,  bankruptcy  will  get  tougher  and  costlier. 
Here's  what  you  need  to  know.  BY  AMY  BORRUS 


IF  YOU'RE  SERIOUSLY  CONSID- 
ering  filing  for  personal  bank- 
ruptcy, you  should  start  the 
process  now.  Otherwise  you'll 
run  up  against  a  tough  new 
bankruptcy  law  that  mostly  takes 
effect  on  Oct.  17.  The  Bankruptcy 
Abuse  Prevention  &  Consumer  Protection 
Act,  signed  by  President  George  W.  Bush 
on  Apr.  20,  will  make  it  harder  and  more 
expensive  for  individuals  to  erase  or  re- 
structure their  debts.  While  it  is  especial- 
ly harsh  on  lower-income  debtors,  it's  no 
sweet  deal  for  middle-  and  upper-income 
borrowers,  either. 

Most  well-heeled  individuals  will  no 
longer  qualify  for  Chapter  7,  the  section  of 
the  bankruptcy  code  that  lets  people  can- 
cel their  debts  and  make  a  fresh  start.  In- 
stead, they  can  opt  to  work  out  repayment 
plans  under  Chapter  13.  But  they'll  have 
to  pay  back  more  of  their  debt  and  keep 
paying  for  five  years  instead  of  three. 
Since  there's  a  debt  cap  on  Chapter  13  fil- 
ings—unsecured debts  can't  exceed 
$307,675,  while  secured  debts  are  limited 
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to  $922,975— some  people  will  probably 
wind  up  in  the  complicated  and  costly 
Chapter  11  reorganizations  more  com- 
monly used  by  businesses.  One  result: 
Debtors  may  simply  drop  out  of  the  bank- 
ruptcy system  and  let  their  creditors 
chase  them.  "Batten  down  the  hatches— 


Debtor 


ASSET 
PROTECTION 


it's  going  to  get  ugly,"  warns 
Cohen,  a  bankruptcy-law  spt  i 
and  partner  at  Liner  Yankelevit 
shine  &  Regenstreif  in  Los  Anj  < 
The  biggest  factor  drivin 
change  is  a  new  "means  test"  th.ei 
erally  requires  your  income  to  beH* 
your  state's  median  level  for  your  r. 
size  to  qualify  for  dismissal  of  your  W: 
If  your  income  is  higher,  you  ca|*~ 
Chapter  7  relief  only  if  you  will  h.fel 
more  than  $166  a  month  left  after  m 
expenses  and  payments  on  your  stp»»; 
and  priority  debts.  The  expensd* 
be  set  by  the  Internal  RevenuW 
vice.  Some  formerly  high-earmil  I 
out-of-work  debtors  could  still  pan 
means  test  because  income  will  be  IP 
lated  based  on  salary  and  wages  fl  i 
six  months  prior  to  filing.  "If  you'vJji 
laid  off  for  three  months,  you  migh||i 
sider  'staying  on  the  bench'  a  while  lif 
even  if  you  have  a  job  prospectjjfc 
Norman  Pressman,  a  St.  Louis  banliP 
cy  lawyer. 

BIGGER  LEGAL  BILLS 

REGARDLESS  OF  WHICH  type  of  tt 
ruptcy  you  file  for,  if  you  live  in  FA 
Texas,  or  Kansas— states  that  allo^ 
limited  homestead  exemptions— yc 
still  hang  on  to  a  multimilhon- 
house.  Congress  mostly  left  such  st 
emptions  alone.  But  it's  now  much 
er  to  move  to  Florida  from  New  Y»| 
take  advantage  of  the  exemptioi 
capped  at  $125,000  unless  you've  li\| 
Florida  for  three  years  and  four  mo  J 

No  matter  where  debtors  live, 
face  a  stream  of  paperwork  rec 
ments,  higher  legal  fees,  and  addit 
hurdles,  such  as  mandatory  credit  cl 
seling  (page  85).  Anyone  contempl| 
bankruptcy  should  start  compiling 
stubs  and  receipts.  If  your  expense 

OLD  LAW 


Assets  held  in  trust  for  the  debtor  ca  | 
be  touched 


Some  examples  of 
how  personal 
bankruptcy  will 
change  under 
the  new  law  that 
takes  effect  on 
Oct.  17. 


CHAPTER 7  Except  in  rare  cases,  anyone  can  file  I 

this  provision,  which  allows  people  tcb 


most  of  their  debts 

CHAPTER  13 

A  debtor  must  repay  a  portion  of  the 
for  three  years 

CREDIT 
COUNSELING 

Not  required 

HOMESTEAD        Debtors  who  moved  to  Florida  prior  t 
EXEMPTIONS       could  use  the  state's  unlimited  exem; 
keep  multimillion-dollar  mansions 

ve  the  limit  set  by  the  IRS— because, 
example,  you  want  to  continue  tutor- 
for  your  learning-disabled  child— you 
have  to  document  the  payments, 
tiffer  standards  will  make  bankruptcy 
•s  more  time-consuming  and  costiy 
lawyers,  who  will  undoubtedly  jack  up 
;.  An  attorney  preparing  a  Chapter  13 
g  will  have  to  certify  that  he  or  she  has 
ble-checked  the  information.  The  bill 
an  uncomplicated  Chapter  13  filing, 
v  about  $1,700  in  Missouri,  could  rise 
-2,500  or  more,  says  Pressman.  In 
ler  markets  such  as  Los  Angeles, 
-re   a   Chapter   13   averages   about 
.500  now,  fees  could  rise  by  $1,000. 
he  new  law  does  grant  a  break  to 
tors  with  substantial  retirement  as- 
..  While  federal  law  has  long  shielded 
Mover- sponsored    retirement    plans 
n  creditors  in  bankruptcy,  the  treat- 
it  of  individual  retirement  accounts 
varied  from  state  to  state.  The  new 
fully  protects  retirement-plan  assets 
t  are  rolled  over  into  IRAs  and  up  to  $1 
lion  of  other  IRA  contributions  and  ac- 
nt  earnings,  says  Michael  Kitces,  di- 
tor  of  financial  planning  for  Pinnacle 
isory    Group,    a    Columbia    (Md.) 
rtlth-managementfirm. 
Jbu  can  get  around  the  cap  by  consoli- 
ng IRA  accounts  into  your  401(k)  plan 
mr  employer  allows  it.  The  catch:  You 
st  transfer  the  money  well  before  cred- 
•s  start  banging  on  your  door.  It's  ille- 
to  move  assets  around  to  put  them  be- 
.d  the  reach  of  creditors  once  you 
w  of  an  actual  or  likely  claim."The  key 
sset  protection  is  taking  steps  to  pro- 
yourself  before  the  problem  actually 
urs,"    says    Kitces.    But   since   few 
tors  do,  bankruptcy  lawyers  are  brac- 
for  a  rush  to  file  this  fall  before  the 
's  stiff  new  provisions  kick  in.  ■ 

-With  Anne  Tergesen 

H      

s  can  invade  trusts  to  seize  assets  put 
the  10  years  before  filing 

lcome-based  "means  test" 
nes  who  is  allowed  to  make  a 
art 


CREDIT  COUNSELING 


ent  plans  run  for  five  years,  and 
must  pay  off  more  of  their  auto  loans 

r  must  get  a  credit-counseling  briefing 
x  months  of  filing  and  cannot  exit 
itcy  without  completing  a  personal 
l-management  course 


A  Business 

Rife  with  Bad  Guys 


exemption  at  $125,000  if  the  debtor 
i  in  Florida  less  than  three  years  and 
nths 


The  new  bankruptcy  law 
imposes  two  requirements  on 
anyone  seeking  to  reduce  or 
eliminate  debt  through  the 
courts.  To  file  for  Chapter  7  or 
Chapter  13  on  or  after  Oct.  17,  you  must 
have  had  a  credit-counseling  briefing 
within  the  prior  six  months.  Once  you  file, 
you  can't  walk  away  from  debts  without 
first  completing  an  instructional  course  on 
personal  financial  management. 

The  provisions  are  intended  to  curb 
bankruptcies  by  helping  people 
work  cut  a  plan  to  pay  back  what 
they  owe  and  better  manage  their 
finances.  But  the  rules  will  send 
hundreds  of  thousands  of  people 
into  a  minefield  where  legitimate 
counseling  agencies  do  business 
alongside  unsavory  players. 

After  a  year-long  probe,  the 
Senate  Permanent  Subcommittee 
on  Investigations  reported  in  April 
that  the  counseling  business  is  rife 
with  excessive  fees,  deceptive 
practices,  and  poor  advice.  The 
Internal  Revenue  Service  is  auditing 
more  than  50  credit-counseling 
agencies  suspected  of  abusing  their 
tax-exempt  status  by  steering 
clients  into  debt-management 
plans  that  charge  high  fees.  "In  this 
industry  the  good  players  are  the 
exception,  not  the  rule,"  says  Eric 
Friedman,  chief  of  the  Montgomery  County 
(Md.)  Consumer  Affairs  Div. 

Legitimate  counseling  agencies  cover 
their  costs  by  taking  a  portion  of  funds  they 
collect  when  they  set  up  debt-management 
plans.  The  agency  negotiates  reduced 
balances  and  interest  rates  with  each  of  a 
client's  creditors  and  typically  gets  12%  to 
15%  of  the  payments  received.  But  some 
agencies  may  be  charging  debtors  steep 
fees  labeled  "voluntary  contributions"  or 
steering  consumers  to  affiliated  for-profit 
companies  that  make  debt-consolidation 
or  home-equity  loans. 

Sorting  out  the  good  guys  from  the  bad 
will  be  the  job  of  the  Justice  Dept.'s  U.S. 
Trustee  Program  office.  Bankruptcy-court 
clerks  around  the  country  will  keep  public 
lists  of  nonprofit  agencies  and  financial-ed 


courses  certified  by  the  U.S.  Trustee.  That 
information  also  will  eventually  be 
available  at  www.usdoj.gov/ust. 

Until  the  U.S.  Trustee  publishes  its  lists, 
though,  you're  on  your  own.  To  avoid 
getting  burned,  here  are  some  steps  you 
can  take  to  make  sure  the  credit  counselor 
you  use  is  above-board: 
»  Check  the  agency's  track  record.  Call 
the  Better  Business  Bureau  to  see  if  there's 
any  history  of  complaints.  Consumer 
groups  advise  sticking  with  agencies  that 


are  members  of  the  National  Foundation 
for  Credit  Counseling.  The  NFCC  has 
mandatory  membership  standards  that 
require  agencies  to  be  licensed,  bonded, 
and  insured,  and  to  have  annual  audits  of 
operating  and  trust  accounts.  Accredited 
agencies  are  reviewed  every  four  years. 
»  Focus  on  fees.  NFCC  agencies  charge  an 
average  of  $15  for  credit  counseling,  but 
many  offer  it  free.  Fees  for  a  debt- 
management  plan  should  run  no  more 
than  $50  up  front  and  $25  a  month 
thereafter. 

»  Watch  for  warning  signs.  Walk  out  of 
any  agency  that  offers  you  a  debt- 
management  plan  within  20  minutes.  Hang 
up  the  phone  if  the  conversation  starts  with 
a  query  about  your  credit-card  debt.  These 
are  red  flags  that  suggest  the  agency  is 
more  interested  in  signing  you  up  for 
services  that  boost  its  finances  than  it  is  in 
seriously  analyzing  yours.  -Amy  Sonus 
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Personal  Business  Wine 


A  Box  of  Wine, 
A  Loaf  of  Bread... 

Better  wines  are  getting  bagged,  boxed,  and  canned. 
Can  vintners  win  over  consumers?  BY  KATE  MURPHY 


THE  NEXT  TIME  YOU'RE 
packing  for  a  picnic,  per- 
haps you'll  buy  a  box  of 
wine  instead  of  a  six-pack 
of  beer.  That's  what  vint- 
ners are  betting  on  with 
an  array  of  packaging  that 
costs  and  weighs  less  than  the  traditional 
glass  botde.  These  containers  also  don't  re- 
quire a  corkscrew  to  open  and  may  keep 
leftovers  fresher  longer.  Purists  may 
cringe  when  offered  wine  from  a  plastic 


pouch,  paperboard  box,  or  (gasp!)  alu- 
minum can,  but  experts  say  taste  doesn't 
suffer  and  in  some  cases  might  improve. 

Winemakers  have  a  good  deal  of  expe- 
rience with  not-in-a-bottle  wines.  "Non- 
traditional  vessels  are  huge  in  other  parts 
of  the  world,"  says  Joshua  Wesson,  co- 
founder  and  wine  director  of  Best  Cellars, 
a  chain  of  eight  wine  shops  in  New  York, 
Massachusetts,  Texas,  and  Virginia. 
"They're  an  an  irresistible  force  making 
its  way  to  the  U.S."  Indeed,  more  than 
half  of  the  wine  sold  in  Australia  and 
Scandinavia  is  not  in  a  glass  bottle. 

The  most  popular  alternative  wine 
packaging  abroad  is  plastic  bags  con- 
tained within  a  cardboard  box.  So-called 
bag-in-box,  or  cask,  wine  has  been  avail- 


PICNIC  PICKS 

Cabernet, 
blanc  de  blancs, 
chardonnay, 
and  trebbiano 


able  in  the  U.S.  since  the  1980s  bi 
generally  been  low-quality  jug  win| 
cording  to  Lynn  Dornblaser,  who 
the  wine  industry  for  Mintel  Intern? 
al  Group,  a  Chicago  market  resea 
"But  now  you  can  find  pretty  dl 
stuff,"  she  says,  such  as  Black  Box  N| 
($25  for  3  liters)  and  Gravel  Mine 
Noir  ($65  to  $100  for  3  liters),  whic 
been  praised  by  wine  critics. 

Cask  wine  is  less  expensive  thai 
same  wine  in  a  bottle  because  of  chJ 
materials  and  lower  shipping  cosfcj 
example,  a  3-liter  cask  of  Shiraz 
Hardy's  Stamp  of  Australia  costs  arl 
$14,  while  the  equivalent  amount  cj 
same  exact  wine  packaged  in  four 
dard  750-milliliter  bottles  runs  $24S 
ter-engineered  spigots  prevent  air  1 
entering  the  bag  when  you  fill  1 
glass— the  bag  deflates  like  a  balloorB 
the  wine  stays  fresh.  Exposed  to  aifl 
contents  of  an  open  bottle  oxidize  ral 
and  take  on  a  stale  flavor  within  hi 
But  opened  cask  wine  stays  good  fc« 
to  eight  weeks  (with  or  without  refri^ 
tion).  It  will  keep  for  a  year  unopene 

HAPPY  PALATES 

WINE  IS  ALSO  AVAILABLE  in  aseptil 
perboard  containers  akin  to  juice  b<| 
Three  Thieves  offers  one-liter  box<j 
its  Bandit  Cabernet  ($8)  and  impel 
Italian  Bianco  ($6).  You  can  alsof 
handy  500-ml  cartons  of  Almaden 
gria,  Vendange  Pinot  Grigio,  Cabtj 
Sauvignon,  and  Chardonnay— all  fo| 
The  aseptic  containers  have  screw 
and  a  year-long  shelf  life,  but 
opened  the  wine  will  last  as  long 
would  in  an  open  glass  bottle. 

You  can  even  find  wine  in  ci 
Niebaum- Coppola  Estate  Winery  ol 
single-serving  pink  aluminum  cans  (I 
sparkling  Sofia  Blanc  de  Blancs  fori 
"No  one  would  mistake  any  of  thesf 
fine  wine,  but  they  aren't  bad,"  says  i 
Perm,  editor  of  Wine  Business  Mot 
"It's  really  all  about  convenience." 

To  find  out  whether  the  kind  of  coni| 
er  makes  a  difference,  BusinessWeek 
ducted  an  informal  blind  taste  testl 
eight  drinkers,  five  preferred  the  wine  1 1 
the  bag-in-box,  one  preferred  the  si 
wine  from  the  botde,  and  two  couldn' 
the  difference.  Two  tasters  also  couldn'  I 
whether  identical  wines  were  aseptic| 
packaged  or  bottled.  But  the  others 
ferred  glass  to  aseptic.  No  one  had  a  stj| 
preference  for  either  the  can  or  botde 
sions  of  the  sparkling  wine.  Our  conl 
sion:  The  idea  of  wine  in  something  ol 
than  a  bottle  may  be  harder  to  swai| 
than  the  wine  itself.  ■ 
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Personal  Business  Plus 
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SOFTWARE 

RELIEF  FOR 

HEALTH-CARE 

HEADACHES 

HAVE  YOU  MET  your  health-insurance 
deductible  this  year?  Did  your  policy 
cover  the  emergency-room  visit  for  the 
sprained  ankle  your  10-year-old  suffered 
on  the  soccer  field?  When  did  your 
spouse  last  visit  the  dentist?  Did  you 
notice  that  your  cholesterol  medicine 
cost  twice  as  much  in  July  as  it  did  in 
May?  Even  if  you  and  your  family  are 
healthy,  keeping  track  of  routine  medical 
bills  and  records  can  be  a  headache. 

Quicken  Medical 
Expense  Manager 
from  Intuit  can 
help  organize  the 
paperwork,  track 
your  family's 
medical  histories, 
and  make  sure 
you  get  all  of  the 
reimbursements 
you  deserve. 
Features  include  the  ability  to  track 
services  for  each  provider  and  family 
member  and  see  if  bills  have  been  paid 
and  by  whom.  The  software  sells  for 
$49.99  at  quickenmedical.com— $20 
below  the  suggested  retail  price. 

-Ellen  Hoffman 
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REAL  ESTATE 


Inner  Sanctums 


irS  A  SIGN  OF  THE  TIMES  that  Toll  Brothers,  the  Horsham  (Pa.)  luxury  homebuilde 
offering  "calming  rooms"  in  its  new  housing  developments  in  Palm  Springs,  G 
and  Phoenix.  The  spa-like  sanctuaries— typically  built  off  the  master  bedroom 
space  an  office  or  walk-in  closet  might  have  gone— are  designed  for  meditation, 
yoga,  or  massage.  Toll  Brothers  is  one  of  the  first  builders  to  offer  such  rooms,  b 
housing  experts  say  homeowners  are  increasingly  making  such  spaces  themseh 
The  need  to  create  an  inner  sanctum  is  both  a  reaction  to  a  wired  culture  thai 
keeps  people  plugged  in  around  the  clock,  as  well  as  a  post-September  11  trend 
toward  more  spirituality.  "You  don't  get  a  break  in  the  office,  because  you  are 
working  harder.  You  don't  get  a  break  in  the  car,  because  everyone  is  on  cell 
phones,"  says  Dawn  Ritchie,  co-author  of  recently  published  The  Emotional  Ho 
(New  Harbinger).  The  rooms  are  often  Zen-like,  decorated  in  neutral  colors,  anc 
furnished  with  massage  tables  or  yoga  mats.  Models  that  offer  this  option  in  tht 
Phoenix  market  start  at  $560,000.  After  enduring  the  trials  of  new  construction 
need  a  place  to  rest  and  relax.  -Lauren  ] 


TIME  OFF 

LOS  ANGELES  IS  THE  PLACE  to  contemplate  the  rise  and  fall  of  civilizations  this  summer. 
Jared  Diamond's  best-seller,  Collapse:  How  Societies  Choose  to  Fail  or  Succeed, 
inspires  a  show  through  Jan.  15, 2006,  at  the  Natural  History  Museum  of  Los  Angeles 
County  (nhm.org).  It  underscores  Diamond's  point  that  civilizations  live  or  die  largely 
based  on  how  they  treat  their  natural  resources.  For  a  contemporary  look  at  power 
accoutrements,  the  Petersen  Automotive  Museum  is  featuring  "Presidents,  Popes,  and 
Potentates:  Cars  of  Heads  of  State"  through  Jan.  22, 2006  (petersen.org).  There  you'll 
find  three  of  John  Paul  ll's  "Pope-mobiles"  and  a  1939  Bugatti  (left)  France  presented 

to  the  future  Shah  of  Iran. 
And  don't  forget  the  much- 
ballyhooed  U.S.  return  of  King  Tut's 
treasures,  at  The  Los  Angeles  County 
Museum  of  Art  (lacma.org)  through 
_  Nov.  15.  -Christopher  Palr\ 
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How  Russia  Slid  Backwards 


KREMLIN  RISING:  Vladimir  Putin's  Russia  and  the  End  of  Revolution 

By  Peter  Baker  and  Susan  Glasser;  Scribner;  453pp;  $27.50 


A  few  months  after  his  election  in  March, 
2000,  Russian  President  Vladimir  V. 
Putin  attended  a  celebration  at  the 
Lubyanka,  the  notorious  headquarters  of 
the  old  KGB.  Around  300  generals  from 
the  KGB  and  its  present-day  successor, 
the  FSB,  had  gathered  to  celebrate  the 
anniversary  of  the  founding  of  the  Soviet 

secret  police.  Putin  was  in  good  form  as  he  wisecracked  to  his 
fellow  spies.  "Instruction  number  one  for  the  attaining  of  full 
power  has  been  completed,"  he  told  them.  It  might  have  been 
a  good  joke  except  for  one  thing:  As  it  turned  out, 
Putin  meant  exactly  what  he  said. 

That,  at  least,  is  the  central  thesis  of  the 
revealing  Kremlin  Rising:  Vladimir  Putin's  Russia 
and  the  End  of  Revolution  by  Peter  Baker  and  Susan 
Glasser,  who  jointly  served  as  Moscow  bureau 
chiefs  for  The  Washington  Post  from  2001  to  2004. 
Their  book  chronicles  the  steady  concentration  of 
political  power  under  Putin.  True  to  his  KGB 
credentials,  he  has  effectively  reimposed 
authoritarian  rule,  finally  curtailing  the  failed 
democratic  revolution  of  the  1990s.  Independent 
media  have  been  crushed  and  replaced  with  ciu 
state  propaganda.  Elections  are  routinely  rigged, 
and  the  only  political  party  that  counts  is  the  pro- 
Putin  "Party  of  Power."  The  old  KGB  is  back  with  a 
vengeance  and  filling  many  of  the  highest  positions  of  state. 
Even  school  history  textbooks  are  banned  when  they  are  too 
frank  about  the  crimes  of  the  Soviet  past. 

Despite  its  title,  Kremlin  Rising  is  not  simply  about  Putin  and 
politics.  These  are  just  the  starting  points  for  a  much  more 
ambitious  project:  a  kaleidoscopic  portrait  of  today's  Russia. 
The  book  is  organized  thematically  around  a  diverse  collection 
of  topics,  from  international  relations  to  rock  music,  backed  by 
an  impressive  amount  of  firsthand  reporting.  On  top  of  Russia's 
screwed-up  politics,  Baker  and  Glasser  show  that  the  army  is 
falling  to  pieces,  the  court  system  is  an  unreformed  and  corrupt 
shambles,  and  the  populace  is  increasingly  ravaged  by  AIDS  in 
addition  to  its  well-known  rampant  alcoholism.  It's  an 
approach  reminiscent  of  Lenin's  Tomb,  an  acclaimed  1993  best- 
seller on  the  dying  years  of  the  Soviet  Union  by  David  Remnick, 
also  then  of  The  Washington  Post. 

Baker  and  Glasser5  s  interviewees  range  from  high-ranking 
Russian  officials  and  senior  businessmen  to  ordinary  people, 
from  army  deserters  to  underwear  salesmen.  Their  stories  all 
tell  us  something  (usually  something  not  very  good)  about  the 
new  Russia.  The  duo  also  have  a  canny  eye  for  the  dramatic. 
Putin's  unlikely  rise  to  power  is  the  subject  of  an  early  chapter, 
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which  includes  a  striking  number  of  details  from  political 
insiders.  Two  of  the  book's  most  powerful  chapters  recoui 
harrowing  hostage  dramas  of  the  Beslan  school  siege  of  2I4 
and  the  Moscow  theater  siege  of  2002.  Both  draw  extensor 
on  talks  with  former  hostages  and  their  relatives,  making  I 
gripping,  though  sometimes  uncomfortable,  reading. 

Putin  himself  comes  across  as  a  stubborn  martinet  w 
main  political  credo  is  never  to  show  weakness.  "The  w  i< 
get  beaten"  is  Putin's  simplistic  mantra,  which  explain* 
hard-line  policies  toward  Chechnya  and  his  intolerance! 
critics.  But  Kremlin  Rising  also  gives  a  sense  of  the 
tremendous  constraints  faced  by  Russia's  leader,  whose! 
sometimes  well-meaning  reforms  typically  fail  because  1  _ 
the  intransigence  of  a  martinet  bureaucracy.  Then  therurt 
the  conservative  instincts  of  the  Russian  public,  still 

confused  by  nostalgia  for  the  imperial  Sovief 
past.  Putin's  enemies,  such  as  oil  tycoon  Mi 
Khodorkovsky,  don't  fare  much  better.  In 
account  of  the  Putin-Khodorkovsky  feud, 
authors  resist  the  temptation  to  blame 
everything  on  Putin,  noting  the  mysterious 
messiah  complex  that  seems  to  have  driven 
Khodorkovsky  to  self-destruction. 

Kremlin  Rising  does  have  its  flaws.  Again: 
background  of  continuous  carping  about  Pi 
and  Russia  by  the  Western  media,  some  oft 
authors'  criticisms  sound  like  cliches.  In  Ru 
nothing  is  ever  as  black  or  white  as  it  is  typi 
portrayed  in  the  West.  The  authors  clearly  h 
selected  the  topics  with  a  view  to  reinforcin 
their  unabashedly  pessimi 
viewpoint.  There's  a  singl 
chapter  on  Moscow's  boo 
economy  but  little  real 
acknowledgement  of  Russij 
economic  recovery,  which 
ultimately  be  the  most 
important  development  of 
Putin  era.  Although  the 

authors'  sources  are  often 

^^^^a^^^m  plugged-in,  one  suspects 

are  not  always  objective, 
of  the  most  damning  revelations  about  Putin  come  fror 
seemingly  well-informed,  anonymous  "senior  official"  - 
possibly  former  Prime  Minister  Mikhail  Kasyanov,  giver 
current  outspoken  opposition  to  Putin. 

Still,  the  revelations  often  have  the  ring  of  truth.  Five ; 
into  Putin's  presidency,  even  optimists  are  jaded,  recogr 
that  Russia  is  a  considerable  distance  from  anything  like 
Western-style  democracy.  And  they  will  probably  enjoy 
Kremlin  Rising,  a  trenchant  reminder  of  what  a  perplexin;| 
and  exciting  country  Russia  still  is.  ■ 

-By  Jason 
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Selected  profiles  of  the  nation's  top  price-performing  Small-Cap  companies  as  of  3/31/05. 


,1m  the  approximate  2,000  domestic  companies  with  market  capitalizations  from  200  million  to 
lillion  dollars,  the  following  page  highlights  selected  top-ranking  firms,  in  terms  of  share  price  per- 
mance  for  the  26-week  period  ending  3/31/05.  Each  profile  describes  a  leading  company  includ- 
;  its  industry,  market  trends  and  reasons  for  success,  as  written  by  company  management.  While 
st  performance  is  never  a  guarantee  of  future  results,  these  top-performing  companies  represent 

investment  opportunities  worthy  of  a  small-cap 
investor's  close  consideration. 
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Insurance  Group,  Inc.  •  SAFT  •  P&C  Insurance 


Boston,  MA  •  Office  of  Investor  Relations  •  877-951-2522  toll  free 
lnvestorRelations@Safetylnsurance.com  •  www.Safetylnsurance.com 


|  Safety  Insurance  Safety  Insurance  Group,  Inc.  ("Safety")  is  the  parent  of 
Safety  Insurance  Company  and  Safety  Indemnity 
ice  Company,  which  are  Boston,  MA,  based  writers  of  property  and  casualty 
ice.  Safety  is  a  leading  wnter  of  personal  automobile  insurance  in  Massachusetts 
i  of  direct  written  premiums  in  2004),  and  also  offers  commercial  automobile, 
wners,  dwelling  fire,  umbrella  and  business  owner  policies. 
ay  has  established  strong  relationships  with  556  independent  insurance  agents 
i  locations  throughout  Massachusetts  and  has  used  these  relationships  and  their 
<ve  knowledge  of  the  Massachusetts  market  to  become  the  second  largest  pn- 
asenger  automobile  carrier  (11 .0%)  and  the  fourth  largest  commercial  automo- 
§er  (8.4%)  in  2004. 

'.  result  of  Safety's  increased  Massachusetts  private  passenger  automobile  insur- 
larket  share  (from  8.8%  in  1999  to  1 1.0%  in  2004)  and  the  expansion  of  Safety's 
-1  offerings,  Safety's  direct  written  premiums  have  increased  by  79.9%  between 
nd  2004,  from  $349.2  million  to  $628.3  million.  Over  the  same  period,  Safetys 
nee  subsidiaries  have  maintained  an  "A"  rating  from  A.M.  Best  Company 


MIPS  Technologies,  Inc.  •  MIPS  •  Semiconductor 


Mountain  View,  CA  •  IR  Contact:  Bonnie  Gardiner  •  650-567-7007 
www.mips.com 
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CHNOLOGIES 


MIPS  Technologies,  Inc.  is  a  leading  provider  of 
industry-standard  processor  architectures  and  cores 
which  licenses  its  intellectual  propeny  to  semicon- 
'  companies,  ASIC  developers  and  system  OEMs. 

id  our  licensees  target  high-growth,  high-volume  markets  such  as  digital  con- 
networking  and  communications,  smart  mobile,  automotive  telematics  and 
automation  Many  of  the  world's  most  popular  products  are  powered  by  the 
architecture,  which  has  the  distinction  of  being  number  one  in  many  com- 
» markets  including:  video  game  consoles;  cable,  DSL,  ADSL,  VDSL  modems; 
nd  routers,  color  laser  printers  and  color  copiers. 

lager's  Statement  •  "With  steady  revenue  and  profitability  growth,  a  record  rate  of  new 
%  leadership  in  key  markets  like  broadband  and  DTV  markets,  and  a  product  portfolio 
sar  cost,  performance,  and  power  advantages,  design  activity  in  our  customer  base 
I  robust  and  we  are  attracting  opportunities  with  customers  who  formerly  used  corn- 
products.."  -  John  Bourgoin,  President  and  CEO 
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McMoRan  Exploration  Co.   -MMR  •  Natural  Gas  Exploration 


New  Orleans,  LA  •  IR  Contact:  David  Joint  •  504-582-4203 
www.mcmoran.com 


McMoRan  Exploration  Co 


McMoRan  Exploration  Co.  (NYSE:  MMR)  is  engaged 
in  the  exploration,  development  and  production  of  oil 
and  natural  gas  offshore  in  the  Gulf  of  Mexico  and 
onshore  in  the  Gulf  Coast  area.  McMoRan  is  also  pursuing  plans  for  the  development 
of  the  Main  Pass  Energy  Hub™  (MPEH™)  which  will  be  used  for  the  receipt  and  pro- 
cessing of  liquefied  natural  gas  (LNG)  and  the  storage  and  distribution  of  natural  gas. 

Key  Managers'  Statement  -  "Our  dual-objective  business  plan  in  the  Gulf  of  Mexico 
encompasses  a  high-potential,  deep-gas  exploration  program  and  our  proposed  MPEH"1 
offshore  LNG  regasification  terminal  and  on-site  natural  gas  cavern  storage  project. 
Our  exploration  results  to  date  confirm  the  presence  of  hydrocarbons  below  15,000 
feet  in  the  Gulf  of  Mexico  and  Gulf  Coast  areas  and  the  ability  to  establish  high  pro- 
duction rates  guickly  from  successful  wells.  Our  proposed  MPEH"'  offshore  LNG  proj- 
ect would  potentially  create  significant  values  for  our  shareholders  from  its  ability  to 
deliver  much-needed  natural  gas  to  U.S.  markets. "  •  James  R.  Moffett  and  Richard 
C.  Adkerson,  Co-Chairmen  of  the  Board 
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*       I       :Y  LAURA  D'ANDREA  TYSON 


Behind  the  EU  Backlash 

The  recent  votes  against  the  European  Union  Constitution  by  the  citizei  s 
of  France  and  the  Netherlands  were  a  stunning  rebuke  to  globalization.] 
Above  all  else,  fears  about  global  trade's  economic  downside  mobilized  1 
those  on  both  the  right  and  left  in  Europe  to  hand  a  resounding  defeat  t 
their  leaders.  Similar  fears  are  fueling  the  growing  protectionist  sentimt  it 


among  U.S.  voters,  reflected  in  congressional  threats  to  reject 
the  Central  American-Dominican  Republic  Free  Trade 
Agreement  and  to  slap  huge  tariffs  on  Chinese  imports.  Such 
fears  of  globalization  by  millions  of  citizens  throughout  the 
advanced  western  economies  are  usually  dismissed  and  some- 
times even  derided  by  most  economists  and  business  leaders. 
But  even  proponents  of  globalization— myself  among  them— 
must  admit  there  will  be  winners  and  losers  in  the  process.  And 
we  should  champion  policies  that  increase  the  ranks  of  the 
former  while  alleviating  the  pain  suffered  by  the  latter. 

Many  EU  voters  may  not  understand  economic  theory,  but 
their  intuitive  fears  of  potential  job  and  wage  losses  caused  by 
globalization  rest  on  a  sound  analytical  foundation.  According 
to  Richard  B.  Freeman,  a  labor  economist  at  Har- 
vard University,  the  global  labor  force  has  more 
than  doubled  over  the  past  15  years  as  a  result  of 
the  entrance  of  China,  India,  and  the  former 
Soviet  Union  into  the  global  system  of  production 
and  trade.  These  new  workers  brought  little 
physical  capital  with  them,  so  their  arrival  cut  the 
global  capital-to-labor  ratio  to  about  half  what  it 
had  been.  That's  bad  news  because  this  ratio  is 
the  primary  determinant  of  worker  productivity 
and  pay.  And  Freeman  estimates  that  despite  the 
huge  savings  of  China  and  other  emerging 
nations,  it  will  take  at  least  three  decades  to 
restore  the  capital-labor  ratio  to  previous  levels. 


I 
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Governments 
must  address 
justifiable 
fears  with 
an  agenda  to 
create  jobs 
of  the  future 


HAVING  TWICE  AS  MANY  WORKERS  and  nearly  the  same  amount 
of  capital  places  great  pressure  on  labor  markets  throughout 
the  world.  Many  low-skilled  workers  in  both  emerging-market 
economies  such  as  Brazil  and  developed  market  economies 
such  as  the  U.S.  and  France  are  discovering  that  they  cannot 
compete  with  Chinese  or  Indian  counterparts  who  are  equally 
productive  yet  willing  to  work  for  dramatically  lower  wages.  In 
theory,  skilled  workers  in  western  economies  should  benefit  from 
globalization  if  the  terms  of  trade  shift  in  favor  of  skill-intensive 
products  they  produce,  such  as  advanced  machinery  and  high- 
value-added  services,  and  against  labor-intensive  products  they 
consume,  such  as  apparel.  But  as  China  and  India  rapidly 
upgrade  their  workforces  through  education,  even  many 


college  grads  in  Europe  and  the  U.S.  will  find  themselves  n 
peting  with  foreign  workers  who  command  much  lower  |  y 
The  doubling  of  the  global  labor  force  means  average  r|l 
wages  are  likely  to  grow  more  slowly  in  advanced  industr 
countries  and  that  many  workers,  even  those  with  consid^dl 
skills  and  education,  will  face  painful  job  dislocation  and 
stagnant  or  falling  real  wages.  A  new  book  by  Clyde  Prest|^- 
Three  Billion  New  Capitalists:  The  Great  Shift  of  Wealth  an 
Power  to  the  East,  describes  these  risks  in  compelling  deta 
But  the  future  may  not  rum  out  to  be  as  difficult  for  \v< 
as  Freeman  and  Prestowitz  predict,  says  Martin  Wolf  in  V"^  .- 
Globalization  Works.  First,  most  jobs  in  developed  econor  s*: 
are  in  services,  and  most  services  can  still  only  be  consum    i 
and  produced  locally.  McKinsey  Global  Ins  ji» 
estimates  that  only  about  11%  of  the  1.46  bi  ofr- 
servicejobs  worldwide  could  be  performed   ^ 
foreign  locations  anytime  soon.  Second, 
capital— defined  as  not  just  physical  capital  jT 
also  social  capital,  such  as  laws  and  culture  vF 
human  capital,  such  as  education,  languag  J 
skills,  and  experience— is  not  nearly  as  molp  - 
across  borders  as  is  commonly  thought.  Th 
means  workers  in  advanced  countries 
continue  to  enjoy  productivity  and  wage  a< 
tages.  Finally,  there  are  still  few  truly  multi- 
national companies,  and  they  continue  to 
_  more  than  75%  of  their  production,  emplo; 

and  capital  spending  in  their  home  countri 
How  should  policymakers  respond  to  the  risks  posed 
globalization?  In  a  recent  speech  to  the  European  Parli 
British  Prime  Minister  Tony  Blair  called  for  a  new  social 
that  redirects  the  EU  budget  from  huge  agricultural  subsi<| 
that  benefit  the  few  to  investments  in  knowledge  and  skill 
research,  aid  to  small  business,  and  labor-market  poli 
benefit  the  many.  That  would  help  create  jobs  of  the  fu 
Without  an  activist  agenda  such  as  Blair's,  fear  could  tri 
protectionist  backlash  that  would  undermine  global  gro 
leaving  the  world's  workers  even  worse  off.  ■ 

Laura  D'Andrea  Tyson  is  dean  of  London  Business  School 
(ltyson@london.edu) 
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Unocal  Won't  Be  the  Last, 
So  Set  the  Rules  Now 


THE  U.S.  IS  ONE  of  the  world's 
most  ardent  cheerleaders  for 
the  benefits  of  free  trade.  But 
you  wouldn't  know  it  from  the 
protectionist  howls  coming 
out  of  Washington  after  the  $18.5  billion 
bid  by  China's  state- controlled  CNOOC 
Ltd.  for  Unocal  Corp.  While  American 
apprehension  over  China's  bold  move  is 
understandable,  it's  shortsighted  and 

wrong  (page  31).  Foreign  trade  has  given  an  immeasurable 
boost  to  U.S.  economic  prosperity,  holding  down  prices  for 
American  consumers  and  supporting  the  jobs  of  workers  who 
produce  the  $1.1  trillion  in  annual  U.S.  exports.  Much  of  the 
recent  increase  in  trade  has  been  with  China,  which  today 
ranks  as  America's  third-largest  trading  partner  and  the 
manufacturing  outpost  of  choice  for  everything  from  Wal- 
Mart  T-shirts  to  Dell  laptop  computers. 

To  continue  enjoying  the  benefits  of  that  relationship— and 
to  maintain  credibility  as  it  presses  other  countries  to  remove 
trade  barriers  to  American  competition— the  U.S.  cannot 
conveniently  embrace  protectionism  whenever  it  fears  that 
free  trade  won't  be  to  its  advantage.  That's  especially  true 
concerning  China,  which  has  allowed  $48  billion  in  direct 
investment  by  U.S.  companies  and  has  kept  U.S.  interest  rates 
low  thanks  to  the  more  than  $200  billion  in  Treasury  Dept. 
debt  that  it  has  amassed  in  its  currency  reserves.  Now  that 
dollar-rich  China  is  asking  for  its  due,  it  will  be  difficult  for 
the  U.S.  to  just  say  no. 

But  that  doesn't  mean  America  must  simply  roll  out  the  red 
carpet  for  the  Chinese.  Most  nations  have  long  considered 
energy  holdings  to  be  strategic  assets  whose  ownership  can 
be  restricted  for  national  security  reasons— just  as  the  U.S. 
limits  foreign  ownership  of  airlines  and  broadcast  licenses.  So 
the  federal  Committee  on  Foreign  Investments  in  the  U.S. 
(CFIUS),  which  must  approve  the  deal  if  it  is  accepted  by 
Unocal's  board,  should  not  feel  shy  about  imposing  some 
reasonable  conditions  to  safeguard  U.S.  interests. 

First  would  be  to  make  sure  the  Chinese  government, 
which  controls  CNOOC  parent  China  National  Offshore  Oil 
Corp.  and  the  banks  financing  its  Unocal  bid,  cannot  unfairly 
subsidize  CNOOC's  future  energy  exploration  or  pricing 
efforts  to  the  detriment  of  American  competitors  or  provide  it 
with  below  market-rate  financing  that  is  unavailable  to  U.S. 
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companies.  World  Trade  Organization  rules  address  sue 
unfair  practices.  But  as  we've  seen  from  the  ongoing  U.i 
Europe  bickering  over  alleged  subsidies  to  both  Airbus' 
Boeing  Co.'s  commercial  jet  businesses,  it's  best  to  have" 
limits  on  government  support  spelled  out  early  on. 

Next,  to  make  sure  America's  dependence  on  foreign 
energy  sources  doesn't  increase  as  a  result  of  the  deal,  tr 
CFIUS  review  should  require  that  oil  and  gas  currently 
produced  by  Unocal  properties  in  the  U.S.  continue  to  b|c 
in  America,  and  future  output  from  Unocal  properties  u 
development  in  the  Gulf  of  Mexico  should  be  marketed 
U.S.  Likewise,  Unocal's  ownership  stakes  in  U.S.  energy 
pipelines  and  storage  facilities— unquestionably  strategi 
resources— should  be  restructured  to  assure  American  c 
or  sold  to  other  U.S.  companies  over  time. 

For  political  reasons,  any  CNOOC  agreement  must  als 
include  some  restrictions  on  the  loss  of  U.S.  jobs,  at  leas 
the  initial  years  following  the  takeover.  Thaf  s  a  sensitiv 
for  many  American  voters  and  a  key  driver  of  congress^ 

rhetoric  against  the  deal 
Defusing  those  job-loss  fet 
shouldn't  be  difficult,  sinct 
of  Unocal's  operations  are 
outside  the  U.S.,  and  CN( 
media-sawy  advisers  are 
already  promising  Unocal 
management  that  the  Chin  I 
company  will  maintain  U.SJ 
employment  at  current  levt 
cLtlCl  CllSUrC  something  rival  bidder  Che 

Corp.  may  not  do. 

A  more  crucial  task  for  fi| 
reviewers,  however,  is  the 
to  press  the  Chinese  for 
assurances  that  there  will  be  reciprocity  if  and  when  an 
American  outfit  wants  to  acquire  a  similarly  sensitive  assl 
inside  China.  True,  U.S.  companies  such  as  General  Motel 
and  Ford  Motor  have  major  operations  on  the  mainland,  I 
Anheuser-Busch  now  owns  big  Chinese  beermaker  Harbl 
Brewery,  and  Bank  of  America  recently  purchased  a  10%  I 
stake  in  China's  largest  mortgage  lender.  But  none  of  tho  I 
deals  matches  the  strategic  and  symbolic  significance  of  tp 
Unocal  acquisition,  China's  largest  single  foreign  investn|l 
It's  particularly  important  that  the  Bush  Administratic 
craft  a  Unocal  agreement  with  these  important  protection 
because  this  megadeal  won't  be  cash-rich  China's  last.  Sci 
Washington  must  not  miss  this  opportunity  to  put  forth  i\ 
realistic,  rhetoric-free  framework  for  dealing  with  China'  j 
growing  aspirations  for  investment  in  the  U.S. 


The  deal 
must  protect 
strategic 
resources  and 
U.S.  jobs- 
ensure 
reciprocity 
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Wherever  canyons  are  grand  and  redwoods  are  giant,  you'll  find  the  Nissan  Armada.  With  a  cabin  so  vast  you 
almost  need  a  search  party  to  locate  all  eight  passengers.  And  a  mighty  305-horsepower,  5.6-liter  Nissan 
Endurance  V8  so  you  can  reach  your  destination  ahead  of  schedule.  No  matter  what  time  zones  the  fold-flat 
2nd-  and  3rd-row  seats  happen  to  be  in.  For  more  information,  call  800-NISSAN3  or  visit  NissanUSA.com. 

Nissan,  the  Nissan  Brand  Symbol.  "SHIFT."  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Tread  Lighty'  Please.  Always  wear  your  seal  belt,  and  please  don't  drink  and  drive,  c  2004  Nissan  North  Amerirj 


The  Full-Size  Nissan  Armada 
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Toshiba  recommends  Microsoft®  Windows®  XP  Professional. 


Satellite® 


Smart  notebooks  for  every  budget. 
Starting  at  $799 

Tecra® 


The  reliability  business  demands. 
Starting  at  $999 

Porteae® 


Thin,  light  and  powerful. 
Starting  at  $1,599 

Qosmio™ 


Notebook.  TV.  DVR  and  stereo  in  one. 
Starting  at  $1,799 

libretto- 


Power  of  a  desktop  in  the  palm  of  your  hand. 
Starting  at  $2,099 

ToshibaByDesign.com/ultra 
1.800.TOSHIBA 


Portege    R200 


Style  and  performance  come  together 
in  an  elegant  ultra  portable. 


Intel    Pentium1  M  Processor  Ultra  Low  Voltage  753 
for  faster  execution  of  instructions  at  lower  power 

Microsoft"  Windows   XP  Professional 

Toshiba  EasyGuard '•'  enhancements  for  increased 
mobtte  security,  system  integrity,  network  connectivity 
and  overall  ease  of  use 


Starting  at  $2,099 


20 J 

Anniversary 

Toshiba 
Notebook  PC 

Since  1985 

•oshiba.com.  2.  Battery  life  may  vary.  See  Battery  Life  Legal  Footnote  at  wwnvjnto.toshiba.corr  j 
rr  Hard  Disk  Dnve  Capacity  Legal  Footnote  at  wvyw.info.toshiba.com.  Tosr  0?.  ? 
eatures  based  on  Toshiba's  drop  tests.  Toshiba's  standard  limited  warranr,-;~i;-:  -■.-■•-;=:: 
^^Hl  and  Qosmio  are  trademarks  of  Toshiba  America  Information  Systems,  Inc  and  y  Tosr : 


pentium 
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Magnesium  alloy  chassis 

Exterior  casework  material  used  in  aerospace 
manufacturing  maximizes  durability  without 
adding  unnecessary  weight. 


60GB  hard  drive3 

Toshiba  micro-engineering 
fits  60GB  of  data  in  a  tiny 
1.8-inch  drive. 


Thin.  Light. 
Goes  for  hours. 

Toshiba  is  always  striving  to  make  notebooks  smaller,  thinner, 
lighter  —  without  compromising  functionality.  The  Portege®  R200 
is  the  latest  result  of  that  philosophy.  Its  sleek  chassis  is  built 
from  materials  similar  to  those  used  in  fighter  jets.  And  starting 
at  2.68  lbs.1  and  just  over  half  an  inch  thin,  it  still  has  enough 
battery  life  to  last  up  to  five  hours.2  Portability  plus  performance. 
Size  plus  stamina.  That's  360°  innovation.  That's  Toshiba. 

Where  can  innovation  take  you? 
ToshibaByDesign.com/ultra 


Hard  drive 
protection4 

3D  accelerometer 
detects  free  falls 
and  quickly 
prepares  the  hard 
drive  for  impact 
to  help  protect 
your  data. 


Up  to  five  hours  of  battery  life2 

Proprietary  battery  design  and  low-voltage 
processor  optimizes  battery  efficiency. 


Fingerprint  reader 

Embedded  biometric  sensor 
helps  prevent  unauthorized 
access  for  better  security. 


Innovation 


no  logo  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  Stales  and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of 

in  the  United  States  and/or  other  countries.  All  other  trademarks  are  the  property  of  their  respective  owners.  While  Toshiba  has  made  every  effort  at  the  time  of  publication  to  ensure  the  accuracy  of 

product  specifications,  configurations,  prices,  system/component/options  availability  are  all  subject  to  change  without  notice.  Toshiba  is  not  liable  for  pricing,  typographical  or  photography 

based  on  products  listed  at  toshibadirect.com  at  time  of  publication  printing  Reseller/Retailer  pricing/products  may  vary.     2005  Toshiba  America  Information  Systems.  Inc.  All  rights  reserved. 
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70  The  Rich  Boys 

Independent  oil  trading  i 
an  ultra-secretive  businep 
full  of  intrigue  and  hardtl 
players,  many  of  whom 
have  learned  at  the  feet  cN 
onetime  billionaire  fugitf 
Marc  Rich.  Although  th 
are  in  the  spotlight  for 
possible  involvement  in 
U.N.  Oil-for-Food  scand 
their  activities  are  on  th 
rise  in  some  of  the  worl 
most  unsavory  spots 
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Cover  Story 

56  Embracing  Illegals 

The  number  of 
undocumented  workers 
and  their  families  in  the 
U.S.  is  at  11  million  and 
growing.  Hiring  illegals 
may  be  against  the  law,  b 
selling  to  them  isn't.  Thai 
why  Big  Business  is  turni 
this  fast-growing  consun 
pool  into  a  powerful  engi 
of  growth 


64  Work  Stateside,  Build  in  Mexico 

Mexican  cement  giant  Cemex  is  help 
immigrants  in  the  U.S.  construct  hor 
and  businesses  in  their  native  counQ 
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!  Is  Heart  Surgery  Worth  It? 

nical  data  are  raising  questions  about 
ether  bypasses,  angioplasty,  and 
ler  procedures  are  always  necessary 

i A  Justice  for  Big  Business 

e  Supreme  Court  candidates  favored 
'corporate  leaders  share  a  belief  that 
I  ■  feds'  power  to  regulate  is  limited 

)GM's  Grand  Design 

Ijw  models  are  coming  in  2007,  but 
[b  Lutz's  quest  to  add  pizzazz  still 
es  potholes 

!  Hyundai  Heads  Upmarket 

It  the  carmaker's  lack  of  prestige  could 
it  its  luxury  gambit 

1  Boeing's  Brutal  Cockpit 

w  CEO  McNerney  is  a  popular  choice, 
It  fixing  the  company  would  tax  anyone 

i  More  Google,  Less  Everyone  Else 

«N  and  Yahoo!  face  new  challenges  as 
:ir  share  of  Web  searches  falls 
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see  a  hot  new  market 
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)  South  Korea:  Honing  Its  Digital  Game 

;overnment-led  campaign  aims  to 
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ecom  innovation 
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e  fraud  probe  is  an  outgrowth  of  too- 
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YOUR  CONFIDENCE   IS  SHOWING. 

YOU'VE  GOT  STANDARD  &  POOR'S. 

Standard  &  Poor's  offers  clear,  actionable  opinions  from  some  one  hundred  analysts  on  more  than  I, "00 
industry-leading  companies.  For  independent  information  on  stocks  from  the  world's  foremost  investment 
research  firm,  ask  your  financial  advisor,  go  to  www.equityresearch.standardandpoors.com,  or  call 
1-800-357-0769  and  reference  code  BW1204. 


At  Standard  &  Poor's  oui  analytic  services  are  performed  as  entirely  separate  activities  in  order  to  preserve  the  independence  and  obj 
credit  ratings,  is  held  in  confidence.  Our  analysts  do  not  disclose  non-public  information  outside  their  specific  analytic  areas. 
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Live  for  today.  Live  tor  tomorrow. 
en  it  comes  to  stocks,  ask  the  questi6n  good  financial  advisors 

never  grow  tired  of  answering: 


u 


What  does  S&P  think? 
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STOCK  RESEARCH 


STANDARD 
& POORS 


www.standardandpoors.com 


r'tic  process.  All  non-public  information  received  during  any  analytic  process,  including 
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'  i  t>om  Jones  4.  Company  All  Rights  KcirrrtJ 
miDAT,  AUGUST   Jt,  JOOI    -    VOt.    CCXLII    NO     *1   -    •»»•    $!.0« 

When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS          m 

T^endrick's 

0307750ml 

Most^^k 
Flavorful^J 

Tanqueray  No. 
Ten  $26/750ml 

Smoothest 

Juniper  Green 
Organic 

$26.50/750ml 

Best 
Presentation 
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BusinessWeek  online 


WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  and  follow  instructions  to  register.  Find  links  to  the  online-only  | 
highlights  below  at  www.businessweek.com/magazine/content/05_29/online.htm 


Special  Report:  Retailing's 
New  Technology 

From  in-store  cameras  to  data- 
mining  the  scads  of  info  collected 
by  loyalty-card  use  and  beyond, 
retailers  are  depending  more  and 
more  on  new  technology  to  boost 
sales.  This  Special  Report  goes  in- 
side the  makeover  that's  sweeping 
the  sector.  It  examines  the  innova- 
tive software  that  helps  companies 
choose  new  locations  for  stores  in  a 
fraction  of  the  time  it  used  to  take, 
how  the  e-tailing  experience  is 
changing,  and  more.  Plus:  Take  our 
e-tailing  customer-service  survey 

The  End  of  Hollywood's 
DVD  Party? 

First  it  was  Dreamworks'  Shrek  2,  now  if  s  Pixar's 
The  Incredibles.  Retailers  are  shipping  back  loads  of 
unsold  copies.  A  bad  plot  twist  for  Tinseltown 
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Soothing  the  Culture  Shock 
Of  Coming  to  America: 

For  international  students  new  to  the  U.S., 
starting  B-school  can  be  a  real  jolt.  Here  are 
some  tips  for  getting  acclimated.  Plus:  A  crash 
course  in  classroom  jargon 

Follow  America's  Latest  Passion    fl 
On  Our  "Hot  Property"  Blog       l<* 

With  real  estate  the  center  of  so  much  interest— and 
controversy— we've  started  a  blog  that  covers  this  hot 
topic  with  postings  from  five  BusinessWeek  bloggers. 
They're  looking  for  your  stories,  too.  So  join  in 
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BusinessWeek  tv 


Tune  in  This  Weekend  for: 

I  Doodle  Dogs  Take  America  I  Mid-Year  Investment  Guide 
Check  local  listings  for  program  dates  and  times  in  your  area 
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Samsung  is  making  DLP  HDTV  an  even  more 
unforgettable  experience  for  the  eyes  and  ears. 

The  other  senses  are  up  to  you. 


^ 


mm 


sung's  newest  generation  of  DLP  HDTVs. 

Samsung's  heritage  in  DLP  HDTV  has  always  resulted  in  an  extraordinary  sensor 
experience.  But  now,  with  our  fifth  generation  Cinerrja  Smooth'"  Light  Engine,  we  take 
high  definition  to  staggering  new  heights  of  clarity,  crispness  and  brightness.  With  no 
burn-in  or  picture  fading.  So  stop  watching  TV.  Start  living  it.  www.samsung.com/dlp 


Samsung  Electronics  America.  Inc.  All  rights  rese' 

Co..  Ltd  Screen  images  are  simulated.  DLP  and  the  DLP  Meda 

;s  a  registered  trademark  of  Julius  Saman  Ltd  and  used  .vith  pi 

•  jdemarks  of  their  respective  companies. 


s  a  registered  trademark  of  Samsung  Elect' 
rademarks  of  Texas  Instruments.  The  Tree  deSfcp 
.duct  and  brand  names  are  trademarks  c- 
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I  forever  do. 


Terence  and  Allyn  Seese  celebrated  their^rd  anniversary  with  a  gift  of  eternity. 


A  DIAMOND  IS  FOREVER 

DIAMOND     TRADING     COMPANY 


"I  watched  them 
put  it  on.  You  can 
figure  out  how  to 
get  it  off." 

-Martha  Stewart,  describing 

the  monitoring  device  on  her 

ankle  to  Vanity  Fair 


•ITED  BY  DAN  BEUCKE 
AP  SHEET 

MOTHER 
PAMMER 
LAMES  OUT 

EOF  the  world's 
jgest  spammers 
ly  face  time  in 
e  slammer.  On 
ne  30,  federal 
thorities  arrest- 
Christopher 
nith(aka 
lizler")  of  Burns- 
lie,  Minn.,  after 
stepped  off  a 
ane  in  Minnea- 
lis.  Smith,  25, 
as  returning 
)m  the  Domini- 
n  Republic, 
lere  he  went  in  May  after  an 
JI  raid  seized  $4.2  million  in 
sets,  including  a  fleet  of 
xurycars. 

Experts  call  Smith  one  of 
e  10  most  prolific  spam- 


HE  BIG  PICTURE 


SMITH  More  than  a 
billion  e-mails  put 
him  in  the  big  time 


mers.  Gregg  Mastoras  of 
software  firm  Sophos  says 
Smith  sent  more  than  1 
billion  e-mail  pitches  for 
things  like  fake  college 
degrees  and  hair-growth 
products,  even- 
tually building  a 
chain  of  Web  sites 
staffed  by  an  85- 
person  office.  The 
Feds  allege  that 
Smith  kept  oper- 
ating from  over- 
seas under  an 
alias,  making 
$18  million  this 
year  alone  selling 
medications 
without  proper 
prescriptions  or  a 
medical  license. 
He's  charged  with 
criminal  contempt  of  a  court 
order  and  could  face  up  to  six 
months  in  jail.  Smith's 
lawyer,  Joe  Friedberg,  was 
unavailable  for  immediate 
comment.    -Elizabeth  Woyke 


AYING  FOR  ENRON  Citigroup  and  J.R  Morgan 
greed  in  June  to  settle  claims  of  Enron-related 
amages  for  a  combined  $4.2  billion,  bringing 
ie  total  amount  of  payouts  to  $4.7  billion.  But 
laintiffs  still  hope  to  recover  nearly  8  times 
lat  amount  from  remaining  defendants. 


UJONS  OF  DOLLARS 

$73.0 

fATED  LOSS  TO  SHAREHOLDERS 

$40.0 

MOUNT  PLAINTIFFS  HOPE  TO  RECOVER 

}$4.7 

MOUNT  RECOVERED  SO  FAR 

lb:  University  of  California,  Lerach  Coughlin  LLP 
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SAFETY  CATCH 

IfYou  Build  It, 
They  May  Cringe 

AFTER  ITS  LATEST  REDESIGN,  the  replacement  for  the  twin 
towers  in  Manhattan  is  no  doubt  safer.  But  that  may  not  calm 
the  nerves  of  office  workers.  Real  estate  pros  say  they  fear  the 
Freedom  Tower's  1,776 -foot  height  and  its  symbolic  value 
could  scare  away  tenants.  Prior  to  the  redesign,  which  includes 
a  200-foot-high  concrete  base,  11%  of  employers,  developers, 
and  service  providers  surveyed  by  trade  group  CoreNet  Global 
said  their  employees  would  feel  unsafe  working  at  the  site; 
51%  were  unsure.  Several  wrote  anonymously  that  they  would 
be  unlikely  to  lease  space  unless  the  height  was  cut  to  match 
surrounding  buildings.  The  redesign  doesn't  completely  dispel 
those  fears,  says  Gerard  Vanella,  a  Manhattan  real  estate 
consultant:  "I  think  corporations  are  going  to  be  hesitant  to  go 
into  that  space  while  there  is  such  unrest  in  the  world." 

Some  firms  may  feel  differendy  if  the  price  is  right.  New 
York's  legislature  approved  a  $5-per-square-foot  rent  subsidy 
for  early  tenants,  which  will  be  matched  by  developer  Larry 
Silverstein.  That's  a  big  discount  on  New  York's  average  $40 
rents.  This  is  one  case  where  "Location,  location,  location"  may 
need  the  further  amenity  of  cold,  hard  cash.      -Dana  Goldstein 
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BRAND  BATTLES 

NEW  YORK 

TITS 

TRADEMARK 

NEW  YORK  OFFICIALS  show  no 

mercy  in  their  bid  to  protect 

the  "I  V  New  York"  logo.  The 

trademark,  supplied  free  of 

charge  by  graphic  designer 

Milton  Glaser  in 

1976,  helps 

beckon  140 

million  tourists 

to  the  Empire 

State  each  year. 

As  others  tried  to 

tap  the  design 

over  the  years, 

state  legal  eagles 

have  filed  close 

to  3,000  trademark 

objections. 

Apparel  company  4  KAMM 
International  is  incensed  at 
New  York's  pending  effort  to 
halt  the  use  of  T  V"  SF,  Las 
Vegas,  and  Paris  on  every- 
thing from  bumper  stickers 

WEB  WORLD 

MSN:  A 

FIRST-CLASS 

SMUTBUSTER 

MSN  MAY  EDGE  out  Google  and 
Yahoo!  in  one  area:  blocking 
porn.  A  Government 
Accountability  Office  study 
comparing  how  well  the 
three  top  engines  (with  filters 
activated)  screen  out  sexually 
explicit  images  declared  MSN 
the  most  effective.  They  were 
ranked  based  on  the  number 
of  suggestive  images  return- 
ed on  keyword  searches  of 
three  "innocuous"  names 
popular  with  kids  (Hilary 
Duff,  the  Simpsons,  Harry 
Potter)  and  three  words 
"known  to  be  associated  with 
pornography"  that  a  GAO 
spokesperson  declined  to 
specify.         -Elizabeth  Woyke 
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to  calendars.  Last  year,  New 
York  shut  down  "I  V  Yoga" 
T-shirts  produced  by  a 
Florida  Bikram  yoga  outfit. 
And  in  October,  the  U.S. 
Trademark  &  Patent  Office  is 
expected  to  hear  a  case  filed 
by  Michael  Stewart,  a  cloth- 
ing designer  in  Raleigh,  N.C., 
challenging  New  Yorks 
opposition  to  "I  ¥  NC." 
Lawyers  say  Stewart's  case 
is  stronger 
than  most 
because  of 
coloring  dif- 
ferences and  a 
change  in  the 
heart's  look 
New  York  says 
this  is  about 
^^"~  protecting  a 

logo,  not 
upping  licensing  fees,  which 
totaled  $900,000  in  the  past 
five  years.  "We  aren't  in  the 
business  of  taking  apolo- 
gies," says  Jonathan  Faber, 
a  lawyer  at  Collins,  McDonald 
&  Gann,  which  represents 
the  state.  -Kirstin  Dorsch 
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RELIGION 

FLOCK  FLICKS  At 

The  Journey,  an 
evangelical  Christ- 
ian congregation  in 
Manhattan  cater- 
ing to  young  pro- 
fessionals, Sunday 
services  are  based 
on  biblical  themes 
that  Pastor  Nelson 
Searcy  says  are 
apparent  in 
Hollywood  films.  In  June,  Mr.  and  Mrs.  Smith  1 
was  the  basis  for  a  discussion  on  the  importai 
of  honesty  in  marriage;  Batman  Begins 
prompted  a  message  about  new  beginnings. 
Jesus  were  here  in  our  day  and  he  wanted  to 
teach  a  truth,  he  would  not  be  afraid  to  show  \ 
movie  clip,"  Searcy  says.  The  God  on  Film 
program  has  spread  to  nine  other  churches 
nationwide.  Hollywood,  suffering  a  dismal 
summer,  might  take  notice.  -Dana  Goldstein] 
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3W  processes  and  technologies  are 
iving  our  focus  on  quality  and  reliability. 


Thousands  of  highly  skilled  team  members 
have  joined  us  across  America. 


The  all -new  2006  Sonata  will  offer  the  most 
standard  safety  features  in  its  class. 


America's  most  advanced  assembly  plant  is  up  and  running.  It's  a  $1 .1  billion 
jommitment  to  the  American  market.  A  state-of-the-art  factory  in  Alabama 
Jesigned  to  deliver  the  next  generation  of  Hyundais  as  well  as  create 
housands  of  new  jobs.  And  it's  here  that  everything  we  know  about  quality 
ind  reliability  will  find  its  way  into  every  new  car  and  SUV  we  build.  Beginning 
vith  the  totally  new,  completely  redesigned  2006  Sonata.  It's  a  Hyundai  like 
'ou've  never  seen  before. 


HYurmm 

Drive  your  way1 


HyundaiUSA.com 

HYUNDAI  AND  HYUNDAI  MODEL  NAMES  ARE  REGISTERED  TRADEMARKS  OF  HYUNDAI  MOTOR  AMERICA.  ALL  RIGHTS  RESERVED.  ©2005  HYUNDAI  MOTOR  AMERICA. 
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THE  DEATH 
BUSINESS 
BECOMES  HIM 

Thomas  Ryan  may  seem  out 
of  place  as  funeral  giant 
Service  Corp.  International's 
new  CEO.  In  an  industry  of 
gray-haired  morticians,  he's  a 
39-year-old  ex-accountant. 
But  since  rising  from  the  No.  2 
job  in  February,  he  has 
injected  new  life  into  Houston- 
based  SCI.  In  the  past,  Ryan 
says,  "we've  placed  a  lot  of 
emphasis  on  the  product"— 
such  as  high-priced  caskets 
that  now  sell  cheaply  online— 
"and  essentially  given  away 
the  service."  So  he  hired 
outsiders  to  help  study 
customers  and  fix  marketing. 
He  wants  funeral  directors  to 
focus  on  customer  needs, 
whether  a  nontraditional  "end- 
of-life"  ceremony  or  emotional 
counseling  for  families. 

Ryan  will  have  his  hanas 
full.  Consumer  groups  sued 
recently,  claiming  SCI  and 
other  giants  collude  to  keep 
out  discounters.  Ryan  denies 
■  that  but  says  he's  inves- 
tigating. Meantime,  even  as 
boomers  age,  death  rates  are 
slowing.  Still,  Ryan  has  kept 
SCI  a  step  ahead  of  the  Grim 
Reaper:  Funeral  revenues 
rose  4.7%  in  the  first  quarter. 
-Andrew  Park 


PERKING  LOT 

THE  REAL 
REASON  TO 
BUY  A  LEXUS 

LEXUS  BUYERS  have  come  to 
expect  such  amenities  as 
heated  seats  and  navigation 
systems.  Now  add  to  the  list: 
premium  parking  spaces.  For 
the  past  year  the  car  company 
has  provided  exclusive 
parking  lots  for  Lexus  owners 
at  the  Atlanta  Braves'  Turner 
Field  and  the  Office  Depot 
Center  in  Sunrise,  Fla. 

At  the  Office  Depot  Center, 
home  to  the  NHL's  Florida 
Panthers,  the  first  200  Lexus 
drivers  attending  any  concert 
or  NHL  game  park  for  free  in 
a  centrally  located  Lexus  Lot, 
courtesy  of  five  southern 
Florida  car  dealers  that  each 
pay  about  $10,000  a  year.  At 
Turner  Field,  Lexus  owners 


NET  THREATS 

HARD  TO  TELL 
FRIEND  FROM 
PHISH 

irS  ONE  OF  THE  FIRST  rules  of 
computer  security:  Unless 
you  want  your  ID  heisted 
from  St.  Petersburg,  Fla.,  to 
St.  Petersburg,  Russia,  don't 
give  credit-card  numbers  to 
people  who  send  e-mails 
asking  for  them.  That's  why 
Portland  (Ore.)  PR  exec  Brad 
Brenner  was  stunned  to  get 


pay  $10,  the  standard  stadium 
rate,  but  it's  for  one  of  the  200 
to  300  spots  in  the  lot  closest 
to  the  front  gate.  They  also 
enjoy  free  barbecue  and  other 
giveaways.  For  the  Lexus 
dealers,  there  are  obvious 
marketing  benefits.  Mike 
Brumm,  Lexus'  southern  area 
merchandising  manager, 
estimates  that  as  many  as 
35,000  fans  walk  past  the  lot 
during  a  sold-out  game. 

The  lots  are  routinely  filled 
to  capacity,  which  has  Lexus 
thinking  of  expanding  the 


an  e-mail  on  June  13  asking 
him  to  visit  a  Web  site  and 
give  a  new  card  number  to 
renew  his  subscription— from 
leading  security  outfit  McAfee. 
"I  might  under-stand  a  small 
mom-and-pop  company 
making  this  mistake,  but 
McAfee?"  he  says. 

As  it  happens,  Brenner 
buys  an  annual  plan  from 
McAfee  for  access  to  Web- 
based  virus  protection  soft- 
ware, and  his  card  was  expir- 
ing. A  McAfee  spokeswoman 
confirmed  it  sent  the  e-mail. 
She  said  company  research 
shows  most  consumers 
prefer  being  contacted  this 
way  about  renewals  and 
expirations. 

No  harm  done.  But  days 
after  Brenner  verified  the  e- 
mail  was  real— and 
renewed— he  got  another  e- 
mail  from  McAfee.  The 
pitch:  for  software  to  protect 
him  from  identity  theft. 

-Timothy  J.  Mullaney 


concept.  It  is  working  out 
details  to  provide  Lexus 
parking  at  the  U.S.  Open 
tennis  tournament,  which 
company  is  sponsoring  in 
New  York  in  early  Septem  a 
and  the  U.S.  leg  of  Paul 
McCartney's  fall  concert  t| 
Lexus  also  plans  to  repeat  i 
deals  it  struck  last  hoUda\  fl 
season  for  free  valet  parkiJ| 
at  upscale  malls  in  Houst<  ,1 
Dallas,  and  Atlanta.  For  thB 
well-heeled  driver,  a  prim  i  i 
parking  spot  is  money  in  I 
the  bank.        -Lindsey  Ge  a 


Percentage  of 
Americans  who 
say  that  once  they 
have  paid  for 
their  essential 
living  expenses, 
they  have  "no 
spare  cash."  By 
comparison,  19% 
of  Canadian 
consumers  say 
the  same. 


Data:  ACNielsen  Global  Consumer  Confidence  | 
&  Opinions  Survey 
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See  more  of  Asia  with  Singapore  Airlines,  offering  daily  non-stop  flights  from  Los  Angeles  to  Tokyo  and  Taipei, 
and  from  San  Francisco  to  Seoul  and  Hong  Kong.  Or  connect  to  53  other  Asian  destinations  via  Singapore 
on  any  of  Singapore  Airlines'  49  weekly  flights  from  the  U.S.  En  route,  enjoy  the  inflight  service  even  other 
airlines  talk  about,  www.singaporeair.com/usa 
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A  great  way  to  flv 
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I  take  umbrage  at  the 
insinuation  tnat  retired 
people  are  leeches  who 
contribute  nothing  to  the 
economy." 

-John  Scaglione 
Hardyston,  N.J. 
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NOT  ALL  SENIOR  WORKERS 
ARE  CREATED  EQUAL 

AS  I  WAS  READING  "Old.  Smart.  Produc- 
tive" (Cover  Story,  June  27),  I  got  a  call 
from  my  74-year-old  father.  He  is  a  retired 
Army  officer  and  insurance  claims  han- 
dler who  says  he  wants  to  go  back  to 
work.  Normally  I  would  have  been 
stunned  by  that  news,  but  your  article 
highlighted  the  resources  that  this  group 
represents.  His  need  is  emotionally 
based— to  be  useful  and  productive. 
I  thank  you  for  your  timely  article. 

-Mark  Labourdette 
Novato,  Calif. 

PETER  COY  missed  an  important  arena 
that  needs  to  heed  his  call  to  discard  "the 
outdated  rules,  practices,  and  prejudices" 
faced  by  seniors:  corporate  boards  of  di- 
rectors. In  its  2004  report  on  board  prac- 
tices, Spencer  Stuart  Management  Con- 
sultants reported  that  79%  of  companies 
surveyed  had  a  mandatory  retirement 
age,  up  from  66%  the  prior  year.  What's 
more,  a  company  gets  a  better  "gover- 
nance score"  if  it  has  such  a  policy.  It  is 
noteworthy  that  of  the  44  members  of  the 
BusinessWeek  50  that  participated  in  the 
Spencer  Stuart  survey,  14  (nearly  one- 


third)  did  not  have  mandatory  retirer 
ages  for  directors.  By  the  way,  The 
Graw-Hill    Companies— BusinessWA 
parent— requires  retirement  at  age  7(1 
-Frederick  D.  Sturdi  I 
Cincin\ 

THE  "OPTIMISTIC  vision  of  agin 
America"  is  one  to  which  I  enthusi 
cally  subscribe.  I  would  like  to  add  an 
er  perspective  that  I  have  found  to  be 
cious  beyond  measure:  the  wond< 
opportunity  and  privilege  of  memoA*} 
young  co-workers.  This  subtle  and  de« 
humbling  value  came  refreshingly 
light  when  a  fledgling  co-worker  left 
note  on  my  desk:  "I  will  carry  your 
sons  with  me  throughout  my  life." 

-Evanne  Geltzi 
Mountainside, 


YOUR  COVER  story  is  determinedly  o] 
mistic— but  relies  almost  entirely  on 
ecdotal  evidence,  not  solid  statistics, 
very  easy  to  find  examples,  such  as  the 
you  cite,  of  persons  over  65  doing  hii 
level  work.  Your  forecasts  frequently  re 
to  "people  over  55."  This  takes  the  55 
group,  who  are  more  vigorous  and  e 
ployable,  and  mingles  them  with  tin 
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CORRECTIONS  &  CLARIFICATIONS 

How  Purcell  lost  his  way"  (Finance,  July  11) 
.aid  that  Wachovia  Corp.  did  not  have  an 
nvestment  bank  in  2004.  It  should  have  said 
he  bank  had  only  a  small  investment  bank. 

\  listing  of  lost  personal  data  ("The  big 
picture."  Up  Front,  July  4)  should  have  noted 
hat  40  million  hacked  credit-card  numbers 
ncluded  losses  from  Visa  International  and 
\merican  Express  cardholders,  not  just 
I  hose  of  MasterCard. 

n  "The  pause  that  refreshes"  (Personal 
business,  July  4),  Brian  Hopewell's  correct 
I  itle  is  dean  of  admission  and  marketing  for 
pynamy.  Hopewell  has  no  affiliation  with 
[Harvard  College. 

( n  "The  anime  biz:  Still  an  adolescent" 
International  Business,  June  27),  the 
graphic  "The  sincerest  form  of  flattery?" 
nisspelled  the  first  name  of  the  creator  of 
Mtira.  It  is  Katsuhiro  Otomo. 


ed  65  and  over,  whose  situation  is  far 
>re  adverse  and  stubborn.  The  article 
deludes  that  "the  solution  to  the  demo- 
iphic  shift  is  staring  us  in  the  face."  But 
m  if  the  working  percentage  of  seniors 
tr  65  would  speed  up  a  lot— say  from 
X>  now  to  25%  over  the  next  10  years, 
is  is  no  solution:  Some  75%  of  the  over- 
will  be  retired  dependents,  burdening 
iiyone  else!  The  only  visible  offset  is 
t  savings  that  better-paid  workers  can, 
d  should,  accumulate  for  their  old  age. 
-Edwin  Reubens 
Weston,  Fla. 
litor's  note:  The  writer  is  emeritus  pre- 
ssor of  economics  at  City  University  of 
*w  York  and  is  91  years  old. 

H  55  YEARS  old  and  have  been  working 
ice  I  was  16.  I  would  retire  today  if  I 
uld.  I  take  umbrage  at  the  insinuation 
at  retired  people  are  leeches  who  con- 
bute  nothing  to  the  economy.  I  guess 
ice  one  retires,  one  no  longer  needs  to 
t,  buy  clothes,  travel,  visit  restaurants, 
ly  gifts,  or  pay  home  expenses. 

-John  Scaglione 
Hardyston,  N.J. 

$E  THING  I  NOTICED  was  the  people 
■u  featured  had  jobs  and  didn't  have  to  go 
it  and  find  new  ones.  I  was  laid  off  almost 
ro  years  ago  from  a  management  job. 
ver  the  next  12  months,  I  sent  out  1,000 
sumes,  joined  networking  groups— and 
id  two  interviews.  My  problem  as  I  see  it? 
*e!  I  will  be  60  in  July.  Since  no  one 
ants  to  hire  my  knowledge  and  experi- 


ence, I  will  go  into  business  for  myself. 
During  the  past  nine  months  I  became 
a  licensed  insurance  adjuster,  worked  the 
Florida  hurricanes,  and  am  now  working 
on  my  license  to  become  a  home  inspec- 
tor. My  advice  to  others  in  my  age  group 
who  have  a  job:  1)  Make  sure  you  have  a 
large  nest  egg  of  savings,  401(k)s,  IRAs, 
and  investments  so  that  when  you  are  laid 
off  you  can  survive;  2)  Think  far  outside 
the  box  about  something  you  can  do  to  be- 
come self-employed,  something  you  have 
never  done  before;  3)  Look  for  money  that 
is  available— Sallie  Mae  lends  money  for 
career  training  as  well  as  for  education. 

-Dan  Lane 
Frisco,  Tex. 

TWO  YEARS  AGO,  at  age  55, 1  "retired"  as 
an  audit  partner  in  a  national  CPA  firm— a 
position  that,  after  33  years,  wasn't  fulfill- 
ing any  longer.  My  retirement  has  consist- 
ed of  entering  a  PhD  program  so  I  can  use 
those  years  of  experience  to  educate  and  to 
research  and  write  about  the  many  issues 
involving  accountants  and  businesspeople 
in  general.  I  have  now  completed  over  half 
of  the  program  and  I  recommend  this  for 
anyone  seeking  a  challenge  and  wanting 
to  maintain  a  youthful  outlook. 

-Ambrose  Jones  III 
Richmond,  Va. 

PRODUCT  PLACEMENT: 
THERE  GOES  THE  MAGAZINE 

AS  OWNER  OF  a  local  magazine  company 
in  a  small  market,  we  get  requests  from 
advertisers  almost  every  day  to  "do  a  sto- 
ry on  us"  ("An  onslaught  of  hidden  ads," 
Media  Centric,  June  27).  Lexus  is  just  a 
little  bit  more  sophisticated  in  wording  it. 
Most  magazines  and  newspapers,  unlike 
almost  all  other  media,  rely  on  their  edi- 
torial personality  as  the  main  lure  to  at- 
tract readers.  This  personality  would 
quickly  disappear  if  manipulated  by  the 
winds  of  paid  product  integration.  The 
readers  would  leave  soon  after.  Already 
when  I  encounter  an  advertising  supple- 
ment in  BusinessWeek,  I  skip  past  it  to  the 
next  editorial  page.  If  I  want  to  know 
what  Lexus  and  other  marketers  think 
about  their  own  products,  I  can  go  to 
their  Web  sites  and  read  their  brochures. 

-Brad  Hughes 

Fanfare  Magazine  Group 

Winnipeg,  Man. 

YOU  CANT  START  A  NAN0TECH 
COMPANY  OUT  OF  YOUR  GARAGE 

"BEAMING  IN  on  nano  gold"  (Invest- 
ment Guide,  June  27)  mentions  that  for 
investors,  buying  nanotech  stocks  is 
more  like  black  magic  than  science.  Ear- 


ly-stage nanotech  companies  require  a 
different  environment  to  foster  growth, 
one  that  traditional  investors  may  be  un- 
familiar with.  Unlike  technology  start- 
ups that  can  hatch  and  grow  out  of  a 
garage  with  the  help  of  venture-capital 
money,  nanotech  innovation  requires  an 
extensive  pool  of  resources,  including  re- 
search facilities,  talent,  materials,  and 
collaboration.  Much  of  the  truly  innova- 
tive discovery  happening  right  now  is 
taking  place  in  academic  institutions 
around  the  world,  not  commercial  labs 
and  not  start-up  companies. 

Nanotech  investors  should  be  looking 
for  a  business  model  that  supports  uni- 
versity research  and  helps  transition  that 
work  into  the  commercial  world  by  creat- 
ing partnerships  between  researchers, 
manufacturers,  and  entrepreneurs. 

-Magnus  Gittins,  CEO 

Advance  Nanotech  Inc. 

New  York 
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Stem  Cell 


Sleuth 


HE'S  NOT  A  POLITICIAN,  a  tycoon,  or  a 
pop  star.  But  these  days,  Hwang  Woo 
Suk  may  enjoy  more  popularity  and 
respect  in  South  Korea  than  the 
hottest  celebrity.  He  is  a  pioneer  of 
embryonic  stem  cell  research— and  a 
national  hero.  The  government  even 
issued  a  postage  stamp  in  his  honor  in 

February  that  juxtaposes  an  image  of  growing  stem  cells 
with  silhouettes  of  a  man  rising  from  a  wheelchair, 
walking,  and  embracing  another  person. 

Hwang  grabbed  headlines  in  February,  2004,  when  he  and 
his  team  at  Seoul  National  University  announced  that  they 
had  cloned  human  embryos  and  harvested  stem  cells  from 
them.  In  May  the  team  produced  research 
showing  they  had  created  stem  cell  lines  that 
match  the  DNA  of  their  patient  donors'  cells. 
That  was  hailed  as  a  giant  step  toward 
cultivating  stem  cells  that  might  one  day 
repair  or  replace  diseased  organs,  severed 
spinal  cords,  or  brain  cells  destroyed 
by  diseases  such  as  Alzheimer's. 

Hwang's  accomplishment  has  emerged 
from  a  country  that  has  not  been  a  leader  in 
basic  science.  He  was  first  to  reach  the  goal  of 
"personalizing"  stem  cell  lines,  in  part  mhhhhi^ 

because  rival  U.S.  scientists  have  been 
hampered  by  restrictions  on  federal  funding  for  embryonic 
stem  cell  research.  While  some  Korea  is  share  President 
George  W.  Bush's  ethical  concerns  in  this  area,  surveys  show 
that  the  vast  majority  support  Hwang's  work.  Most  seem  to 
agree  with  him  that  the  potential  medical  benefits  outweigh 
other  considerations.  "Hopes  of  giving  new  life  and  joy  to 
those  suffering  from  incurable  diseases  make  me  renew  my 
determination,"  Hwang  says— aading  that  he  will  remain 
sensitive  to  other  people's  worries  ai  d  "bear  them  in  mind  to 
make  sure  I  won't  veer  off  course." 

As  for  the  notion  that  his  research  could  lead  to  cloning  as 
a  reproductive  technique,  Hwang  claims  such  fears  are 
overblown.  Human  cloning  would  be  "ethically  outrageous 
and  medically  dangerous"— and  for  now  it  is  "merely  a 
science-fiction  fantasy,"  he  insists.  "You  won't  bump  into  a 
cloned  human  being  at  least  for  the  next  century." 

The  Seoul  government  is  strongly  backing  Hwang's 


Seoul  is  funding 
Hwang  Woo 
Sukinabidto 
turn  Korea 
into  a  global 
research  hub 


research.  It  is  spending  $43  million  to  build  him  two  new 
and  this  year  will  add  $1  million  to  his  $2  million  budget. 
What's  more,  to  help  turn  Korea  into  a  global  hub  for  stem  j 
cell  research,  Seoul  has  endorsed  a  plan  to  open  an 

international  stem  cell  bank  by  yearend. 
Hwang,  52,  says  his  work  with  human 
stem  cells  would  not  have  been  possible 
without  animal  research.  As  a  veterinary 
science  professor  back  in  1993,  he  was  the 
first  Korean  to  employ  in  vitro  fertilization 
cattle.  Hwang  cloned  a  cow  in  1999  and  a ; 
in  2002.  Now  his  lab  handles  more  than 
1,000  eggs  from  cows  and  pigs  a  day.  It  hi 
produced  five  genetically  modified  cows, ; 
the  team  hopes  to  produce  some  that  are 
■i  resistant  to  mad  cow  disease. 

Hwang  was  born  during  the  Korean  Wa 
and  grew  up  in  a  poor  mountain  town  in  the  central  KoreE 
province  of  South  Chungcheong.  His  father  died  when  he  I 
was  5,  and  his  mother  borrowed  money  to  buy  a  cow,  whic| 
became  his  family's  most  valuable  possession.  As  a 
schoolboy,  Hwang  helped  care  for  the  animal.  "I  learned  t^ 
communicate  with  the  cow  eye  to  eye  and  decided  to 
become  a  veterinarian,"  he  says. 

In  the  near  term,  Hwang's  goal  is  to  show  that  laboratory  | 
engineered  stem  cells  can  help  heal  damaged  spinal  cords 
rats,  dogs,  and  possibly  monkeys.  If  these  trials  go  well,  in 
to  three  years  he'll  seek  permission  to  conduct  human  t 
Korea  and  the  U.S.  Whatever  direction  the  stem  cell  debate 
may  take  overseas,  to  Hwang  it's  all  about  saving  fives.  ■ 

-By  Moon  Ihlwl 


iiisinossN'ci'k  online 


For  an  interview  with  Hwang  Woo  Suk,  go  to 
www.businessweek.com/extras 
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A  very  local  bookstore  is  joining  forces 
with  very  global  partners  to  find  new  customers. 
With  a  Cisco  secure  networking  solution, 
they  can  link  with  tracking  systems  and 
locate  shipments,  not  to  mention,  new  growth  opportunities 
It's  how  a  business  of  few  can  reach  out  to  markets  of  many 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby 
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BY  STEPHEN  H.  WILDSTROM 


m 


Google's  Magic  Carpet  Ride 

Too  many  products,  too  little  time  is  the  story  of  my  working  life.  So  if  s  r ) 
often  that  I  play  with  a  product  for  a  few  hours  in  die  office,  then  take  it 
home  and  spend  another  hour  or  so  showing  it  off— but  that's  what 
happened  with  Google  Earth.  I'm  not  quite  sure  yet  what  this  satellite 
imaging  program  is  good  for  or  how  it  will  make  money,  but  it  sure  is  furl 


A  version  of  Earth  had  been 
available  from  Keyhole,  a  company 
Google  bought  last  fall,  but  only  to 
paying  subscribers.  Google  has 
been  incorporating  the  technology 
into  its  Google  Maps  service,  and 
now  all  of  the  imagery  is  free. 
Unlike  other  Google  services,  this 
doesn't  run  in  a  Web  browser  but 
requires  downloading  an 
application— currently  only  for 
Windows— from  earth.google.com. 
Using  the  program,  which  Google 
describes  as  "part  flight  simulator, 
part  search  tool,"  you  can  fly 
anywhere  on  the  globe  and  zoom 
quickly  from  an  outer-space  view  to  a  close-up  that  shows 
skylights,  swimming  pools,  and  individual  cars  on  roads. 

Google  Earth's  brilliance  lies  in  its  mosaic  of  thousands  of 
satellite  and  airplane  images  collected  by  Keyhole.  For  most 
urban  areas  of  North  America  and  some  rural  ones— as  well 
as  metropolitan  regions  of  Europe  and  select  locations  in  the 
rest  of  the  world— you  can  make  out  objects  as  small  as  a  few 
meters  across.  Elsewhere,  it  feels  like  you're  gazing  down 
from  a  plane  at  30,000  feet.  The  photos  are  also  of  varying 
ages,  sometimes  four  years  old  or  more,  and  were  taken  in 
different  seasons.  This  can  create  jarring  effects,  such  as 
seeing  leafless  trees  burst  into  full  foliage  when  you  cross  a 
seam  in  the  image  as  you  swoop  around  a  neighborhood. 

RUNNING  GOOGLE  EARTH  on  a  PC  with  a  decent  graphics 
system  and  a  speedy  broadband  connection,  you  really  do 
experience  the  sensation  of  flight.  A  mouse  with  a  scroll  wheel 
helps.  Turning  the  wheel  zooms  you  in  and  out;  holding  the 
wheel  down  and  moving  the  mouse  changes  your  perspective 
from  a  straight  look  down  to  a  nearly  horizontal  view. 

The  service  offers  more  than  pretty  pictures.  You  can 
superimpose  map  data  showing  streets,  highways, 
demographics,  or  political  boundaries,  and  turn  these  on  and 
off  with  the  click  of  the  mouse.  Google  Earth  is  also 
integrated  with  Google  Local  Search.  So  if  you  search  for  a 
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Google  Earth  in  action 


business  or  attraction  in  some  ( 
you'll  get  a  marker  on  your  satt 
image,  just  like  on  a  map.  Click 
again  and  the  establishment' s } 
page  opens  below  the  image. 

Keyhole  built  an  online 
community  around  its  images, 
Google  has  maintained  it.  That 
means  anyone  can  access  a  var'k- 
of  map  markers  that  volunteers  J 
have  created,  turning  them  on  ;  id 
off  at  will.  One  set  identifies 
hundreds  of  Web-accessible  trat: 
and  surveillance  cameras  in  the! 
U.S.;  click  on  the  camera's  icon  ■ 
you  can  see  what  it  sees.  AnothJ 
set  marks  UNESCO  historical 
landmarks  around  the  world.  Ycl 
can  create  your  own  set  of  mark| 
and  post  them  or  e-mail  them  to  others. 

One  somewhat  odd  feature  lets  you  replace  the  flattenec 
overview  images  of  buildings  in  major  U.S.  cities  with  whi 
shapes  that  represent  the  outline  of  the  structures  as  seen 
from  the  street,  but  with  no  detail.  This  lets  you  create  a 
three-dimensional,  but  very  artificial,  view  of  a  city  center  i 
its  skyline.  But  the  addition  of  ground-based  images,  likehli 
the  future,  will  create  true  3D  pictures. 

Google  offers  two  paid,  premium  versions  of  Earth.  The 
Plus  edition  ($20  a  year)  adds  high-resolution  printing  an< 
the  ability  to  overlay  data  collected  by  global-positioning- 
system  receivers.  Pro  ($400  a  year)  adds  the  ability  to 
integrate  data  from  commercial  geographic-information 
systems.  But  the  free  product  is  more  than  enough  for  mos 
people.  If  you  have  the  horsepower,  download  it  and  take  a 
advance  tour  of  this  summer's  vacation  trip  or  check  out  yc 
childhood  neighborhood.  You'll  likely  find  it  addictive.  ■ 
E-mail:  techandyou@businessweek.i 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 


New  Style,  CLUB  ANA  * 


Connected 
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he  First  Internet  Access  Service  for  Transpacific  Flights. 


NA  now  offers  high-speed  Internet  service  on  board  its  transpacific  flights. 

's  ANA@AIR,  with  exclusive  circuits  via  satellite  on  its  state-of-the-art  Boeing  777s. 

'assengers  can  access  websites,  intranets  and  send  or  receive  e-mail, 
n  long  flights,  focus  on  business  as  usual  at  your  seat,  for  a  remarkable  increase 
the  efficiency  of  your  trip.  Stay  in  touch  with  the  world  until  you  touch  down. 
ANA  for  your  next  flight  to  Japan  or  other  Asian  destinations. 


iry 


MR  is  now  available  on  New  York  -  Tokyo  route,  and  is  scheduled  to  expand  successively  to  other  North  American  routes. 
!  provided  by  Connexion  by  Boeings".  Charges  apply.  Visit  www.fly-ana.com  for  further  mfonnation. 


ANA 


A  STAR  ALLIANCE  MEMBER    W^>' 


Non-stop  to  Tokyo  from  New  York,  Washington  DC,  San  Francisco,  Los  Angeles  and  Honolulu.    |     WWW.FLY-ANA.COM     |     I  -800-2-FLY-AN  A 
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The  7  WONDERS 

of  TARGETED  ADVERTISING 

Take  the  guesswork  out  of  your  ad  campaign  and  improve  results  with  MNI!  By  targeting  your  message 
demographically  and  geographically  in  the  nation's  top  magazines,  you'll  get  the  most  impact  from  your 
ad  investment.  MNI  offers  more  than  400  targeted  markets  and  seven  lifestyle-defined  magazine  packages  to 
meet  your  objectives.  Start  reaching  the  affluent  and  responsive  audience  you  need  today! 


Stop  wondering  about  the  effectiveness  of  your  media  plan  —  call  MNI  today!  For  more  information, 
contact  Robert  Reif,  National  Ad  Director,  at  877-ASK-4MNI  or  visit  MNI  online  at  www.mni.com. 
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TARGETED  ADS.  NATIONAL  MAGS 
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Presenting  the  9300 
smartphone  from  Nokia. 

There's  more  to  this  phone  than 
meets  the  eye.  Closed,  it's  a 
sleek,  stylish  phone.  Open,  it's 
a  powerful  new  way  to  get 
work  done.  Read  emails  with 
attachments.  Check  your  calendar. 
Work  in  your  office  applications. 
The  Nokia  9300.  It's  a  smartphone 
that's  ahead  of  its  class.  Visit 
nokiaforbusiness.com/amer/9300 
to  learn  more. 


Actual  Size 


NOKIA 

Connecting  People 


This  event  can  help 
revive  it. 


When  &  Where: 


Who: 
What: 


SAN  FRANCISCO  Thursday,  July  21,  2005  -  Saturday,  July  23,  2005 
SAN  JOSE  Thursday,  July  21,  2005  -  Saturday,  July  23,  2005 
OAKLAND  Thursday,  July  21,  2005  -  Saturday,  July  23,  2005 

Any  investor  who  cares  about  maximizing  his  or  her  returns 

A  FREE  investor  education  event*  that  will  help  you  critically  evaluate 
your  investments  ...  introduce  you  to  powerful  tools  with  clear,  real-time 
buy/sell  indicators. ..and  show  you  how  you  can  make  more  money. 
Act  now  and  get  a  FREE  gift  when  you  attend. 


Call  1-800-965-2764 
Or  visit  www.investools.com/revive 

Seating  for  this  FREE  event  is  limited,  so  register  today. 


•The  free  preview  seminar  is  a  condensed  overview  of  our  comprehensive  for-fee  investor  education  program  and  Web  site. 

Trading  securities  can  involve  high  risks  and  the  loss  of  any  funds  invested. 

©2005  INVESTools  Inc.  All  rights  reserved  Neither  INVESTools  or  its  subsidiaries  nor  any  of  their  respective  officers,  employees. 

representatives,  agents  or  independent  contractors  are,  in  such  capacities,  licensed  financial  advisers,  registered  investment  advisers  or 

registered  broker-dealers.  Neither  do  they  provide  investment  or  financial  advice  or  make  investment  recommendations,  nor  are  they  in  the 

business  of  transacting  trades   Nothing  contained  in  this  communication  constitutes  a  solicitation,  recommendation,  promotion, 

endorsement  or  offer  (buy  or  sell)  by  INVESTools.  or  others  described  above,  of  any  particular  security,  transaction  or  investment. 


INVESTOOLS 

INVESTOR    EDUCATION 


BusinessWeek  Online  Knowledge  Centers  deliver  crucial  business  information 

and  insight  you  can  use  to  stay  ahead  of  your  competition. 

Organized  by  topic,  they're  comprised  of  relevant  BusinessWeek  content 

and  information  from  participating  companies. 

Check  out  these  Knowledge  Centers  and  more  at: 
http://knowledgecenter.businessweek.com 


Credit  Management 

Effectively  managing  credit 
n  give  your  business  an  advantage 
over  your  competition. 

Visit  the  Credit  Management 
(nowledge  Center  for  information 

on  issues  related  to 

redit  insurance,  risk  management, 

global  trade  and  more. 

In  association  with 

>|Catradius 

managing  risk,  enabling  trade 


A  CEO's  Guide  to  Technology 

Technology  is  changing. 

Is  your  company  adapting  to  and 

leveraging  these  changes? 

Visit  the  CEO  Technology 

Knowledge  Center  to  learn  about 

technology  trends  and  developments 

affecting  senior  executives  and 

the  companies  they  manage. 

In  association  with 

bp 
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beyond  petroleum* 


Voices  of  Innovation 

To  succeed  in  today's 

business  climate,  smart  companies 

are  focusing  on  innovation. 

Visit  the  Voices  of  Innovation 

Knowledge  Center  to  glean  some 

first-hand  wisdom  from  the  people 

behind  the  greatest  innovations 

in  science  and  technology. 

In  association  with 

Cisco  Systems 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


The  Truth  vs.  the  Dollar 

Time  Inc.'s  decision  to  turn  over  notes  from  reporter  Matthew  Cooper  to 
federal  grand  jury  seeking  a  confidential  source  makes  brutally  clear  the 
gulf  between  the  craft  of  journalism  and  the  business  of  media.  What's 
bad  for  journalism  is  not  necessarily  bad  for  companies  that  produce  it. • 
Time  Inc.'s  disclosure  compromises  the  sanctity  of  a  reporter's  promise  ( 


anonymity.  Executives  and  media 
lawyers  warn  that  the  move  could 
embolden  hostile  corporations  or 
government  entities  fishing  for 
confidential  sources  via  subpoena. 
(At  press  time,  Cooper  had  agreed  to 
testify  with  his  source's  O.K.  The  New 
York  Times'  Judith  Miller  refused  and 
was  jailed.) 

But  here's  another  journalistic 
reality:  Virtually  all  top-tier  media 
outlets  are  owned  by  conglomerates 
that  face  business  and  legal 
complexities.  Had  Time  Inc.  held  out 
and  been  cited  for  contempt,  some 
legal  experts  say,  it  may  have  faced 
complications  in  any  of  Time  Warner's 
myriad  dealings  with  government  and  regulatory  agencies. 
The  company  might  have  exposed  board  members  to 
shareholder  suits.  "This  is  a  tough  one,"  says  Charles 
Elson,  director  of  the  University  of  Delaware's  John  L. 
Weinberg  Center  for  Corporate  Governance.  "But  you  have 
to  comply  with  the  law."  The  New  York  Times  Co.,  which 
stood  by  Miller,  was  not  subject  to  a  contempt  citation; 
Time  Inc.  was. 

The  deeply  dispiriting  realization— at  least  for  a  journalist 
—is  how  hard  it  is  to  overcome  these  arguments  and  yoke 
economic  value  to  the  social  value  of  good  investigative 
journalism.  What  wins  Pulitzers  and  the  envy  of  peers  does 
not  necessarily  drive  huge  sales  or  increase  franchise  value. 
(It's  market  position,  not  front-page  exposes,  that  makes  The 
New  York  Times  more  valuable  than  the  New  York  Post.)  As 
Cosmopolitan  and  Dancing  with  the  Stars  demonstrate,  there 
are  easier  ways  to  sell  copies  and  score  ratings.  And  ask  the 
owners  of  publications  such  as  The  Atlantic  Monthly  and  The 
New  Yorker  how  profitable  it  has  been  to  build  a  business 
around  serious  long-form  journalism. 

TIME  EDITOR-IN-CHIEF  NORMAN  PEARLSTINE,  who  made  the 
decision  to  turn  over  Cooper's  notes,  is  among  those  who 
worry  about  a  potential  chilling  effect  on  journalism.  But 
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such  an  effect  is  hard  to  translate  i 
bottom-line  concerns.  There  is  a  hi 
social  cost  if,  say,  a  source  who  has 
documents  proving  a  corporation  i 
fouling  the  water  supply  decides  tc 
stay  silent  because  her  anonymity 
can't  be  guaranteed.  It  costs  media 
companies  nothing  if  that  story  is 
never  written. 

But  determined  foes  can  drive  u 
costs  for  stories  that  do  appear.  Tir 
magazine  spent  almost  $10  millior 
an  executive  familiar  with  the  matt 
says,  winning  a  protracted  legal  ba 
with  the  Church  of  Scientology  last 
decade  over  a  superbly  reported  (a 
ultimately  blameless)  story.  In  tod 
limping  media  business,  the  potent 
price  tag  of  several  million  dollars  1 
hard-hitting  investigative  work— e\ 
the  most  scrupulous— would  give 
almost  any  owner  pause.  "The 
reporter  and  company  often  have 
divergent  interests,"  says  David  A. 
Anderson,  who  teaches  media  law  i 
the  University  of  Texas  at  Austin.  A 
Time  Inc.  did  was  "make  that  a  littl 
more  starkly  clear." 

If  what  a  newspaper  produces  is  ; 
asset,  suggests  Phil  Bronstein,  edito 
of  Hearst  Newspapers'  San  Francisco  Chronicle,  then  "the 
asset  is  threatened"  if  its  credibility  with  sources  is 
threatened.  The  Chronicle  itself  may  face  subpoenas 
stemming  from  reports  on  steroid  use  in  baseball.  Bronste: 
says  Hearst  has  assured  him  the  company  will  back  up  his 
reporters.  But  Time  Inc.  once  did  the  same.  That  company 
latest  move  is  a  reminder  that  journalistic  outlets'  ideals  hi 
diverged  from  corporate  realities.  If  an  ironclad  business  c 
can  be  made  for  why  those  ideals  should  trump  all  else,  no 
one  has  made  it  yet.  ■ 

E-mail:  jonJme@businessweek.c 


Business 
realities 
are  at 
odds  with 
reporters' 
ideals 


i 


- 


/, 


<  •■ 


■ 


Certified  pride. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty.* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


=  Certified  Pre-Owned 


We  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


BMW 

Certified 

Pre-Owned 


bmwusa.com 
1-888  -311-4BMW 
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The  Ultimate 
Driving  Machine" 


irranty  Protection  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New  Vehicle 
lited  Warranty.  See  participating  BMW  center  for  details  and  vehicle  availability.  For  more  information,  call  1-888-31 1-4BMW,  or  visit  bmwusa.com.  ©2005  BMW  of  North  America, 
C.The  BMW  name  and  logo  are  registered  trademarks. 
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Expand  your  business  horizons 


usiness  across  borders 

erseas  markets  present  enormous  opportunities  for 
landing  businesses,  but  setting  out  on  an  unfamiliar 
d  can  be  hazardous  for  a  Company  of  any  size. 

;  Orchard  Network  is  focussed  on  reducing  the 
;  and  increasing  your  potential.  We  will  guide  your 
mpany  along  the  right  path. 


Orchard  Network 


Our  independent  network  brings  together  the  most 
experienced  and  knowledgeable  specialists  in  each 
country,  ready  to  help  you  through  the  maze. 

Visit  our  website  www.orchardnetwork.com  or  send 
us  an  email  to  info@orchardnetwork.com  and  we  will 
get  things  moving. 
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BY  ROBERT  BARKER 


Test-Driving  a  Hertz  IPO 


Like  so  many  people  pushing  or  past  50, 
I've  found  my  memory  has  turned  into 
an  alarmingly  casual  companion.  Yet  in 
June,  when  Ford  Motor  announced  plans 
to  sell  stock  in  its  wholly  owned  rental 
car  unit,  Hertz,  the  memory  of  Ford's 
earlier  dealings  with  Hertz  grabbed  my 
head  in  a  hammerlock.  It's  not  letting  go. 

If  this  strikes  you  as  oddly  obsessive,  perhaps  you  are  right. 
Please  bear  with  me,  though,  as  I  try  to  explain  why  Ford's 
handling  of  Hertz  arrests  me  so.  Long  the  No.  1  auto-rental 
agency,  Hertz  today  boasts  some  7,400  outiets  in  150 
countries.  Cendant  owns  the  rival  Avis  and  Budget  brands, 
which  together  take  a  larger  total  share  of  the  key  U.S.  airport 
market.  Yet  the  Hertz  brand  has  kept  its  preeminent  standing 
(charts).  Revenues  last  year  rose  12.5%,  to  $6.7  billion, 
powering  a  130%  advance  in  net  income,  to  $366  million.  All 
in  all,  it's  a  great  business,  and  one  thaf  s  been  on  a  roll. 

Ford  took  its  first  Hertz  stake  in  1987  and  by  1994  owned 
the  company  outright.  Three  years  later,  it  sold  a  minority 
interest  in  an  initial  public  offering.  Three  years  after  that, 
Ford  declared  it  wanted  to  buy  the  stock 
back.  It  did  so  in  2001.  Now  it's  moving 
once  again  to  sell  a  minority  stake  in  an 
IPO,  a  prelude  to  eventually  divesting 
Hertz  entirely.  If  all  of  this  strikes  you  as 
bizarrely  ambivalent  corporate  behavior, 
you  may  be  right  again. 


IT'S  POSSIBLE  THAT  A  BUYER,  perhaps  a 
private-equity  firm,  will  bid  for  Hertz  and 
win  it  before  an  IPO  is  cleared  by 
regulators.  But  assuming  the  stock  does 
come  to  market,  if  s  worth  recalling  the 
terms  of  Ford's  earlier  Hertz  deals.  In  the 
first  IPO,  Hertz  had  just  come  off  a 
booming  1996,  when  net  income  surged 
51%.  Underwriters  had  little  trouble 
selling  19%  of  the  equity  at  $24  a  share. 
The  deal  gave  Hertz  a  stock-market 
capitalization  of  $2.6  billion,  or  0.7  times 
sales  and  16  times  earnings. 

With  the  millennium's  roaring  finish, 
Hertz  kept  prospering,  as  did  public 
shareholders,  who  saw  the  stock  top  $64. 
Then,  in  2000,  the  market  rolled  over,  the 
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CLUES  To  va 
this  IPO,  loo* 
Ford's  earlie 
Hertz  deals 


HERTZ:  ON  CRUISE  CONTROL 


MARKET  SHARES  AT  U.S.  AIRPORTS 


2001 


33.4% 

AVIS/ 


2004 


25.4% 

NATIONAL/ALAMO 

-8.9% 

DOLLAR/THRIFTY 

-2.0% 
ENTERPRISE 

0.8% 
OTHER 

29.5% 

HERTZ 


19.8% 
NATIONAL/ALAMO 

12.2% 
DOLLAR/THRIFTY 

6.0% 
ENTERPRISE 

2.0% 
OTHER 

29.6% 
HERTZ 

Data:  Company  reports 
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economy  followed,  and  that  August,  Hertz 

warned  its  outlook  was  dimming.  The 

stock  soon  sank  to  $24.25,  nearly  back  to 

where  it  started.  Ford  quickly  offered  to 

buy  out  public  investors  at  $30  a  share. 

That  valued  Hertz  at  0.6  times  sales  and  nine  times  earnir 

Long  negotiations  with  Hertz's  outside  directors  raised  thJ 

ultimate  buyout  price  to  $35.50,  an  equity  value  of  $3.8 

billion,  or  0.8  times  sales  and  11  times  earnings. 

So,  anyone  interested  in  buying  stock  in  Hertz  now  ha 
three  excellent  guideposts:  multiples  E 
where  Ford  was  willing  to  sell;  multi 
where  it  was  willing  to  buy;  plus  the 
low-ball  multiples  it  once  deemed  fai  ' 
Ford  did  not  respond  to  my  question 
about  how  the  pending  deal  may  vali 
Hertz,  and  it  has  yet  to  declare  the 
number  of  shares  or  estimated  price : 
an  IPO.  The  company  may  be  hoping 
sell  stock  again  near  16  times  earning 
as  in  1997.  On  Hertz's  $390  million  ii 
profit  over  the  12  months  ended  Mar. 
16  times  earnings  indicates  an  equity 
value  of  more  than  $6.2  billion.  If 
instead  we  use  multiples  from  2001, 
when  Ford  was  a  buyer,  the  math 
implies  an  equity  value  for  Hertz  of 
much  less— somewhere  in  a  range  of 
$4.2  billion  to  $5.1  billion.  To  get  a  re 
steal,  a  buyer  wouldn't  pay  over  the  n 
times  earnings  Ford  initially  bid  in 
2000.  That  would  put  the  value  of 
Hertz's  equity  today  at  $3-5  billion. 
Remember  this.  ■ 

E-mail:  rb@businessweeJc 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


[Tie  Fed  Needs  to  Do 
^  Little  More  Fiddling 

it  the  housing  boom  gives  it  fewer  options  this  time  around 


U.S.  ECONOMY 


Now  that  the  Federal  Reserve  has  lifted  short-term 
terest  rates  for  the  ninth  time  in  a  year,  the  main  debate  remains 
lether  policymakers  are  in  the  ninth  inning  or  have  yet  to  reach  the 
venth-inning  stretch.  With  the  federal  funds  rate  at  3.25%,  many 
onomists  expect  the  Fed  to  hike  three  more  times  before  it  pauses 


ee  how  the  economy  is  performing.  But  right  now, 
rt-term  rates  are  having  less  of  an  effect  on  economic 
ivth.  And  the  Fed  may  find  it  has  fewer  sectors  to 
;et  if  it  needs  to  rein  in  the  expansion's  momentum. 
q  the  past,  Fed  rate  hikes  triggered  a  series  of  events, 
iks,  faced  with  a  higher  cost  of  funds,  became  pickier 
ut  borrowers,  while  the  bond  market,  taking  a  cue 
n  the  Fed,  forced  up  long-term  yields.  With  financing 
-e  expensive  across  the  board,  consumers  and 
inesses  cut  back  their  spending  on  big-ticket  items 
needed  to  be  financed,  including  cars,  homes,  and 
ital  projects.  Excess  capacity  began  to  build  up  in  the 
nomy,  and  inflationary  pressures  abated, 
"his  time,  however,  banks  are  easing  their  lending 
idards,  according  to  the  Fed's  own  survey  of  senior 
1  officers.  Global  savings  have  kept  long  rates  down. 
1  companies  are  awash  in  cash,  so  they  do  not  need  to 
the  credit  markets  to  fund  capital  investments, 
liese  easier  financial  conditions  present  a  challenge 
the  Fed.  It  wants  to  bring  monetary  policy  to  neutral, 
/hich  point  short-term  rates  neither  help  nor  hinder 
economy.  But  policymakers  need  to  separate  out  the 
lulus  coming  from  accommodative  market  forces 
n  the  drag  exerted  by  higher  short  rates. 

MAPS  THE  MOST  SIGNIFICANT  FORCE  going 
inst  the  Fed's  intent  is  the  booming  housing  market, 
last  time  policymakers  hiked  rates,  back  in  1999  and 
*0,  housing  starts  fell  and  total  home  sales  flattened  out. 
ay,  because  of  cheap  mortgages  and  the  broad 
timent  that  housing  is  a  great  investment,  housing 
ts  and  home  sales  have  been  rising  during  this  round 
ate  hikes.  Construction  jobs  and  demand  for  appli- 
es, textiles,  and  furniture  remain  strong.  Moreover,  the 
tinued  jump  in  prices  means  that  consumers  can  still 
j  their  home  equity  to  finance  spending, 
fed  officials  have  expressed  worries  about  the  froth  in 
{housing  market.  In  fact,  housing  was  a  special  topic 
bussed  at  the  Fed's  last  policy  meeting  on  June  29-30. 
one  thing,  the  increase  in  speculative  buying  and 
re  exotic  loan  packages  raise  the  risk  of  volatility  in  the 
ntgage  market  if  yields  turn  higher  quickly.  Already,  the 
d  on  a  10-year  Treasury  bond  is  up  from  3.9%  on  June 


27  to  4.07%  on  July  6,  as  investors  began  to  accept  the 
idea  that  the  Fed  is  not  finished  raising  rates.  But  another 
concern  for  policymakers  is  that  housing,  a  traditional 
focus  for  the  central  bank,  is  not  bending  under  the  Fed's 
will.  If  policymakers  can't  count  on  housing  to  slow,  then 
they  must  look  elsewhere  to  cool  growth. 

That  may  not  be  easy.  The  massive  service  sector  tends 

to  be  insulated  from 
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rising  interest  rates 
because  consumers  in 
general  don't  use  credit 
to  buy  services  such  as 
their  cable  hook-up  or  dry 
cleaning.  And  in  the  case 
ofmedicalcareor 
education,  consumers 
can't  postpone  purchases 
until  rates  fall.  Real 
consumer  spending  on 
services  has  been 
growing  at  a  yearly  rate 
of  about  3%  during  the  past  12  months.  With  housing 
still  surging  and  growth  in  service  demand  stable,  the 
Fed  is  left  with  manufacturing  as  the  main  mechanism  to 
keep  growth  from  accelerating  and  generating  a  buildup 
of  price  pressures. 

SO  FAR,  THE  FACTORY  SECTOR  is  holding  up  quite 
well,  despite  a  year  of  rate  hikes.  Manufacturers  were 
careful  not  to  build  their  inventories  too  quickly  even 
when  demand  picked  up  in  2004,  and  they  are  still  sitting 
on  a  healthy  level  of  unfilled  orders. 

New  orders  have  increased  for  three  months  in  a  row 
including  a  2.9%  gain  in  May,  which  was  led  by  a  jump  in 
aircraft  orders.  Inventories,  meanwhile,  were  virtually  flat 
in  both  April  and  May.  That  left  the  ratio  of  factory 
stockpiles  to  sales  at  a  very  tight  1.24  (chart).  Well- 
managed  inventories,  coupled  with  a  record-high  backlog 
of  unfilled  orders,  mean  factory  output  should  keep 
increasing  in  the  second  half. 

That  positive  outlook  is  echoed  in  the  latest  survey  of 
the  nation's  purchasing  managers  done  by  the  Institute 
for  Supply  Management.  The  ISM's  manufacturing  index 
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rose  to  53.8%  in  June,  from  51.4%  in  May.  The  index 
covering  new  orders  jumped  in  June,  and  the  reading  on 
production  also  increased. 

June  car  sales  are  another  reason  to  be  upbeat  about 
manufacturing  production,  if  not  profits.  Purchases  of 
motor  vehicles  rose  to  an  annual  rate  of  175  million  last 
month,  from  16.7  million  in  May.  General  Motors  Corp.'s 
sales  jumped  41%  from  the  year  before.  The  company 
boosted  sales  by  offering  all  customers  the  same 
discounted  prices  GM  employees  pay.  The  incentive, 
which  will  continue  to  Aug.  1,  helped  clear  out  dealers' 
lots,  but  most  likely  at  a  cost  of  profits.  And  now  that  Ford 
Motor  and  DaimlerChrysler  are  matching  GM's  deal, 
expect  earnings  for  the  entire  auto  sector  to  soften. 

Factory  employment,  of  course,  remains  a  problem,  but 
the  layoffs  began  well  before  the  Fed's  latest  rate  hikes. 
Total  manufacturing  payrolls  are  down  by  nearly  3 
million  jobs  since  the  start  of  the  2001  recession.  Many  of 
those  losses  reflect  the  strong  performance  of  productivity 
within  the  sector  as  well  as  the  structural  shift  of  factory 
jobs  to  overseas  facilities. 

ANOTHER  AREA  WORTH  WATCHING  in  manufacturing 
is  the  stronger  dollar  this  year  and  its  potential  drag  on 
U.S.  exports.  The  dollar  has  been  rising  because  U.S. 
growth  prospects  are  so  much  better  than  those  in  the 
euro  zone  and  Japan.  The  dollar's  gain  is  a  reversal  from 
2004,  when  the  dollar  fell  5.1%  on  a  trade-weighted  basis. 

Thanks  partly  to  last  year's  currency  drop,  exports  did 
well  in  the  first  four  months  of  2005,  the  latest  available 


data  on  trade.  Merchandise  exports  so  far  this  year i 
11%  from  the  same  period  in  2004.  That  pace  is  onl\  I 
less  than  the  13.2%  advance  for  all  of  2004,  but  the  i| 
exports  has  changed.  World  demand  for  commodkk 
kept  U.S.  shipments  of  raw  materials  strong,  but  i 
of  capital  and  consumer  goods  have  slowed. 

The  trade  winds  c  I 


EXPORT  ORDERS 
BEGIN  TO  WEAKEN 


PERCENT  REPORTING  IMPROVEMENT 


further  cool  U.S.  exp 
The  ISM  data  showe 
slowdown  in  foreign 
orders  in  both  May  s 
June.  The  June  inde> 
the  weakest  in  more 
three  years  (chart). 

But  the  Fed  know 
rise  in  the  dollar  will 
some  pressure  off  of 
inflation.  Price  incres 
for  nonoil  import  goc 
have  eased  this  year, 
only  is  that  slowdown  mitigating  overall  U.S.  consun 
inflation,  it  also  is  limiting  any  price  hikes  put  in  plac 
American  manufacturers  for  their  products. 

Indeed,  given  the  small  pickup  in  inflation  this  ye 
the  Fed  is  probably  not  looking  to  slow  the  econom\ 
much.  But  with  other  sectors— most  notably  housin 
unlikely  to  ease  up  anytime  soon,  the  factory  sector 
may  have  to  bear  a  larger-than-usual  burden  for  the 
Fed  to  achieve  its  goal  of  a  well-balanced  economy 
price  stability.  ■ 
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Taking  a  Turn  for  the  Better 


JAPANESE  COMPANIES  are  more 

confident  about  their  prospects 
despite  a  big  export  slowdown  and  oil 
prices  near  $60  per  barrel.  The 
optimism  is  an  indication  that  the 
sickly  domestic  economy  is  being 
nursed  back  to  health. 

The  quarterly  Tankan  survey 
showed  a  broad-based  improvement 
in  business  confidence.  The  June 
index  of  large  manufacturers 
rebounded  to  18,  from 
14  in  March.  The 
brighter  outlook 
trickled  down  to 
medium  and  small 
businesses  as  well  as 
nonmam  ifacturers. 
One  of  the  biggest 
jumps  came  from 
companies  that 
provide  services  for 
individuals,  a  sign 
the  domestic  demand 
is  improving. 


BUSINESSES  REGAIN 
THEIR  CONFIDENCE 
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Businesses  remain  cautiously 
optimistic  about  the  coming  months 
even  as  exports  remain  a  big  question 
mark.  Brighter  prospects  at  home 
have  companies  lifting  sales  and 
profit  expectations.  As  a  result, 
businesses  are  ratcheting  up  capital 
investment  plans  and  hiring  workers. 
Through  May,  payrolls  have  grown  by 
750,000  persons,  with  the  strongest 
gains  coming  in  full-time  hires. 
The  nascent 
turnaround  in  the 
labor  market  is 
already  having 
positive  effects. 
Despite  cool  weather 
conditions,  May  retail 
sales  were  up  2.7% 
from  the  previous 
year.  June  auto  sales 
rose  8.6%.  Even  the 
housing  market  is 
showing  early  signs  of 
improvement,  with 
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housing  starts  up  3%  in  May  from 
previous-year  levels. 

Better  times  are  paving  the  waj 
other  vital  changes  in  Japan's 
economy.  Brisk  demand  and  risinj 
wages  and  bonuses  should  help  ei 
the  more  than  seven-year  run  of 
deflation.  Analysts  see  a  return  to 
rising  prices  sometime  next  year. 
Brighter  prospects  are  attracting 
foreign  direct  investment  (FDI).  Ir 
the  fiscal  year  ended  last  March,  F 
in  Japan  hit  a  record  $36.7  billion 
The  influx  of  investment  should  h 
revive  the  ailing  property  market. 

Japan's  economic  fortunes  will 
remain  disproportionately  linked  t 
exports  for  the  foreseeable  future. 
Even  with  the  upswing  at  home, 
economic  growth  in  2005  is  unlike 
to  top  2%.  But  more  balanced  grov 
will  provide  Japan  the  stability  it 
needs  to  finally  climb  out  of  its  Ion 
running  economic  funk.  ■ 

-By  James  Mehring  in  New  1 
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Your  time  becomes  real-time 


Life's  Good  when  you  have  the  power  to  control  time.  With  one  touch  of 
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HEALTH  CARE 


IS  HEART 
SURGERY 


Physicians  are  questioning 
whether  bypasses  and  angioplasty 
necessarily  prolong  patients'  lives 

BY  JOHN  CAREY 


YOU  START  BREATHING 
hard  after  climbing  stairs, 
and  your  chest  hurts.  You 
go  to  your  doctor.  Scans 
reveal  that  arteries  feed- 
ing your  heart  are  severe- 
ly narrowed.  Your  doctor 
sends  you  to  the  hospital  for  coronary  by- 
pass surgery  or  angioplasty  to  restore  the 
blood  flow  to  your  heart.  Despite  the  trau- 
ma of  surgery,  you're  glad  the  blockage 
was  caught  in  time,  saving  you  from  a  po- 
tenn.  i'y  fatal  heart  attack. 

There's  just  one  problem  with  this  hap- 
py tale  of  modern  medicine:  More  and 
more  doctors  are  questioning  whether 
such  heart  procedures  are  actually  ex- 
tending patients'  lives.  One  of  them,  Dr. 

32    BusinessWeek  3.  2005 


Nortin  M.  Hadler,  professor  of  medicine  at 
the  University  of  North  Carolina  at 
Chapel  Hill  and  author  of  The  Last  Well 
Person,  is  urging  the  U.S.  medical  Estab- 
lishment to  rethink  its  most  basic  precepts 
of  cardiovascular  care.  Bypass  surgery  in 
particular,  he  says,  "snould  have  been  rel- 
egated to  the  archives  15  years  ago." 

That  is  an  extreme  view  that  is  disputed 
by  cardiac  surgeons.  "The  reason  thou- 
sands and  thousands  of  bypass  surgeries 
have  been  done  is  that  [the  procedure]  is 
successful,"  says  Dr.  Timothy  J.  Gardner, 
co-editor  of  Operative  Cardiac  Surgery  and 
a  cardiothoracic  surgeon  at  Christiana 
Care  Health  System  in  Wilmington,  Del. 

Nevertheless,  the  data  from  clinical  tri- 
als are  clear:  Except  in  a  minority  of  pa- 


tients with  severe  disease,  bypass  oil 
tions  don't  prolong  life  or  prevent  fi| 
heart  attacks.  Nor  does  angioplast 
which  narrowed  vessels  are  expande 
then,  typically,  propped  open  with 
tubes  called  stents.  "People  often 
that  having  these  procedures  fixes! 
problem,  as  if  a  plumber  came  in  and  [ 
the  plumbing  with  a  new  piece  of  pi 
explains  Dr.  L.  David  Hillis,  profess! 
cardiology  at  the  University  of  Tj 
Southwestern  Medical  School.  "But  it| 
damentally  doesn't  fix 
the  problem." 

With  doctors  doing 
about  400,000  bypass 
surgeries  and  1  million 
angioplasties  a  year— 
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part  of  a  heart-surgery  industry  worth  an 
estimated  $100  billion  a  year— the  ques- 
tion of  whether  these  operations  are  over- 
used has  enormous  medical  and  econom- 
ic implications.  "It  is  one  of  the  major 
issues  in  cardiology  right  now,"  says  Dr. 
David  Waters,  chief  of  cardiology  at  the 
University  of  California  at  San  Francisco. 
It  is  also  part  of  a  far  broader  prob- 
lem—what some  health-care  experts  call 
the  medicalization  of  life.  "None  of  us  will 
live  long  without  headache,  backache, 
heartache,  heartburn,  diarrhea,  constipa- 
tion, sadness,  malaise,  or  other  symptoms 
of  some  kind,"  argues  Hadler.  Yet  under 
relentless  bombardment  by  messages 
from  the  pharmaceutical  and  health-care 
industries,  Americans  increasingly  believe 
that  these  symptoms— and  many  others- 
are  conditions  that  can  and  should  be 
cured.  "We  have  an  image  of  ourselves  as 
invincible  and  powerful  and  able  to  over- 
come all  odds,"  Hadler  says.  "And  the  lay 
press  is  too  quick  to  talk  about  the  latest 
widget  and  gizmo  without  asking  what  it 
is  and  does  it  work." 

HIGHER  COST,  BIGGER  RISK 

INDEED,  THERE  IS  compelling  evidence 
that  more  health  care  and  more  aggres- 
sive treatment  across  the  complete  spec- 
trum of  illnesses  is  not  necessarily  better. 
When  Dr.  Elliott  S.  Fisher,  professor  of 
medicine  at  Dartmouth  Medical  School, 
first  looked  at  regional  differences  in 
health-care  spending  in  the  U.S.,  he  as- 
sumed that  people  in  areas  with  lower  ex- 
penditures would  have  worse  health  than 
people  in  regions  where  spending  was  1/2 
to  2  times  as  high  because  they  were  fail- 
ing to  receive  needed  care.  It  turned  out 
that  the  opposite  was  true.  "Patients  have 
a  substantial  increased  risk  of  death  if 
cared  for  in  the  high-cost  systems,"  he 
says.  Why?  For  one  thing,  additional  doc- 
tor visits  and  testing  often  lead  to  unnec- 
essary procedures  and  hospitalizations, 
which  carry  risks.  "My  data  suggest  that 
we  are  wasting  30%  of  health-care 
spending  on  stuff  with  no  benefit  and  per- 
haps causing  harm,"  says  Fisher. 

International  comparisons  support  his 
reasoning.  The  U.S.  spends  2/2  times  as 
much  as  any  other  country  per  person  on 
health  care,  but  that  doesn't  translate  into 
better  outcomes,  according  to  studies  that 
compare  such  indicators  as  fatality  rates 
after  a  heart  attack  and  length  of  survival 
after  a  kidney  transplant.  That  suggests 
that  "the  investment  in  health  care  in  the 
U.S.  is  just  not  paying  off,"  says  Gerard 
Anderson,  director  of  the  Center  for  Hos- 
pital Finance  &  Management  at  Johns 
Hopkins  Bloomberg  School  of  Public 


Health  and  co-author  of  a  2004  study 
that  looked  at  21  different  health-quality 
indicators  in  five  nations. 

Similar  comparisons  can  help  pin- 
point dubious  treatments.  The  classic 
case:  tonsillectomy.  In  the  early  1970s,  Dr. 
John  E.  Wennberg,  now  director  of  the 
Center  for  Evaluative  Clinical  Sciences  at 
Dartmouth  Medical  School,  showed  that 
some  hospitals  removed  tonsils  10  times 
as  often  as  others.  But  the  children  in  ar- 
eas with  low  rates  weren't  worse  off,  so 
the  operation  fell  out  of  favor.  More  re- 
cently, Dr.  James  N. 
Weinstein,  chair  of  or- 
thopedic surgery  at 
Dartmouth-Hitchcock 
Medical  Center,  found 
that  people  with  back 
pain  are  up  to  20  times 
as  likely  to  have  back 
surgery  in  some  parts  of 
the  country  as  in  others. 
Yet  it's  not  clear  that 


they  do  better  as  a  result.  Weinstei  1 
comparing  the  outcomes  in  patients 
get  different  treatments,  from  rest 
physical  therapy  to  spinal  fusion.  M 
while,  he  says,  "billions  of  dollars  art  1 
ing  spent  without  good  information. 
This  is  of  obvious  concern  to  those 
pay  for  health  care,  from  the  governr 
to  private  insurers,  which  are  strugg 
to  better  balance  costs  and  benefits 
nowhere  are  the  financial  and  ht  S 
stakes  higher  than  in  the  area  of  cat 
surgery.  U.S.  patients  and  insurers 
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In  their  rush  to  treat  diseases,  doctors  ma\ 
performing  aggressive  surgeries  and  other 
procedures  that  don't  offer  clear  benefits  o 
value  for  health-care  dollars.  Some  examp 
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HADLER  Bypasses 
"should  have  been 
relegated  to  the  archives" 

spend  $3.4  billion  this 
year  on  drug- coated  stents 
from  suppliers  Boston  Sci- 
entific Corp.  and  Johnson 
&  Johnson,  according  to 
Citigroup.  At  many  hospi- 
tals, cardiac  units  have  be- 
come major  profit  centers. 
"We've  shown  that  it  is  a 
lucrative  area  for  hospi- 
tals," says  Paul  B.  Gins- 
burg,  president  of  the  Cen- 
ter for  Studying  Health 
System  Change.  But  are 
heart  procedures  always 
the  best  path  for  patients 
who  currently  get  them? 

The  answer  seems  to  be 
no.  As  Hadler  describes  in 
his  book,  data  from  by- 
pass-surgery clinical  trials 
in  the  late  1970s  show  that 
the  procedure  extends  life 
or  prevents  heart  attacks 
only  in  a  small  percentage 
of  patients— those  with  se- 
vere disease.  More  recent 
trials    with     angioplasty 
show  it   reduces   deaths 
mainly  just  in  emergen- 
cies. "For  people  in  the 
throes   of  heart   attacks, 
opening  the  artery  defi- 
nitely prolongs  life,"  says 
UCSF's  Waters.  Not  so  for 
patients  with  stable  chron- 
i  isease.  "The  overwhelming  number  of 
rt  procedures  done  these  days  do  not 
ct  patients'  life  span  at  all,"  says  Hillis. 
4  he  latest  thinking  on  heart  attacks 
.  v  explain  why  not.  In  the  traditional 
iv,  the  slow  accumulation  of  plaque  in- 
i'E  arteries  gradually  narrows  the  ves- 
X.  Reduced  blood  flow  causes  chest 
h,  or  angina.  Eventually  the  arteries 
blocked,  bringing  on  heart  attacks. 
|{  yer  evidence,  however,  pins  the  blame 
,-  on  this  gradual  narrowing  but  on  un- 
)le  plaque  that  breaks  off  and  causes 


clots.  The  clots  are  what  obstruct  the  ar- 
teries, causing  the  heart  attacks— which  is 
why  so  many  such  events  are  unexpected 
and  why  "there  is  no  evidence  that  open- 
ing chronically  narrowed  arteries  reduces 
the  risk  of  heart  attack,"  says  Waters. 

DIET  AND  LIFESTYLE 

A  BETTER  WAY  TO  lower  heart-attack 
risk  is  to  fight  the  unstable  plaque  with 
aggressive  cholesterol-reducing  drug 
therapy,  diet,  and  lifestyle  changes,  many 
cardiac  physicians  say.  That  can  be  a 
tough  sell  to  patients  who  want  a  quick 
fix,  says  Hillis.  "Medical  therapy  is  just 
not  as  sexy  as  doing  a  procedure,"  he  ex- 
plains. "The  assumption  our  society 
makes  is  that  the  more  aggressive  your 
medical  care  is,  the  better  it  is.  If  s  not 
true.  But  if  I  explain  to  a  patient  why  he 
doesn't  need  surgery,  9  times  out  of  10  he 
will  go  across  town  and  find  someone 
who  will  do  the  procedure." 

The  surgeries  do  relieve  angina  symp- 
toms—and for  some  doctors  that's  a 
slam  dunk.  Emory  University  cardiologist 
Dr.  Robert  A  Guyton,  co-chair  of  the 
American  College  of  Cardiology  and  the 
American  Heart  Assn.  committee  that 
wrote  the  current  bypass- 
surgery  guidelines,  points 
to  patients  disabled  by  pain 
and  shortness  of  breath 
who,  a  month  after  bypass 
surgery,  "are  walking 
around  as  healthy  as  you  or 
I,"  he  says.  "To  say  the 
whole  operation  ought  to  be 
scrapped  is  nuts."  Similarly, 
angioplasty  eases  the  often 
crippling  pain  of  angina. 
"There  is  quite  a  lot  of  good 
evidence  for  symptom  re- 
lief," says  Dr.  Robert  Henderson,  a  cardi- 
ologist at  Nottingham  City  Hospital  in 
Britain  and  co-investigator  for  a  key  an- 
gioplasty clinical  trial. 

Critics  such  as  Hadler,  on  the  other 
hand,  emphasize  the  risks.  Not  only  is 
there  a  1%  to  2%  chance  of  dying  during  a 
bypass  operation,  he  explains,  there  is  a 
high  risk  of  complications  and  a  40% 
chance  of  cognitive  deficits.  The  healthy, 
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ANGIOPLASTY  Doctors  have 
performed  more  than  a 
million,  and  numbers  are 
rising.  The  only  proven 
benefit  is  less  pain-not 
longer  life  or  fewer  heart 
attacks.  Some  patients 
might  be  better  off  with 
drug  treatment. 


BACK  SURGERY  It  is 

performed  up  to  20  times 
more  often  in  some  parts  of 
the  country  than  in  others, 
on  patients  with  similar 
complaints.  Especially  in 
the  case  of  so-called  spinal 
fusions,  many  doctors  now 
question  the  benefits. 


active  post-surgery  patient  is  an  "urban 
legend,"  he  says.  "An  alarming  number 
never  return  to  the  workforce  or  describe 
themselves  as  well  again." 

Recent  studies  even  raise  questions 
about  whether  surgery  causes  the  symp- 
tom relief.  In  June,  Harvard  Medical 
School  associate  professor  of  medicine 
Dr.  Roger  J.  Laham  reported  on  follow-up 
results  of  a  randomized  trial  looking  at 
laser  surgery  to  improve  blood  flow.  Pa- 
tients who  got  the  surgery  had  signifi- 
cantly less  pain  and  improved  heart  func- 
tion. But  so  did  patients  who  had  a  sham 
operation— the  equivalent  of  a  placebo. 
After  30  months  the  placebo  effect  was 
still  there.  Scans  and  other  tests  showed 
physiological  gains  in  blood  flow  among 
only  those  who  thought  they  had  been 
operated  on.  A  similar  large  placebo  effect 
might  explain  "most  of  the  benefits  that 
we've  seen  so  far  with  balloon  angioplas- 
ty and  bypass  surgery,"  Laham  says. 

There  are  also  fresh  concerns  about  the 
safety  of  drug-coated  stents,  now  widely 
used  in  angioplasty.  When  doctors  first 
tried  to  open  clogged  arteries  with  a  bal- 
loon, they  found  that  arteries  soon  closed 
again.  So  they  began  inserting  metal  mesh 
stents  to  hold  them  open. 
When  arteries  continued  to 
clog  up  again,  companies 
devised  stents  impregnated 
with  drugs  that  slow  the 
growth  of  cells,  reducing 
chances  that  patients  would 
have  to  have  their  arteries 
opened  again. 

First  approved  in  April, 
2003,  drug-coated  stents  ac- 
count for  88%  of  the  stents 
used  in  the  U.S.  But  when 
pathologist  Dr.  Renu  Vir- 
mani,  medical  director  of  CVPath,  a  re- 
search service  of  the  International  Reg- 
istry of  Pathology,  examined  the  hearts  or 
heart  vessels  of  39  patients  who  died  after 
getting  the  new  stents,  she  found  clots  in 
11  cases  that  developed  more  than  30 
days  after  the  procedure.  The  sample  is 
small,  and  it's  not  clear  that  the  clots 
caused  the  deaths.  But  it's  a  big  jump 
from  her  experience  with  patients  who 
died  after  getting  bare-metal  stents.  Just 
12.5%  of  them  had  late-developing  clots. 
What  worries  some  doctors  is  that  peo- 
ple getting  the  new  stents  might  have  a 
higher  risk  of  clots,  which  then  could 
cause  heart  attacks  more  than  a  month  af- 
ter the  procedure.  "Out  of  100  patients 
who  get  a  drug-coated  stent  vs.  a  bare- 
metal  stent,  maybe  10  will  avoid  a  repeat 
procedure,"  says  Dr.  Eric  J.  Topol,  chief  of 
cardiology  at  the  Cleveland  Clinic  Foun- 
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dation. "  But  how  many  will  wind  up  with 
a  heart  attack  or  death?  Maybe  one  in 
1,000?  We  just  don't  have  that  nailed 
down  yet."  Drug-coated  stentmakers 
Boston  Scientific  and  Johnson  &  Johnson 
say  their  clinical  trials  show  no  such  in- 
creased risk  of  late-developing  clots. 

Cardiac  surgeons  readily  admit  there 
are  big  unanswered  questions.  "We  can 
handle  the  criticisms,  and  we  should  be 
accountable,"   says  cardiothoracic  sur- 


out  and  show  that  revascularization  [im- 
proving blood  flow]  doesn't  do  much,  car- 
diologists say:  Well,  that  study  was  start- 
ed four  years  ago,  and  how  we  have 
shinier  stents,  and  the  results  are  better,' " 
notes  UCSF's  Waters.  "But  medical  thera- 
py [with  drugs]  is  getting  much,  much 
better,  too."  Harvard's  Laham  suggests 
that  as  many  as  400,000  of  the  angioplas- 
ties done  in  the  U.S.  each  year  may  be 
medically  unwarranted.  "Fm  sure  we  are 


Annette  M.  Cormier  O'Connor,  clin| 
epidemiologist  at  Ottawa  Health 
search  Institute  and  a  leader  in  this 
of  so-called  decision  aids. 

It's  a  model  approach  for  medicin  j 
general.  As  Hadler  argues,  the  exagg- 
tion  regarding  benefits  goes  far  beyj 
heart  surgery.  Too  many  common  coi| 
tions  are  viewed  as  diseases  neec 
treatment,  and  too  many  treatment  | 
uncertain  benefit  are  used  too  of 


Rethinl        Heart  Surgery 


BYPASS  SURGERY 

In  common  procedures  known  as 
bypass  operations,  surgeons  improve 
blood  flow  by  attaching  new  blood 
vessels  to  the  heart,  routing  around 
clogged  arteries 


BLOCKED 
ARTERY 


ANGIOPLASTY 

With  angioplasty,  surgeons  use 
a  balloon  on  a  catheter  to  open 
narrowed  arteries,  then  insert  mesh 
metal  tubes-stents-to  hold  the 
vessels  open 


BYPASS 
GRAFT 


CONCERNS 

Patients  face  a  1%  to  2% 
chance  of  dying  in  the 
operating  room 

Complications  such  as  heart 
attacks,  strokes,  and  blood  clots 
are  not  uncommon 

Some  20%  to  40%  of  patients 
suffer  memory  loss  that  can  last 
a  year  or  more 


CONCERNS 

There  is  a  small  risk  of  patients 
suffering  heart  attacks  during  the 
procedure 

Some  doctors  are  worried  about 
complications  with  the  newer 
drug-coated  stents 

Symptoms  can  reappear 
after  a  few  years  as  the  blood 
vessel  begins  to  clog  up  again 


geon  Gardner.  "But  there  is  plenty  of  hard 
work  going  on  to  try  to  determine  the  ap- 
propriate patients  for  whom  such  treat- 
ments are  necessary"  There  are  also 
large  clinical  trials  under  way  comparing 
surgery  with  cholesterol-redu  ing  drugs 
and  other  medical  treatment,  which  will 
provide  better  answers.  If  the  triai:  show 
.  no  benefit  to  surgery  compared  to  medi- 
cine, "it  will  be  a  serious  challenge  to  die 
coronary-intervention  industry,"  says  Dr. 
Robert  H.  Jones,  distinguished  professor 
of  cardiothoracic  surgery  at  Duke  Univer- 
sity Medical  Center.  His  prediction?  "I'm  a 
surgeon,  so  I  think  surgery  will  hold  up." 
The  answers  still  may  not  be  definitive, 
however,  because  medicine  continues  to 
advance.  "Every  time  these  studies  come 
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way  overtreating  our  patients,"  he  says. 
Some  scientists  argue  that  the  rational 
solution  is  to  let  patients  decide  for 
themselves.  But  that  requires  providing 
detailed  information  about  the  risks  and 
benefits  of  medical  procedures,  such  as 
coronary  surgery— including  the  un- 
knowns. In  trials  where  one  group  gets 
the  information  and  the  other  group  re- 
ceives no  special  attention,  the  well-in- 
formed patients  opt  for  more  invasive,  ag- 
gressive approaches  23%  less  often,  on 
average,  than  the  other  group.  Without 
this  full  information,  "patients  typically 
don't  understand  that  they  have  options, 
and  even  if  they  do,  they  often  wildly  ex- 
aggerate the  benefits  of  surgery  and  wild- 
ly minimize  the  chances  of  harm,"  says 


"What   Hadler   does   is   question 
soundness  of  that  thinking  in  a  very 
found  way,"  says  Dr.  Glenn  D.  Pomen 
senior  vice-president  for  global  inn< 
tion  at  Cigna.  Hadler  hopes  that  enli 
ening  people  about  the  limitation 
medicine  will  help  them  worry  less 
stay  well  longer.  It  also  could  help  cur 
ailing  health-care  system,  making  it  r 
rational.  In  the  end,  few  doctors  will 
ject  to  the  basic  prescription:  Avoid  d 
tic  procedures  that  probably  won't 
and  might  actually  do  harm.  ■ 

-  With  Amy  Barrett  in  Philadd 
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To  read  more  on  w 
heart  experts  think  about  this  controversi 
topic,  go  to  www.businessweek.com/extn 


VHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


business,  keeping  people  and  information  connected  is  critical  to 

;eping  customers  satisfied.  And  yet,  at  any  given  moment,  any 

|jmber  of  events  can  easily  derail  that  connection.  That's  why  you 

Jed  a  company  like  SunGard  on  your  side.  Our  Information  Availability 

tutions  provide  redundant  systems  and  networks  at  over  60  secure 

cilities  worldwide  to  make  sure  your  customers,  employees  and 
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For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
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THE  SUPREME  COURT 

FULL 

COURT 

PRESS 

Business  looks  for 
a  new  ally  on  a 
bench  that  isn't 
always  friendly 


EORGE  W.  BUSH  AND  A 
legion  of  interest-group 
commandos  aren't  the 
only  ones  who  are  in- 
tently sifting  names 
from  a  list  of  possible 
U.S.  Supreme  Court 
nominees.  Washington's  business  repre- 
sentatives are  also  doing  their  share 
of  judge-parsing,  sizing  up  potential 
picks  with  a  simple  criterion  in  mind: 
Who'll  be  the  most  reliably  pro-business 
on  a  not  always  business-friendly 
high  court? 

With  Bush  vowing  to  take  his  time  in 
finding  a  replacement  for  retiring  Justice 
Sandra  Day  O'Connor,  nobody  has  a  clear 
sense  of  which  way  the  President  will  go. 
That  leaves  corporate  advocates  to  pore 
over  a  dozen  or  more  names  on  the 
Supreme  Court  short  list— or  is  it  a  long 
list?— in  hopes  of  finding  a  replacement 
for  O'Connor,  a  bane  of  social  conserva- 
tives but  a  powerful  ally  of  the  business 
community.  Like  his  father,  who  nomi- 
nated New  Hampshire  jurist  David 
Souter  in  1990,  Bush  could  make  a  sur- 
prise pick. 

All  of  the  candidates  on  Washington 
insiders'  lists  share  a  conservative  faith 
jn  the  free  market  and  skepticism  about 
the  federal  government's  ability  to  regu- 
late. But  that's  where  the  similarities 
end.  Some  are  ideological  purists  in  the 
mold  of  Justices  Clarence  Thomas  and 
Antonin  Scalia.  This  group  is  more  com- 
mitted to  the  advancement  of  rigid  legal 
philosophies  than  it  is  to  weighing  the 
real -world  impact  of  their  decisions. 
Others  are  pragmatists,  a  la  O'Connor, 


-3 

# 

DOSSIERS,  PLEASE 

Business  had  a 
friend  in  retiring 
Justice  O'Connor 


whose  priorities  are  tne  reverse:  They're 
more  willing  to  compromise  on  principle 
to  reach  fair  results.  A  third  group  is 
comprised  of  wild  cards— contenders 
whose  scant  judicial  record  does  not  pro- 
vide the  business  community  with  much 
of  an  idea  of  how  they  might  treat  cor- 
porate issues. 

The  various  prospects  have  vastly  dif- 
ferent types  of  experience— some  boast 
years  in  corporate  litigation,  for  exam- 
ple, while  others'  experience  is  limited 


largely  to  academia.  With  that  in  m 
business  lobbyists  are  quietly  evaluai 
the  list.  The  U.S.  Chamber  of  Comm 
has  compiled  dossiers  on  Candida 
complete  with  rankings,  and  delivc 
them  to  the  White  House.  The  Natic 
Association  of  Manufacturers  is  waii 
in  the  wings  until  Bush  makes  his  d 
sion.  However,  based  on  interviews  \ 
key  players,  business  is  clearly  idem 
ing  its  favorites.  Here's  how  some  of 
would-be  nominees  stack  up: 
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i SAMUEL  A.  ALITO  JR.  Third  Circuit 
i  EDITH  BROWN  CLEMENT  Fifth  Circuit 
i  EDITH  HOLLAN  JONES  Fifth  Circuit 
i  JOHN  G.  ROBERTS  JR.  D.C.  Circuit 
i  J.  HARVIE  WILKINSON  III  Fourth  Circuit 

Stanton  D.  Anderson,  chief  legal  officer  of  the 
Chamber,  says  his  group  would  like  to  see  a 
nominee  "who  will  apply  the  law  to  the  facts 
and  not  come  at  it  from  a  doctrinaire  Left  or 
Right."  That  sounds  like  a  pretty  good 
description  of  the  departing  O'Connor. 

One  candidate  in  the  same  mold  is  Fourth 
Circuit  Court  of  Appeals  Judge  J.  Harvie 
.Wilkinson  III.  He's  hardly  a  doctrinaire 
conservative,  in  2000,  he  sided  with 


endangered  wolves  and  against  a  North 
Carolina  farmer  when  he  rejected  a 
challenge  to  the  Endangered  Species  Act— a 
law  that's  highly  unpopular  in  Republican 
circles.  And  yet  Wilkinson  draws  some  of  the 
business  community's  highest  marks,  thanks 
to  his  restricted  view  of  judicial  power.  He's 
loath  to  flex  his  muscles  by  overturning 
longstanding  laws  enacted  by  politicians  or 
deep-rooted  precedents  set  by  judges.  The 
same  could  be  said  of  two  other  jurists  in  this 
category:  Edith  Hollan  Jones  and  Samuel  A. 
Alito  Jr.  This  is  a  group  that  doesn't  like  to 
rock  the  boat. 

Also  highly  regarded  because  of  their 
corporate  experience  are  John  G.  Roberts  Jr. 
and  Edith  Brown  Clement.  Until  joining  the 
court  in  2001,  Clement  was  a  defense  lawyer 
at  Jones,  Walker,  Waechter,  Poitevent,  Carrere 


I  * 
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ROBERTS 


&  Denegre  in  New  Orleans.  Roberts,  a  former 
deputy  solicitor  general  for  President  George 
H.W.  Bush,  is  a  former  partner  at  the 
Washington  office  of  Hogan  &  Hartson,  where 
he  gained  broad  litigation  experience 
representing  corporations  such  as  Toyota 
Motor  Corp.  and  Fox  Broadcasting  Co.  "The 
court  really  doesn't  have  somebody  who  has 
represented  the  business  community,"  says 
Glenn  G.  Lammi,  chief  counsel  of  the 
Washington  Legal  Foundation. 


m 
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JOHN  CORNYN  Senator  (R-Tex.) 
EMILIO M.GARZA  Fifth  Circuit 
ALBERTO  GONZALES  Attorney  General 
JON  KYL  Senator  (R-Ariz.) 
LARRY  D.  THOMPSON  GC,  PepsiCo 

Tiese  contenders  are  all  reliable 
onservatives  but  lack  experience  on  the 
iench  or  experience  with  issues  important  to 
)usiness.  That  puts  them  at  a  slight 
lisadvantage,  because  the  business  lobby  has 
een  unable  to  rely  on  a  broad  body  of 
jrisprudence  to  gauge  their  underlying  legal 
hilosophy.  The  most  visible  member  of  this 


group  is  U.S.  Attorney  General  Alberto 
Gonzales.  A  comparatively  youthful  49,  he 
only  rarely  crossed  paths  with  business 
during  his  brief  term  on  the  Texas  Supreme 
Court.  His  one  significant  decision  came  in 
1999,  when  he  penned  an  opinion  limiting 
class  action  lawsuits. 

Both  Senator  John  Cornyn  (R-Tex.),  a 
member  of  the  Judiciary  Committee,  and 
Senator  Jon  Kyi  (R-Ariz.)  are  highly  regarded  in 
corporate  boardrooms  for  their  unflagging 
support  for  tort  reform  measures  that  benefit 
business.  Cornyn  sat  on  the  Texas  Supreme 
Court  for  seven  years-middling  bench 
experience  at  best-and  Kyi  has  never  been  a 
judge.  Rounding  out  the  wild  cards  is  Larry  D. 


Thompson,  now  general  counsel  to  PepsiCo 
Inc.  and  a  member  of  the  Chamber's  board  of 
directors.  Good  credentials,  to  be  sure,  but 
Thompson  carries  baggage:  Business  is  still 
rankled  by  an  infamous  1999  memo 
Thompson  wrote  while  serving  as  Deputy 
Attorney  General.  In  it,  he  set  strict  ground 
rules  for  dealing  with  corporate  malfeasance. 


DEOLO 


J.  MICHAEL  LUTTIG  Fourth  Circuit 
IICHAEL  W.  MCCONNELL  Tenth  Circuit 

see  the  sharp  contrast  between  legal 
ragmatists  and  their  more  ideological 
olleagues,  consider  the  Fourth  Circuit  Court 
f  Appeals,  where  Wilkinson  and  fellow  short- 
er Judge  J.  Michael  Luttig  have  been 
oarring  for  years.  In  his  dissenting  opinion  in 
\e  2000  dispute  between  landowners  and 
ndangered  wolves,  Luttig,  a  friend  of  both 
■c  calia  and  Thomas,  sided  with  the  farmer.  He 
J'  :asoned  that  Congress  had  exceeded  its 
igulatory  authority. 
Limited  regulation  might  sound  good  on 
aper,  but  it  cuts  both  ways  for  CEOs.  While 
ig  Business  chafes  at  many  federal  regs,  in 
cent  years  it  has  begun  to  recognize  the 
1  livantages  of  uniformity  over  a  50-state 
Jtchwork  of  laws.  "Preemption  [of  state  law 


by  federal  law]  is  the  single  most  important 
recurring  issue  on  the  court's  docket  for  the 
business  community,"  says  Mark  I.  Levy,  head 
of  the  Supreme  Court  and  appellate  litigation 
group  at  Kilpatrick  Stockton.  "Business  likes 
national  uniformity."  A  2002  survey  by  the  law 
journal  Judicature  showed  Luttig  siding  with 
business  just  59%  of  the  time. 

Tenth  Circuit  Court  Judge  Michael  W 
McConnell,  like  Luttig,  is  a  staunch  social 
conservative  known  for  his  limited- 
government  constitutionalism.  But  he  also 
raises  another  red  flag  for  corporate  leaders: 
Despite  a  stint  as  a  corporate  lawyer, 
McConnell's  experience  has  been  largely  in 
academia,  as  a  law  professor  at  the 
University  of  Chicago  and  University  of  Utah, 
where  his  research  interest  tended  toward 
religion  and  the  law.  Some  business  lobbyists 
fret  that  he  might  be  less  interested  in 
antitrust,  securities  regulation,  and  other 
commercial  issues,  and  less  inclined  to  vote 


to  accept  their  petitions  to  the  court. 

Bush  has  promised  to  appoint  someone 
who,  as  he  says,  won't  legislate  from  the 
bench.  But  different  flavors  of  conservatism 
could  mean  far  different  results.  "What  you 
want  is  a  judicial  climate  that  is  predictable 
and  certain,"  says  John  Engler,  NAM 
president  and  CEO.  Indeed,  business 
executives  like  to  say  they  would  rather  the 
law  be  certain  than  just.  One  thing  they  can 
be  sure  of  getting  is  a  conservative  nominee 
from  Bush.  Whether  they  can  plan 
accordingly  is  another  matter.  ■ 

-By  Lorraine  Woellert  in  Washington 
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GM'S  DESIGN  PUSH 
PICKS  UP  SPEED 

New  cars  are  coming,  but  Bob  Lutz's 
quest  to  add  pizzazz  still  faces  potholes 


WHEN       GENERAL 
Motors  Corp. 

launched  the  Pon- 
tine G6  and  Buick 
LaCrosse  sedans 
to  a  lukewarm  re- 
ception late  last 
year,  industry  watchers  were  left  scratch- 
ing their  heads.  Both  lacked  the  original- 
ity and  flair  of  the  concept  cars  bearing 
the  same  names  a  couple  of  years  earlier. 
More  perplexing  was  the  fact  that  the  cars 
were  developed  at  least  in  part  under  the 
tutelage  of  Vice-Chairman  Robert  A. 
"Bob"  Lutz,  the  retired  Chrysler  Corp. 
whiz  who  was  brought  on  in  2001  to  in- 
ject styling  zing  into  GM's  boring  rides. 
After  nearly  four  years  with  Lutz  on  the 


LUTZ  His  first 
move  was  to 
make  design 
and  engineerin 
work  together 


job,  GM  still  isn't  cranking  out  hits.  Ex- 
cept for  fire-sale  successes  such  as  a 
mammoth  month  in  June,  when  a  dis- 
counting program  boosted  sales  41%,  GM 
has  lost  market  share  since  he  arrived. 
The  carmaker's  new  vehicles  still  don't 
get  the  respect  Japanese  models  gamer, 
nor  have  they  created  the  buzz  of  the  new 
Ford  Mustang  or  Chrysler  300. 

Which  brings  up  the  inevitable  ques- 
tion: What  the  heck  has  Bob  been  doing? 
In  fact,  Lutz,  73,  has  been  plenty  busy- 
exhorting  bean  counters  to  invest  in 
styling,  leaning  on  the  engineering  and 
design  heads  to  stop  fighting  each  other, 
and  axing  bureaucratic  rules  that  have 
turned  sizzling  concept  cars  into  show- 
room snoozers.  At  the  same  time,  Lutz  is 


trying  to  generate  some  pi 
sion  in  the  ranks— for  the  fil 
time,  for  example,  he's  forci 
design  studios  to  compJ 
in  sketch-offs.  And  with  lJ 
money  to  develop  new  modi 
than  many  rivals— 8%  I 
revenues,  according  to  Merl 
Lynch  &  Co.,  vs.  the  lJ 
industry  average— he  is  ta 
ping  GM's  global  resource.^ 
develop  models  faster  a] 
more  cheaply. 

Is  it  working?  The  first  nl 
vehicles  won't  start  hittJ 
dealers  until  late  this  yeal 
and  there's  no  telling  hj 
drivers    will    respond,    ii 
Lutz's  design  push  seems  toJ 
paying  off.  In  June,  GM  pi 
vided  BusinessWeek  and  otl 
media  a  peek  at  the  com  J 
lineup.  While  GM  swore  att{ 
dees  to  secrecy,  it's  fair  to 
that  future  models  will  be  a] 
more  inspired  than  the  i 
ones— including    a    Cac 
CTS  with  at  least  a  family  j 
semblance  to  the  stunning  j 
per-luxury  Sixteen  show 
and  a  boldly  styled  Chevr<| 
Malibu.  "I  saw  the  cars 
felt  a  lot  better  about  G:l 
says  James  N.  Hall,  vice-pr] 
dent  of  consultant  AutoPai 
Inc.  in  Southfield,  Calif, 
they  had  those  cars  right  n| 
they'd  be  kicking  butt." 

Right  now,  of  course, 
don't— and  Lutz  has  spent  j 
past  four  years  figuring 
how  the  maker  of  hits  like  | 
Corvette  and  Cadillac 
calade  lost  its  way.  When  ] 
arrived,  he  found  a  cult 
more  focused  on  engineer| 
processes  than  on  generating  exciter 
among  consumers.  New  cars  were  dej 
oped  so  they  could  be  built  at  GM's  ag 
and  inflexible  plants,  not  to  break  i  j 
ground  in  the  market.  As  a  result,  eij 
neers  talked  and  designers  listened, 
forget  about  sharing  ideas  among  xht I 
ant's  global  regions.  Each  one  acted  [ 
tonomously  no  matter  how  much  mcj 
GM  may  have  wasted  reengineeil 
family  cars  in  North  America,  say,  wl 
similar  work  had  already  been  d| 
in  Europe. 

The  Chevy  Malibu  typifies  the  probJ| 
When  the  car  was  developed,  GM 
strict  rules  on  how  much  it  was  willin| 
spend  for  the  big  steel  stamping  dies 
press  the  doors  and  body  panels.  S| 


THE  STAT 


The  portion  of  revenues  GM  spends  on 
R&D  and  new  car  development.  That 
compares  with  an  industry  average  of 
10%,  forcing  Lutz  to  do  more  with  less. 


Data:  Merrill  Lynch  &  Co. 


ngineers  and  accountants  wanted  the 
ar  to  be  easy  and  cheap  to  build— and 
M  prioritized  roominess  over  style— the 
lalibu  ended  up  being  a  slab-sided  box. 
nd  even  though  it  was  engineered  on 
le  same  platform  as  GM's  Opel  Vectra 
nd  Saab  9-3  midsize  cars,  GM  still 
^engineered  some  of  the  parts  in  the  U.S. 


HIFTING  GEARS 

NE  OF  THE  FIRST  things  Lutz  did  on 
rriving  in  September,  2001,  was 
iush  designers  and  engineers  to 
'op  fighting  and  start  collaborat- 
ig.  Now,  when  the  two  sides  butt 
eads,  they  get  together  in  weekly 
Meetings  to  hammer  out  their  dif- 
rences.  "It  isn't  a  love-in,"  says 
lief  designer  Ed  Welburn.  "But  in 
»e  last  two  or  three  years  the  laws 
physics  have  changed." 
One  area  of  compromise:  push- 
g  a  car's  wheels  out  to  the  corners 
id  making  them  flush  with  the 
nders— a  styling  trick  long  used 
BMW  that  makes  cars  more 
reamlined.  Sounds  pretty  basic, 
;ht?  Not  at  GM,  where  engineers 
mplained  that  doing  so  created 
stly  challenges.  Lutz  has  urged 
e  gearheads  to  find  ways  to  hew 
ore  to  designers'  drawings. 
The  results,  says  Welburn,  can 
seen  in  the  Pontiac  Solstice  and 
[jturn  Sky  roadsters.  Both  will  be 
i  lilt  to  their  original  vision— and 
e  Solstice  already  has  buyers  lin- 
?  g  up  to  get  one  when  it  goes  on 
;le  this  fall.  In  both  cases,  Lutz 
:  oved  he  can  ram  a  good  project 
trough  the  system.  He  ordered 
letches  of  the  Solstice  from  three 
sperent  design  houses  and  then 
:jit  a  special  engineering  team  to 
ure  out  how  to  manufacture  the 
i  s  profitably.  Similarly,  GM  start- 
i  with  hundreds  of  sketches  for 
:  next  Cadillac  CTS,  due  out  in 
Then  three  studios  produced 
1-size  models  of  the  car.  In  the 
t,  Welburn  says,  GM  would  as- 
one  design  team  to  work  on  a 
from  start  to  finish, 
utz  has   also  targeted  GM's 


shoddy  interiors,  frequendy  the  first  place 
GM  money  men  look  for  cost  savings 
when  a  car  goes  over  budget.  Lutz's  aim  is 
to  leapfrog  rivals  such  as  Toyota  Motor 
Co.  and  Volkswagen  by  using  more  pat- 
terned leather  and  plastics  with  a  richer 
feel.  "Bob  has  made  interiors  a  priority," 
says  Liz  Wetzel,  a  GM  design  director, 
who  adds  that  she  and  her  colleagues 
meet  with  purchasing  execs  regularly  to 
make  sure  they  don't  cut  corners  to  shave 


a  few  pennies.  Still,  given  the  demands  by 
the  finance  guys  that  GM  reap  a  specific 
return  on  each  car,  this  is  one  battle  Lutz 
has  not  yet  definitively  won. 

Indeed,  the  need  to  do  things  on  the 
cheap  remains  his  biggest  challenge. 
Lutz's  boss,  CEO  G.  Richard  "Rick" 
Wagoner  Jr.,  is  doing  his  part— pushing 
each  of  GM's  global  outfits  to  share  engi- 
neering work  and  factory  capabilities  to 
cut  costs.  Part  of  the  plan  is  to  keep  send- 
ing engineering  jobs  overseas,  including 
to  lower-cost  nations.  Since  1997  the  car- 
maker has  pared  its  North  American  en- 
gineering staff  from  19,000  to  12,000. 

Even  more  important,  each  region 
will  take  the  lead  in  developing  plat- 
forms and  parts  for  specific  vehicle 
types.  North  America  will  engineer  luxu- 
ry cars  and  most  trucks  and  SUVs.  Eu- 
rope will  take  the  lead  on  compact  and 


Renaissance  in  '07? 


CHEVROLET 
CHEYENNE 

A  next-generation 
pickup  will  echo 
some  of  this  concept 
car's  styling  cues 
when  it  arrives  in 
showrooms 


SATURN 
SKY 

The  Sky  aims  to  bring 
flair  and  styling 
passion  to  the 
Saturn  brand-at  a 
list  price  of  about 
$20,000 


BUICK 

CENTIEME 

A  crossover 
will  bear  a  family 
resemblance  to  this 
show  car,  bringing 
new  elegance  to  a 
stodgy  old  brand 
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midsize  cars.  Australia  will  develop  the  un- 
derpinnings of  some  rear-drive  cars,  and 
GM's  Korean  Daewoo  operations  will 
work  on  subcompact  cars  and  small  SUVs. 
Says  James  E.  Queen,  vice-president  for 
global  engineering:  "The  big  change  is 
that  these  engineers  are  working  on  behalf 
of  GM,  not  their  specific  region." 

That's  already  happening.  Engineers 
at  GM  Daewoo  Auto  &  Technology  Co.  in 
Korea  are  working  on  the  next  Saturn 


Vue  small  SUV  for  the  U.S.  market.  New 
virtual-engineering  tools  let  American 
designers  such  as  Wetzel  see  a  life-size  3- 
D  image  of  the  Vue  on  a  wall-size  screen 
in  GM's  design  studio  in  Detroit.  She 
makes  design  changes  while  talking  via 
speakerphone  with  Korean  engineers 
who  are  looking  at  the  same  image. 

By  better  meshing  its  global  operations, 
GM  hopes  to  wring  out  costs  and  then 
pump  the  savings  into  better  models.  Lutz 


needs  all  the  resources  he  can  amass  I 
while  his  revolution  is  gaining  trac 
there's  still  plenty  to  do.  With  so  nj 
models  in  need  of  an  overhaul,  GM  lil 
will  have  to  keep  offering  employee  | 
counts  to  all  comers— a  program  the  j 
maker  extended  into  July,  prompting  'i 
Motor  and  Chrysler  Group  to  follow  I 
But  it  looks  as  if  Lutz  is  at  least  stet  j 
GM  design  in  the  right  direction.  ■ 
-By  David  Welch  in  Lk\ 


MARKETING 


Hyundai  Takes 

A  Hard  Curve  Into  Swank 


John  June  was  all  set  to  trade  his 
Acura  TL  for  a  Toyota  Avalon  this 
summer  when  he  saw  the  first 
photos  of  Hyundai's  new  2006 
Azera  sedan.  "It  just  knocked 
me  out,"  says  the  retired  Fire  Dept. 
dispatcher  from  North  Bellmore,  NY.  June, 
57,  likes  the  car's  crisply  edged  looks, 
plentiful  luxury  goodies,  and  generous  10- 
year  warranty.  "Who  would  ever  have 
thought,"  marvels  June,"that  Hyundai 
would  be  building  a  car  like  this?" 

Who  indeed?  When  Hyundai  Motor  Co. 
first  arrived  in  the  U.S.,  19  years  ago,  it  was 
best  known  for  rattletrap  econoboxes. 
Appropriating  the  Toyota  Motor  Corp.  and 
Honda  Motor  Co.  playbook,  the  Korean 
upstart  has  since  moved  into  larger,  better- 
made  cars  and  expanded  into  more 
lucrative  segments  such  as  minivans  and 
SUVs.  Now,  with  the  $30,000  Azera, 
Hyundai  is  aggressively  moving  upmarket 
and  even  harbors  ambitions  of  getting  into 
the  profitable-and  crowded-luxury 
segment.  Going  lux  is  a  big  stretch  for 
Hyundai,  and  some  analysts  wonder  if  the 
auto  maker  is  moving  too  quickly  to  shed  its 
value  image.  "I  think  it's  way 
premature,"  says  John 
Wolkonowicz,  an  analyst  at 
Lexington  (Mass.) 
researcher  Global  insight 
Inc.  "The  brand  doesn't  carry 
any  prestige." 

The  Azera,  which  rolls  out 
in  November,  is  something  of 
a  baby  step.  Aimed  at  Avalon 
and  Nissan  Maxima  drivers, 
the  big  sedan  serves  to  show 
that  Hyundai  is  capable  of 


The  luxury 
gambit 
could  suffer 
from  the 
carmaker's 
lack  of  cachet 


building  a  classy  vehicle  while  still  offering 
the  decent  price  Americans  have  come  to 
expect.  Buyers  get  a  lot  for  their  30  grand: 
eight  air  bags,  a  five-speed  automatic 
transmission,  and  an  aluminum  3.8-liter  V6 
engine  that  pumps  out  some  265 
horsepower.  The  Azera  also  is  loaded  with  all 
the  upmarket  extras:  stability  control,  a 
premium  sound  system,  rain-sensing 

wipers,  and  a  telescoping 
steering  wheel.  Robert 
Cosmai,  Hyundai  Motor 
America's  chief  executive, 
says  he  hopes  eventually  to 
sell  50,000  Azeras  a  year,  a 
leap  from  the  17,000  annual 
sales  its  more  pedestrian 
predecessor,  the  XG350, 
racks  up. 

The  bigger  test  will  come 
in  spring,  2008,  when 
Hyundai  introduces  a  rear- 


wheel-drive  entry  luxury  sedan.  Details 
about  the  car  are  scarce,  but  Hyundai's 
long-term  strategy  is  plain:  Use  the  car  to 
see  if  a  separate  luxury  brand— a  la  Lexus  oj 
Infiniti-is  feasible.  It's  a  long  shot.  Says 
Daniel  A.  Gorrell,  automotive  partner  at  the 
San  Diego  consulting  firm  Strategic  Vision 
Inc.:  "If  Infiniti,  which  has  been  out  for  morel 
than  10  years,  is  still  I 
struggling,  think  how 
far  Hyundai  has  to  go  j 
But  skipping  the 
expensive  step  of 
creating  an 
independent  luxury 
franchise  would  also 
be  risky.  Witness 
Volkswagen's  Phaetor 
flop:  Sales  have 
sputtered  as  buyers 
resist  shelling  out 
$70,000-plusfora 
sedan  from  mass- 
market  VW 

Hyundai's  gambit 
could  also  short- 
change efforts  to  fill 
out  its  core  lineup.  While  the  carmaker's 
Korean  executives  want  the  cachet  of  setting 
an  upscale  car,  analysts  say,  American 
dealers  are  clamoring  for  a  pickup  truck.  Th 
company  aims  to  sell  one  million  cars  in  the 
U.S.  by  2010,  up  from  418,600  last  year-a 
tall  order,  especially  without  a  truck.  Cosma 
says  the  company  is  still  considering  adding 
a  pickup.  A  new  minivan  and  a  larger  SUV  a 
coming  next  year. 

Launching  a  luxury  car  will  keep  Hyundc 
marketers  busy  for  now.  Lacking  the  status 
most  companies  rely  on  to  sell  premium 
cars,  Hyundai's  strongest  suit  may  be  its 
own  reverse  chic.  Like  millionaires  who  she 
at  Costco,  owners  of  Santa  Fe  SUVs  and 
XG350  sedans  don't  care  about  snob 
appeal.  They're  eager  to  bend  your  ear 
about  what  a  good  deal  their  cars  are.  To 
keep  attracting  the  likes  of  John  June,  chee 
chic  may  still  be  Hyundai's  best  bet. 

-By  Kathleen  Kerwin  in  Detn 
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CASE  STUDY: 

Fueling  Field  Productivity 

A  growing  insurance  company  wanted  to  mobilize  its  field  agents 
without  putting  its  IT  staff  into  overdrive.  Insight  configured, 
activated  and  tested  mobile  aircards  and  shipped  them 
to  each  user  with  simple-to-follow  instructions.  Out  of  the 
box  and  into  their  notebooks,  agents  received  customized 
aircards  that  were  ready  for  business.  The  end  result: 
A  successful  mobile  mission  accomplished  in  record  speed. 


WORK 

FOR  THE  MOBILE 
WORKFORCE 


Connect  to  the  people  and  information 
that  count  with  Insight.  As  one  of  the 
world's  largest  providers  of  IT  products 
and  services,  Insight  offers  leading- 
edge  mobility  technologies  with  the 
technical  know-how,  advanced  services 
and  financing  to  put  your  ambitious 
IT  goals  within  reach.  Find  out  how 
Insight  can  minimize  the  steps  of 
implementing  a  mobile  solution. 
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AEROSPACE 


UIKEACHALLENGE- 
AND  I'VE  GOT  ONE' 

Fixing  Boeing's  image  and  assuring  future 
growth  won't  be  easy  for  Jim  McNerney 


WHEN  W.  JAMES 
McNerney  Jr.  was 
named  Boeing  Co. 
chairman,  presi- 
dent, and  CEO  on 
June  30,  Boeing's 
shares  soared  7%. 
George  Shapiro,  aerospace5  analyst  for 
Smith  Barney  Citigroup,  explains  in- 
vestors' jubilation:  "[McNerney]  has 
been  the  top  choice  for  years,  has  proven 
operating  skills,  [and]  an  aerospace  and 
defense  background." 

True  enough.  But  Boeing's  new  pilot 
faces  daunting  tasks:  restoring  the 
Chicago  company's  tarnished  image, 
squeezing  more  profit  out  of  existing 
businesses,  and  setting  up  the  $51  billion 
aerospace  goliath  for  future  growth. 

Currently,  Boeing's  two  main  divi- 
sions—commercial airplanes  and  inte- 
grated defense  systems— are  generating 
plenty  of  operating  profit.  That  will  give 
McNerney  some  time  to  get  his  bearings. 
But  defense  spending  has  leveled  off,  and 
it's  expected  to  fall  beginning  in  2007  as 
political  pressure  to  make  cutbacks  grows. 
What's  more,  despite  strong  orders  for 
Boeing's  new  787  jet,  there  are  questions 
about  how  long  the  commercial  airplane 
recovery  will  last.  As  a  former  Boeing  di- 
rector and  CEO  of  General  Electric's  air- 
craft-engine division,  McNerney  knows 
better  than  most  what  lies  ahead.  "This  job 
will  test  more  things  about  me  than  almost 
any  job  I  can  think  of,"  McNerney  told 
BusinessWeek.  "Hike  a  challenge— and  I've 
got  one." 

For  McNerney,  cleaning  up  Boeing's 
toxic  culture  is  Job  One.  Yes,  the  company 
has  made  progress  improving  relations 
with  the  Defense  Dept.  and  key  congres- 
sional leaders  following  a  string  of  pro- 
curement scandals.  But  insiders  say  a  bu- 
reaucracy that  stifles  innovation,  resists 
change,  and  tolerates  rule-bending  re- 


Getting  His 
Bearings 

Boeing  is  doing  well  now,  but  its 
new  CEO  may  have  to  manage 
daunting  problems 

STRATEGY  While  the  commercial  plane 
business  is  enjoying  a  rebound,  Boeing's 
other  big  moneymaker,  defense,  is 
poised  for  a  downturn  as  wartime 
spending  hikes  give  way  to  budget  cuts. 

EXECUTION  Two  bet-'he-company 
projects-the  787  passenger  jet  and  a 
huge  contract  to  modernize  the 
military-seem  to  be  on  track.  But 
Boeing's  notorious  bureaucracy  could 
trip  up  either  one. 


CULTURE  Boeing  has  put  recent 
scandals-ranging  from  sexual- 
harassment  lawsuits  to  stealing  rivals' 
proprietary  data-behind  it.  But  some 
insiders  say  a  toxic  culture  could 
fe°nerate  more  notoriety. 


mains  largely  intact  Adds  Lehman  Bi 
ers  aerospace  analyst  Joseph  F.  Cami 
Jr.:  "This  is  the  Boeing  that  toleratec 
havior  that  led  to  sexual  harassment  s 
debarment,  and  criminal  prosecutior 

ARROGANCE 

BOEING'S  DARK  SIDE  has  cost  bot 
commercial  and  defense  businesses  d( 
Arrogant  execs  badly  underestimated 
bus,  whose  market-share  gains  Boein 
only  recently  pushed  back  with  the  gi 
changing  787  Critics  also  accuse  Boeii 
winning  defense  contracts  by  overpro 
ing  and  underbidding.  Case  in  point 
Future  Imagery  Architecture  contra  II 
spy-satellite  program  worth  an  estimla 
$10  billion  over  10  years.  Boeing  woij 
business  by  pledging  major  leaps  in 
nical  performance  at  a  much  lower 
than  its  rivals  could  match.  The  com 
insists  all  its  defense  contracts  are  on 
but  Loren  B.  Thompson,  a  senior  def 
analyst  for  the  Lexington  Institute 
Washington  (D.C.)  defense  think  tanlA 
lieves  hanging  on  to  them  poses  ■ 
biggest  challenge  McNerney  will  face! 

Boeing  also  will  have  to  execute  p 
lessly  on  its  two  bet-the-company  irfc 
tives:  the  787  jetliner  and  the  complex  o 
working  system  for  the  U.S.  Army  knw 
as  Future  Combat  Systems.  While  Be  n 
has  stream' 

planemaking,  a  n 
production  snaf 
'98  still  hangs  ov 
company.  Boeing 
ill  afford  missed  deadlines  or  big  cost 
runs  on  FCS— a  $22  billion  program 
fat  margins. 

Ultimately,  McNerney  will  have  tc 
ure  out  how  to  increase  growth  ove 
long  term.  With  sales  expected  to  sloB 
both  the  commercial  plane  and  detl 
businesses,  McNerney  may  need  to  M 
for  acquisitions,  including  perhaps  iM 
eign  aerospace  company  such  as  BAE 
terns  PLC  or  a  networking-commu] 
tions  outfit.  McNerney  says  he  isn't ; 
fan  of  buying  for  growth,  blaming 
ing's  recent  troubles  in  part  on  "ban 
together  a  lot  of  acquisitions,"  inclu 
Hughes  Space  &  Communications 
McDonnell-Douglas  Corp.  But  he 
have  no  choice  if  growth  drops 
sharply  in  the  coming  years. 

In  the  meantime,  McNerney  will  ha 
nurture  the  culture  of  innovation  ii 
the  company,  tap  into  the  reservoir  o 
gineering  talent,  and  instill  manage) 
accountability.  If  he  achieves  all  that, 
Boeing's  new  pilot  will  have  more 
earned  his  $1.75  million  salary.  II 

-By  Stanley  Holmes  in  St 


McNERNEYWill 
he  need  to  make 
acquisitions? 
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HE  INTERNET 


GOOGLE'S  LEAP  MAY 
SLOW  RIVALS' GROWTH 

'JiSN  and  Yahoo!  face  new  challenges  as 
heir  share  of  search  falls 


EARLY  A  YEAR  AFTER 
Google's  IPO  marked  the 
start  of  a  new  phase  in 
Web  search  competition, 
the  upstart  is  making  in- 
dustry giants  Microsoft's 
MSN  and  Yahoo!  look 
]e  also-rans.  Google's  share  of  U.S. 
i.irches  hit  52%  in  June,  up  from  45%  a 
j  ir  ago,  according  to  Web  analytics  firm 
tlhSideStory  Inc.  By  contrast,  Yahoo's 
id  MSN's  share  slipped  to  25%  and  10% 
a.pectively.  Says  Mark  S.  Mahaney,  an 
:  alyst  at  Smith  Barney  Citigroup:  "  Fec- 
it' haven't  been  given  a  good  reason  to 
i  itch  from  Google." 

(Does  that  really  matter?  The  two 
finesses  still  attract  more  total  visi- 
u  s,  thanks  to  their  broad  offerings  of 
<  nes,  music,  personals,  and  much 
;  >re.  Ever-profitable  Microsoft  Corp. 
jji  oodles  of  cash  to  lavish  on  MSN, 
ile  Yahoo!  Inc.  delivered  record  rev- 
iles of  $1.2  billion  in  the  first  quarter. 
iIat's  providing  the  resources  to  fund 
.0fv  forays  into  easier-to-use  sites  and 
re  advanced  search  technologies. 
>till,  MSN's  and  Yahoo's  search  prob- 
e  is  could  come  back  to  haunt  them, 
ny  analysts  see  search  as  a  crucial 
5.  ree  for  everything  else  online,  where 


GOOGLE  LEAVES  EM 
IN  THE  DUST 


PERCENT 


::I 


consumers  go  to  begin  their  travels.  As- 
suming that  continues  to  be  the  case, 
MSN's  and  Yahoo's  eroding  search  shares 
could  slow  their  growth  rate  in  the  future. 
Research  shows  that  Web  surfers  increas- 
ingly use  search  as  a  means  to  navigate 
the  Web,  often  in  lieu  of  the  URL  box— the 
space  in  a  browser  where  users  type  in  a 
Web  address.  "From  online  dating  to  trav- 
el to  banking,  we  see  that  search  is  often  a 
starting  point  for  peo- 
ple," says  Bonny 
Brown,  director  of  re- 
search at  Keynote  Sys- 
tems Inc.,  which 
measures  the  per- 
formance of  Web  sites. 
Google's  search 
lead,  moreover,  looks 
pretty  unassailable,  at 
least  for  now.  Despite 
many  studies  indicat- 
ing the  near-parity  of 
rival  search  tech- 
nologies, changing 
searchers'  habits  is 
more  difficult  today  than  in  the  Web's  ear- 
ly days,  when  surfers  hopped  from  Yahoo 
to  Excite  to  AltaVista  and  back.  One  fa- 
miliar yet  persistent  reason  for  this  loyal- 
ty is  Google's  spartan  home  page,  which 


GOOGLE         YAHOO! 
Data:  WebSideStory  Inc. 


includes  just  13  links  or  so— less  than  a 
tenth  of  the  number  at  MSN  and  Yahoo. 
"People  are  on  a  mission  when  they  come 
to  a  search  site,"  says  Jared  M.  Spool, 
founding  principal  at  researcher  User  In- 
terface Engineering.  "The  last  thing  they 
want  to  know  is  what's  happening  with 
Tom  Cruise." 

MSN  and  Yahoo  are  trying  to  match 
Google's  uncluttered  approach  as  they 
push  ahead  with  new  technologies.  An  ex- 
ample: Conceding  that  less  can  be  more, 
search.msn.com  and  search.yahoo.com 
have  long  mimicked  Google's  minimal- 
ism. Now  both  companies  are  trying  to 
market  these  little-trafficked,  bare-bones 
sites.  To  lure  new  surfers  to  these  and  oth- 
er services,  Microsoft  spent  $44  million 
marketing  various  MSN  services  in  the 
first  four  months  of  2005,  while  Yahoo 
spent  $14  million— vs.  just  $2  million  for 
Google,  says  TNS  Media  Intelligence. 

DIGGING  DEEPER 

THE  INCUMBENTS  are  also  meeting 
Google's  vaunted  search  technology  head 
on.  Microsoft,  for  instance,  has  focused 
on  providing  answers  to  questions  direct- 
ly in  its  search  results.  Plug  in  the  query: 
"What  is  the  population  of  Bangladesh?" 
and  MSN  puts  the  answer— 144  million— 
atop  the  list  of  search  results. 

Yahoo  has  gone  further.  It  has  im- 
pressed research  professionals  with  a 
steady  stream  of  new  sources  and  smart 
tools.  In  June  it  announced  a  trial  feature 
that  scans  the  content  of  subscription 
sites,  such  as  Wall  Street  Journal  Online 
and  ConsumerReports.org.  And  Yahoo's 
My  Web  2.0  social  search  service  looks  at 
search  through  an  entirely  new  lens. 
Common  to  all  Web  search  today  is  a 
heavy  emphasis  on  "link  analysis":  the 
more  incoming  links 
to  a  given  site,  the 
greater  its  weight  in 
search  results.  Ya- 
hoo's social  search 
shifts  the  emphasis  to 
the  opinions  of  a 
searcher's  friends  and 
colleagues  rather  than 
the  links  of  other  Web 
publishers. 

This  three-way  race 
has  already  turned 
Web  search  into  a 
hotbed  of  innovation 
that  has  delivered 
huge  gains  to  consumers.  But  if  Yahoo  and 
MSN  want  to  keep  up  their  torrid  growth, 
they've  got  to  figure  out  a  way  to  get  more 
heat  out  of  their  search  engines.  ■ 

-By  Ben  Elgin  in  San  Mateo,  Calif. 
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STRONG 
MEDICINE 

UnitedHealth  Group  Chief 
Executive  Dr.  William  McGuire 
is  riding  the  wave  of 
consolidation  in  health  care. 
On  July  6,  Minneapolis-based 
United  snapped  up  PacifiCare 
Health  Systems  for  $8.1 
billion.  News  of  the  deal  came 
less  than  a  year  after 
WellPoint  and  Anthem 
merged  into  a  health- 
insurance  behemoth  that 
kicked  United  out  of  its  No.  1 
spot  in  the  industry. 

PacifiCare  will  add  much 
more  than  heft  to  United.  The 
Cypress  (Calif.)  company  will 
also  expand  United's  reach  in 
private  Medicare  insurance 
plans.  It's  no  surprise  that 
McGuire  chose  PacifiCare  as 
his  big  play  in  the  Medicare 
market.  When  other  health 
insurers  bailed  out  of 
Medicare  a  few  years  ago, 
PacifiCare  hung  in  there.  Now 
it  stands  ready  to  benefit 
from  government  reforms 
that  will  boost  payments  to 
private  Medicare  insurers. 

Investors  have  yet  to  be 
convinced:  Although 
Pacifi Care's  stock  rose  5.7%, 
to  $77.09.  United's  shares 
were  mostly  flat,  closing  at 
$53.50  on  July  6. 

-Arlene  Wemtraub 


LEVITT:  AIG'S 
MR.  CLEAN 

When  he  ran  the  Securities  & 
Exchange  Commission  from 
1993  to  2001,  Arthur  Levitt 
was  never  shy  about  chiding 
companies  or  their  advisers 
over  earnings  shenanigans. 
Since  retiring,  though,  Levitt 
has  kept  a  low  profile.  But  he 
made  his  way  back  to  the 
public  stage  on  July  5,  when 
American  International  Group 
announced  that  Levitt  has 
been  hired  to  vet  future 
nominees  to  the  board  and 
advise  on  board  procedure, 
structure,  and  governance. 
He'll  have  plenty  of  eyes 
watching:  AIG,  which  wiped 
away  $1.3  billion  of  reported 
net  income  in  a  financial 
housecleaning  in  May,  is  the 
subject  of  two  regulatory 
lawsuits  and  a  criminal 
inquiry  into  possible 
wrongdoing  by  former 
executives.  Having  a 
regulatory  veteran  with  a 
squeaky-clean  image  on 
hand  can  only  help. 


NOT SUCH A 
GOOFY  IDEA 


Hi  ho,  hi  ho,  it's  off  to  dial  we 
go.  Walt  Disney  is  teaming  up 
with  Sprint  to  offer  vanity  cell 
phones  aimed  at  kids  and 
their  families.  Disney,  which 
will  operate  the  phone  service 
using  Sprint's  wireless 
network,  is  likely  to  use 
ringtones,  games,  and  other 
Disney-branded  products  and 
to  offer  a  feature  for  parents 


to  keep  track  of  children.  The 
service  is  Disney's  latest 
effort  to  cash  in  on  the 
booming  cell-phone  market. 
In  December,  its  ESPN  unit 
announced  plans  for  an  ESPN 
Mobile  wireless  phone  with 
sports  scores  and  stats  on  its 
startup  screen.  The  ESPN 
phone  is  expected  to  be  sold 
later  this  year,  with  the 
Disney-branded  phone  to 
follow  next  year. 


ORACLE  IS 
STILL  HUNGRY 

True  to  CEO  Larry  Ellison's 
word,  the  acquisition  pace  at 
Oracle  shows  no  signs  of 
slowing.  The  company  that 
gobbled  up  PeopleSoft  and 
Retek  for  a  total  of  nearly  $11 
billion  in  cash  earlier  this  year 
announced  the  purchase  of 
small,  privately  held 
Profit  Logic  on  July  5.  Financial 
terms  weren't  disclosed,  but 
analysts  estimate  the  deal  to 
be  worth  about  $160  million. 
It's  not  a  big  deal,  but  it's 
important  strategically.  Like 
Retek,  ProfitLogic  makes 
software  for  retailers,  one  of 
the  few  sectors  for  business 
software  that's  largely 
untapped.  Ellison  &  Co.  are 
signaling  that  they  don't  plan 
to  let  rival  SAP  dominate 
retailing  the  way  it  has  many 
other  sectors. 


BROADCOM'S 
NEW  SUIT 

Chipmaker  Broadcom  is  still 
swinging  away  at  cellular- 
phone  powerhouse 
Qualcomm.  Broadcom,  which 
filed  a  patent  infringement 
suit  against  Qualcomm  over 
cell-phone  technology  in 
May,  has  now  filed  an 
antitrust  suit  against  its 
larger  rival,  alleging 
monopolistic  tactics  in  the 
cell-phone  business.  In  the 
latest  suit,  Broadcom  claims 
Qualcomm  is  squeezing  out 


competition  by  making 
phone  manufacturers  sigr 
exclusive  purchasing  deal^ 
for  its  chips.  Qualcomm  c;  $ 
the  suit  a  "desperate  atten  t 
to  gain  bargaining  leverat ' 
over  patent  licenses. 
Counters  Broadcom  CEO 
Scott  McGregor:  "They 
agreed  to  fair  and  reasona  e 
licensing  terms.  They're  n<|| 
living  up  to  that" 


ETCETERA... 

»  Wal-Mart  raised  its  fore 
for  June  sales  to  a  4.5%  ga 
»  Zions  Bancorp  will  expa 
into  Texas  by  buying  Amegi 
Bancorp  for  $1.76  billion. 
»  Northwest  Airlines  clean 
and  mechanics  asked  the  i 
to  release  them  from  stalle 
contract  talks. 


CLOSING  BELL    j 


Wall  Street  got  a 
little  misty-eyed  or 
July  5  after  bausci 
&  Lomb  said  that  i 
would  acquire 
55%  of  Shandong 
Chia  Tai  Freda 
Pharmaceutical, 
China's  leading 
ophthalmic  pharrr 
company,  for  $20( 
million.  Bausch 
shares  rose  7%,  tc 
$87.50,  on  the 
announcement. 
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Facts,  beyond  words. 


One  of  the 

50  largest  companies 

of  the  world.  (*) 


World's  2nd  largest 
integrated  telco 
operator  by  market 
capitalisation. 


enues  for  2004  of 

r  39  billion  Euros, 

resent  a  1.8% 

actonGNP 

1e  markets  where 

operate. 


140  million  clients 
in  40  countries. 


22.5%  total  return 
in  2004 fori. 5  million 
stockholders. 


30.6%  growth  in  net 
profit  last  year. 


O  Edua'do  Chillida  VECAP  Madrid.  2005 


'ship  is  about  having 
vision  and  not  letting 
ng  stand  in  our  way. 
Q  5  vision  that  helped  us 
pme  a  global  success 
e  telecommunications 
or  of  choice  in  the 
ountries. 


Leadership  is  about  market 
capitalisation. 

It's  how  we've  become  one 
of  the  top  4  in  the  world's 
ranking  of  telecom  operators 
and  among  the  top  5  in  the 
Eurostoxxso  ranking,  as  well 
as  achieving  30.6%  growth 
in  net  profit. 


Leadership  is  about  improving 
customer  satisfaction  and 
quality  of  life,  which  is  why 
we've  invested  over  2.4 
billion  Euros  in  R&D. 


Leadership  is  about  being 
the  main  investor  in  Latin 
America,  where  our  activities 
account  for  around  1%  and 
2.3%  of  the  CNP  in  the  main 
countries  where  we  operate. 


Leadership  is  about  our 
commitment  to  go  even 

further. To  this  end.Telefonica 
contributes  to  the 
improvement  of  the  social, 
economic,  technologic  and 
cultural  development  of  the 
markets  where  we  operate. 


At  Telefonica,  we  believe 
leadership  is  about  more 
th?n  just  the  way  you  think. 

Above  all  else,  it's  about  how 
you  perform. 


elefonica.es 


"JeJefimica 
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meet  the  CEO  of 


In  her  company,  sound  financial  advice  is  something  to  bank  on. 


advice  and  guidance     1 


Business  Performance  or.  an  entirely  new  scale.  A  360- 
degree  view  gives  her  an  uncanny  ability  to  match  the  right  financial 
tools  to  every  client.  Enhancing  her  clients'  portfolios,  she  improves 
her  own  bottom  line.  Thanks  to  the  world's  only  integrated  business 
intelligence  platform.  It's  total  win-win. 
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1Y  RICHARD  S.DUNHAM 


Independents  Are 
Having  Buyer's  Remorse 


UST  NINE  MONTHS  after  giving  George  W.  Bush  the  crucial 
wing  votes  he  needed  to  best  John  Kerry,  political  indepen- 
ents  are  bolting  out  of  the  Republican  Big  Tent.  Angered  by 
OP  meddling  in  the  Terri  Schiavo  right-to -die  case,  reeling 
rom  record  gasoline  prices,  and  depressed  by  the  escalating 

*-cle  of  violence  in  Iraq  and  Afghanistan, 
,ialigned  voters  are  suddenly  lining  up 
ith  Democrats  to  give  Bush  the  lowest 
(tings  of  his  Presidency.  The  disen- 
uintment  extends  beyond  the  White 
buse  to  the  GOP  Congress:  Only  31%  of 
^dependents  say  Congress  is  in  touch 
fith  their  concerns,  according  to  a  June 
15  Fox  News/Opinion  Dynamics  Poll, 
nid  such  dismal  data,  the  only  good 
ws  for  Republicans  is  that  the  chroni- 
lly  disorganized  Democrats  have  not 
nvinced  swing  voters  that  they  are  any 
tter— at  least  not  yet. 
But  that's  cold  comfort  to  the  GOP.  A 
ne  24-26  Gallup  Poll  shows  indepen- 
nts  turning  thumbs  down  to  much  of 
a  President's  second-term  agenda,  in- 
iding  his  stay-the-course  stance  on 
-.q,  partial  privatization  of  Social  Securi- 
and  a  pro-drilling  energy  policy.  Equal- 
worrisome:  Just  15%  of  indies  approve 
Bush's  handling  of  the  economy,  a  June 
-22  American   Research  Group  Poll 
md— down  from  44%  last  November. 
To  gauge  the  depth  of  independent 
ger,  talk  to  Alan  Rego  Jr.,  an  assistant 
[permarket  manager  in  Cleveland.  Rego, 
,  twice  voted  for  George  W.  Bush.  The 
aligned  voter  viewed  Bush  as  a  cham- 
n  of  small  business  and  a  stalwart  in 
war  on  terror.  But  he  now  sees  a  Pres- 
nt  bogged  down  in  a  Mideast  quagmire 
a  Congress  obsessed  with  a  Religious 
?ht  agenda  he  does  not  share.  "Con- 
ss  is  involved  in  too  many  social  issues 
it  it  shouldn't  be,  like  Terri  Schiavo,"  he 
s.  "It  doesn't  want  to  tackle  the  issues 
t  it  should  be  fixing,  like  tax  reform,  un- 
ployment,  and  job  creation." 
For  Republicans,  an  exodus  of  voters 
Rego  could  have  profound  repercus- 
ns.   Because   67%   of  independents 

fk  Bush   will   appoint   a   Supreme 
— 


FALLING  POLLS  inappropriately    in- 

Bush's  ratings  fluence  judicial  rul- 

are  at  new  lows        ingSj   according   to 
^matm  Gallup,  Dems  may 

be  emboldened  to  dig  in  for  a  long  show- 
down (page  38). 

Nearly  30%  of  the  electorate  describes 
itself  as  independent,  though  about  half 
of  those  voters  remain  reg- 
istered with  a  party.  So 
while  Republicans  have 
signed  up  more  than  4  mil- 
lion unregistered  Christian 
conservatives  in  two  years, 
a  sizable  decline  in  inde- 
pendent support  in  the 
2006  midterm  elections 
could  leave  the  GOP  a  net 
loser  outside  the  South. 
Particularly  at  risk  are  Re- 
publicans in  states  with  in- 
dependent streaks,  such  as 
California,  Colorado,  Minnesota. 
New  Hampshire. 

The  swing-voter  stampede  started  after 
the  extraordinary  intervention  by  Bush 
and  the  GOP  Congress  in  the  Schiavo 
case.  Now  socially  moderate  independ- 


The  Schiavo 
case  has  led 
many  swing 
voters  to  turn 
their  backs 
on  the  GOP 


and 


ents— who  strongly  favor  expanded  stem 
cell  research  and  oppose  overturning  Roe 
v.  Wade— fear  that  the  majority  party  is  in 
thrall  to  the  Religious  Right.  "These  peo- 
ple lean  more  Republican  because  of  fiscal 
issues,  but  they're  much  more  liberal  on 
social  issues,"  says  independent  pollster 
Dick  Bennett  of  American  Research 
Group.  "After  Schiavo,  they  said,  'Wait  a 
minute.  We  didn't  buy  in  for  that.' " 

Add  to  the  toxic  political  mix  sticker- 
shock  at  the  gas  pump  and  growing  wor- 
ries about  post-Saddam  Iraq.  In  an 
about-face,  formerly  hawkish  indies  now 
side  with  Democratic  war  critics.  Ac- 
cording to  Gallup,  just  31%  of  swing  vot- 
ers say  Bush  has  a  clear  plan  for  Iraq, 
and  60%  call  the  U.S.  invasion  a  mistake. 
Alan  Rego  recently  attended  services  for 
a  friend's  brother  killed  in  Iraq. 
"The  kid  was  my  age,"  he  recalls. 
"I  voted  for  Bush  because  he 
seemed  to  have  a  plan  to  deal  with 
terrorism,  but  Iraq  is  becoming 
another  Vietnam." 

Third-party  opening? 

THE  INDIE  REVOLT  worries  some 
GOP  veterans,  but  the  White 
House  seems  unconcerned.  Some 
insiders  say  Bush  liter-strategist 
Karl  Rove  believes  Republicans 
can  afford  to  lose  socially  liberal 
swing  voters  if  they  succeed  in 
wooing  indie  and  Democratic  "val- 
ues voters"  and  increasing  turnout 
on  the  Christian  Right.  "They  obviously 
have  a  strategy  to  change  the  electorate, 
and  they're  willing  to  give  up  independ- 
ents and  moderates,"  says  Democratic 
pollster  Stanley  B.  Greenberg. 

But  can  Democrats  capitalize?  Even 
Greenberg's  polls  show  Dems  struggling 
to  convince  voters  that  they  can  keep  the 
nation  safe,  foster  economic 
growth,  and  reform  pay-to- 
play  politics.  He  says  cir- 
cumstances are  ripe  for  a 
strong  third-party  candida- 
cy in  2008— if  the  right 
maverick  emerges. 

During  the  Bush  years,  the 
GOP  has  kept  a  majority  of  in- 
dies in  its  corner  by  portray- 
ing Dems  as  an  unacceptable 
alternative.  That  tactic  may 
work  again— if  Democrats 
fail  to  attract  the  political 
center  and  the  third-way  option  fizzles.  But 
with  so  many  swing  voters  ready  to  declare 
independence  from  Republican-ruled 
Washington,  Bush  and  his  allies  on  the  Hill 
can't  be  so  sure  anymore.  ■ 

-With  Ann  Therese  Palmer  in  Chicago 

July  18.  2005  I  BusinessWeek  I  49 
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SOUTH  KOREA 


HONING  ITS  DIGITAL  GAME 

Seoul  is  spending  billions  of  dollars— and  working 
closely  with  private  industry— to  get  ahead  of  the  IT  pac 


K  TELECOM  LTD.  IS  HARD 
at  work  develo^  og  what 
may  be  a  key  part  if  your 
digital  future.  It's  called 
I  radio-frequency  identifi- 
cation technology,  or 
RFID.  Here's  how  it  might 
work:  Strolling  in  Seoul,  you  notice  a  bill- 
board advertising  flower  delivery,  and  you 
remember  it's  your  girlfriend's  birthday. 
The  billboard  is  equipped  with  an  em- 
bedded radio  chip.  You  whip  out  your 
mobile  phone  and  press  a  "hot"  key  that 
connects  with  the  chip  and  calls  up  infor- 


mation from  the  advertised  flower  shop 
on  your  phone's  display.  You  select  a  bou- 
quet of  daffodils,  ana  a  query  pops  up 
asking  if  you'd  like  to  include  a  song.  You 
pick  a  ditty  on  daffodils,  and  click  "send" 
to  place  your  order,  which  is  billed  to  the 
phone.  The  shop  delivers  the  flowers  to 
your  girlfriend,  with  a  radio  chip  attached 
to  the  wrapping  paper.  She  clicks  the  hot 
key  on  her  phone  and  plays  the  song.  She 
is  happy  you  remembered— and  SK  Tele- 
com is  delighted  because  it  gets  traffic 
and  earns  money  selling  the  music. 
RFID  is  just  one  of  a  dozen  new  digital 


technologies  under  development 
South  Korea's  bustling  info -tech 
telecom  laboratories,  part  of  a  govt 
ment-led  campaign  to  ensure  that 
country  doesn't  lose  its  leading  role  a; 
innovator.  "We  are  determined  to  m; 
tain  Korea's  status  as  an  IT  leader, 
Information  &  Communication  Mini 
Chin  Dae  Je.  "Within  a  few  years,  Kore 
will  be  connected  anywhere,  any  ti 
and  enjoy  truly  ubiquitous  computing 

In  the  past  decade,  the  country  h 
vested  billions  to  make  itself  the  wo 
most  wired— and  wireless— nation.  T< 
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iree  quarters  of  South  Ko- 
;an  households  have 
roadband  Internet  hook- 
ps.  Of  the  population  of  48 
lillion,  80%  carries  a  mo- 
de phone,  many  equipped 
ith  cutting-edge  technolo- 
y  allowing  the  users  to  take 
hotos,  surf  the  Net,  and  lis- 
;n  to  music. 

But   other   nations   are 
arrowing  the  gap.  So  the 
Dvernment  has  launched  a 
rogram  designed  to  propel  Korea  ahead. 
3s  called  "IT839"  -shorthand  for  the 
ight  services,  three  infrastructure  proj- 
:ts,  and  nine  new  or  upgraded  devices 
lat  Korea's  tech  wizards  have  decided  to 
cus  on  over  the  next  five  years  (table.) 
Few  of  the  services  or  gizmos  the  Kore- 
is  are  working  on  are  unique.  What  dis- 
iguishes  the  effort  is  the  intense  co- 
)eration  between  the  IT  industry  and 
e  government— in  sharp  contrast  with 
U.S.,  where  the  government  devotes 
w  resources  to  the  development  of 
oadband  and  wireless  technologies.  In- 
ed,  the  soul  of  many  of  Korea's  ma- 
rines is  in  the  state-run  Electronics  & 
lecommunications  Research  Institute 
TRI).  There,  1,500  engineers— some 
id  by  private  industry,  some  by  the  gov- 
ament— are  working  on  technologies 
volved  in  IT839.   "Our  role  is  to  help 
■velop  basic  and  core  technology  and 
ike  it  a  new  global  standard,"  says 
TU  President  Yim  Chu  Hwan.  "Then 
w  products  will  be  developed  by  com- 
ities in  the  private  sector." 
The  mobile  phone,  which  in  the  future 
11  serve  as  the  centerpiece  of  communi- 
dons  and  entertainment,  is  the  focus  of 
ich  of  the  research.  Korea  has  already 
inched  a  long-awaited  advance  in  cell 
ones— live,  extended,  affordable  televi- 
b  transmission  on  your  phone,  using  a 
hnology  it  calls  digital  multimedia 
Dadcasting  (DMB).  TU  Media  Corp.,  an 
iliate  of  SK  Telecom,  has  signed  up 
,000  Koreans  for  the  service  since  May. 
|>bile  video  has  been  available  for  sev- 
W  years,  but  only  at  a  high  cost.  Now, 
•  Se  Kang,  a  36-year-old  Seoul  software 
gineer,  can  pass  the  time  on  his  one- 
ur  bus  commute  watching  live  soccer 
lies  via  satellite.  "This  is  great,"  Do 
fs.  "Watching  TV  on  the  small  screen  is 
ich  better  than  I  thought."  The  cost  for 
itless  TV  viewing:  $14  a  month. 
ETRI  played  a  critical  role  in  develop- 
;  DMB  mobile  TV.  Its  researchers  cre- 
d  the  technology,  then  Samsung  Elec- 
nics  Inc.  and  rival  LG  Electronics  Inc. 
ed  out  cell  phone-TV  combos.  ETRI 


South  Korea 
is  the 

world's  most 
wired— and 
wireless- 
nation 


has  done  the  same  for  other 
important  technologies.  For 
instance,  after  South  Korea 
decided  to  adopt  CDMA  as 
its  sole  wireless  standard  in 
1996— rather  than  the  GSM 
standard  prevalent  around 
the  world— ETRI  worked 
with  private  industry  to  de- 
velop snazzy,  high-perform- 
ance phones  that  won  wide 
acceptance  in  the  U.S., 
which  also  uses  CDMA.  Af- 
ter stunning  established  competitors 
with  their  success  with  CDMA,  Samsung 
and  LG  then  elbowed  their  way  into  the 
GSM  market. 

ETRI'S  latest  triumph  is  Korea's  ver- 
sion of  wireless  broadband,  WiBro, 
which  will  allow  users  of  phones  and 
computers  to  pick  up  signals  even  while 
traveling  at  speeds  up  to  40  mph.  That 
will  allow  television  viewing  and  data 
transmission  from  a  moving  car  or  train. 

A  SINGLE  PIPE 

KOREA'S  RFID  DEVELOPMENT  is  closely 
tied  to  another  IT839  project  called  USN, 
or  the  ubiquitous  sensor  network,  which 
would  allow  various  industries  to  manage 
logistics  and  distribution  through  RFID 
tags  that  would  be  embedded  in  virtually 


Numbers 

Game 

South  Korea's 
IT839  project 
targets  critical 
technologies. 
The  numerals 
stand  for: 


EIGHT  SERVICES  Industry  and  government  are 
collaborating  to  break  new  ground  in  such  areas  as 
Internet  telephony,  wireless  broadband,  and  products  and 
advertisements  embedded  with  communication  chips. 

THREE  INFRASTRUCTURE  PROJECTS  These  are  BCN, 
or  broadband  convergence  network,  an  upgraded  version 
of  the  current  broadband  system;  USN,  or  ubiquitous 
sensor  network,  which  would  allow  various  industries  to 
manage  logistics  and  distribution  through  electronic  tags; 
and  IPv6,  which  would  create  a  limitless  number  of 
Internet  Protocol  addresses. 

NINE  GROWTH  ENGINES  This  entails  upgrading 
technology  for  mobile  communications,  personal 
computers,  personal  service  robots,  and  other  devices. 


Data.  South  Korea  Information  &  Communication  Ministry 


all  products.  Another,  even  more  impor- 
tant, infrastructure  project  is  building  a 
broadband  convergence  network,  or 
BCN,  which  would  integrate  wired  and 
wireless  telecom  and  broadcasting,  al- 
lowing users  to  send  voice,  text,  images, 
and  video  all  through  the  same  pipe. 
Right  now  only  rudimentary  BCN  sys- 
tems exist  on  a  very  small  scale. 

South  Korea  would,  of  course,  like  to  be 
in  the  vanguard  of  such  groundbreaking 
technology.  But  it  has  lots  of  competition. 
Every  major  cell  phone  maker  around  the 
world  is  working  on  RFID  enabled 
phones  in  conjunction  with  banks  and 
credit  card  companies.  Visa  International 
and  American  Express  Co.  recently  an- 
nounced nationwide  U.S.  rollouts  of 
RFID  technology  for  their  credit  cards.  In 
mobile- digital  TV,  Nokia  is  promoting  a 
standard  called  DVB-H  in  Europe,  while 
in  North  America,  Qualcomm  Inc.  is 
pushing  its  own  version,  called  MediaFlo. 
Yet  foreign  tech  giants  are  also  using 
wired  Korea  as  a  testing  ground  for  their 
own  products.  In  June  Intel  Corp.  an- 
nounced that  it  will  team  up  with  Korean 
telecom  giant  KT  Corp.  to  develop  long- 
distance wireless- broadband  technology. 
In  March  Microsoft  Corp.  opened  its  first 
global  wireless-device  technology  lab  in 
Seoul,  saying  it  expected  South  Korea  to  be 
an  "ideal  model"  in  the 
mobile  sector.  Siemens, 
Hewlett-Packard,  Cisco 
Systems,  Motorola,  and 
Nokia  have  also  set  up 
shop  in  the  country. 
"Korea  is  very  important 
not  just  as  a  test  bed  but 
as  a  major  market,"  says 
Qualcomm  founder  Irwin 
M.  Jacobs. 

Clearly,  there  is  a  glob- 
al fight  going  on  over 
who  will  be  first  to  roll  out 
the  next  generation  of 
digital  technologies,  and 
South  Korea  won't  always 
be  first.  But  in  coming 
years,  if  you  take  a  digital 
tour  of  your  local  muse- 
um, send  video  files  while 
driving,  watch  a  soccer 
game  on  the  bus,  or  order 
a  bouquet  of  flowers  via 
radio  signal,  there'll  be  a 
good  chance  that  South 
Koreans  helped  make  it 
happen.  ■ 

-By  Moon  Ihlwan  in 

Seoul,  with  Peter  Burrows 

and  Cliff  Edwards  in 

San  Mateo,  Calif. 


News  International  Business 


COMMENTARY 


BY  GAIL  EDMONDSON 


The  Real  Scandal  at  Volkswagen 

Behind  the  fraud  and  corruption  probe  is  a  company  that  has  lost  its  way 


JUST  WHEN  VOLKSWAGEN'S  FOR- 
tunes  looked  like  they  couldn't  fall 
further,  a  scandal  has  erupted  that 
could  shake  Europe's  biggest  auto 
maker  to  its  foundations.  German 
state  prosecutors  confirmed  on  June  30 
that  they  have  opened  an  investigation 
into  possible  fraud  and  corruption  by 
managers  and  labor  representatives  at  the 
car  giant.  Alerted  by  VW's  legal  depart- 
ment, prosecutors  are  looking  into  a  se- 
ries of  front  companies  that  insiders 
may  have  used  to  wring  kickbacks  from 
suppliers  and  government  officials  for 
doing  business  with  VW.  They're  also 
investigating  Lustreisen,  or  pleasure 
trips,  to  Brazil  allegedly  taken  by  VW's 
labor  representatives  and  expensed  to 
the  company  with  individual  tabs  as 
high  as  $36,000.  Already  two  senior 
managers  have  quit,  including  VW's 
chief  employee  rep,  Klaus  Volkert,  one  of 
the  most  powerful  figures  in  IG  Metall, 
the  all-important  metalworkers'  union. 
Volkert  denies  any  wrongdoing. 

The  big  question  is  whether  prosecutors  will  find  evidence 
linking  any  misdeeds  to  VW  Personnel  Chief  Peter  Hartz,  the  ar- 
chitect of  VW's  unique  four-day  workweek  model,  which  saved 
tens  of  thousands  of  jobs  in  the  early  1990s.  He  is  also  author  of 
the  important  but  unpopular  labor  market  reforms  that  bear  his 
name.  German  press  reports  allege  that  Hartz,  a  close  friend  of 
Volkert,  signed  off  on  the  plea,  ore  trip  expenses  and  the  cost  of 
flying  prostitutes  from  Brazil  to  Germany.  "I  sharply  reject  these 
calumnies,"  Hartz  said  in  a  statement  But  if  Hartz  is  ensnared  in 
the  prosecution,  it  will  look  baa  for  Chancellor  Gerhard 
Schroder,  who  has  long  relied  on  Hartz  as  a  close  adviser. 

Volkswagen's  burgeoning  scandal  exposes  a  deeper  problem 
for  Corporate  Germany  than  alleged  fraud.  It  highlights  an  un- 
derlying cause  of  the  country's  economic  stagnation— Germany's 
co-deterrrunation  law,  which  gives  workers'  representatives  50% 
of  the  seats  on  the  supervisory  boards  of  all  large  companies. 
What  started  out  conceptually  as  a  law  to  ensure  a  balance  be- 
tween the  interests  of  management  and  labor  in  many  large  com- 
panies has  morphed  into  an  insidious  alliance  aimed  at  not  rock- 
ing the  boat.  CEOs  and  top  managers  depend  on  votes  from  the 


" 
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labor  reps  to  be  reappointed.  Instead  of  making  tough  decisi< 
on  restructuring  or  job  cuts,  German  managers  are  inclinec 
delay  or  avoid  change  and  instead  curry  favor  with  union  bos 
sitting  on  their  boards,  often  to  the  detriment  of  their  compan 
"The  implicit  dialogue  is:  'If  you  are  nice  to  me  [the  labor  rep 
sentative],  I  prolong  your  [CEO]  contract,'"  says  Theo 
Baums,  a  corporate  governance  expert  and  professor  of  finana 
Frankfurt's  Goethe  University. 

The  ties  between  management  and  labor  are  more  intense 
VW  than  at  other  German  companies  because  the  carmake 
controlled  by  the  traditionally  left-leaning  state  of  Lower  Sax 
The  state  owns  a  controlling  18%  of  VW's  shares  (Schroder  oi 
served  on  the  VW  board),  and  a  special  law  prevents  hos 
takeovers  by  limiting  the  voting  rights  of  any  single  sharehol 
to  20%.  State  control  has  seemingly 
sured  that  mamtaining  jobs  in  the 
gion  is  a  goal  at  VW  that  superse 
growth  or  profits.  "Volkswagen  is 
last  enclave  of  communism"  in  Eurc 
says  one  German  CEO. 

VW  once  leveraged  Germany's  er 

neering  prowess  to  build  a  global  cha 

pion.  But  it  has  lost  its  way.  The  det« 

started  in  the  early  1990s  as  VW  los 

ballooned.  Then-CEO  Ferdinand  Pi« 

encouraged  Hartz  to  reach  out  to  la1 

leaders  and  make  them  feel  like  co-m 

agers  of  VW.  Co-opting  labor  was  v 

to  adopting  measures  quickly  t 

would  save  the  company.  It  work 

but  longtime  execs  say  the  tight  li? 

among    labor,    management, 

politicians  have  become  so  interw 

D3ClC~  en  that  they  paralyze  the  compt 

"The  cozy  system  functioned  v 
within  national  borders,  but 
global  economy  has  changed  eve 
thing,"  says  a  VW  insider. 

As  details  of  the  scandal  erne 
the  real  challenge  for  VW  CEO  Be: 
Pischetsrieder  will  be  to  abolish 
culture  of  mutual  back-scratc 
The  European  Union  has  already  taken  Germany  to  court  to 
lenge  the  legality  of  the  law  limiting  shareholder  voting  right 
VW.  Forcing  VW  to  operate  as  a  real  company,  instead  of  a  n 
ket-insulated  puppet  of  labor  bosses  and  politicians,  would 
deliver  the  lands  of  jobs  and  prosperity  that  officials  and 
leaders  have  failed  miserably  to  produce.  Then  VW  could  becc 
a  model  for  the  best  practices  of  Germany  Inc.,  not  the  worst 
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SURPRISE  Van  der 

Veer  was  expected 
to  be  a  caretaker 


NERGY 


«'S  BRAVE  ENOUGH 
fO  SHAKE  UP  SHELL 

uEO  van  der  Veer  is  ending  the  clunky 
ual  structure  and  speeding  decisions 


ULY  20  WILL  BE  A  BIG  DAY 

for  the  world's  third-largest 

oil  company,  Royal  Dutch/ 

Shell  Group— and  for  global 

equity  markets.  That's  when 

the  British  and  Dutch  wings 

will  be  merged  into  a  single 

ity  called  Royal  Dutch  Shell  PLC, 

idquartered  in  the  Hague  but  incorpo- 

I  ed  in  Britain.  Shareholders  have  been 

1  moring  for  the  change  for  years,  com- 

<  ining  that  the  company's  clunky  An- 

'  /Dutch  dual  structure,  with  two  chair- 

n  and  two  executive  committees,  had 

■  de  important  moves  such  as  major  ac- 

sitions  just  about  impossible. 

Hie  man  who  finally  had  the  courage  to 

ke  up  Shell  is  Jeroen  van  der  Veer,  a 

>kish  engineer  who  was  looked  on  as  a 

etaker  when  he  took  over  from  the  oust- 

Philip  Watts  in  March,  2004.  Instead, 

is  making  some  of  the  biggest  changes 

ill  has  seen  in  its  98-year  history.  In  ad- 

on  to  streamlining  the  corporate  struc- 

j,  van  der  Veer  is  hustling  to  fix  Shell's 

J  exploration  arm.  He  has  jacked  up 

loration  spending  to  $1.5  billion  per 


year,  the  highest  in  the  industry  accord- 
ing to  Edinburgh  consultants  Wood 
Mackenzie.  An  additional  $10.5  billion  is 
going  into  production.  He's  on  the  hunt 
for  new  reserves  and  has  already  landed 
some  big  deals  for  explo- 
ration rights  in  Libya  and 
western  Australia. 

Van  der  Veer  took  the 
helm  when  Shell  was  under 
fire  from  the  U.S.  Securities 
&  Exchange  Commission 
and  others  for  overstating 
reserves.  But  the  new  CEO, 
who  once  ran  Shell  Chemi- 
cal Co.  in  the  U.S.,  knew  the 
problems  went  far  deeper. 
"When  I  look  back  at  the 
last  10  years  I  find  we  have 
lost  some  strengths,  and  I 
will  give  100%  of  myself  to 
get  those  strengths  back," 
van  der  Veer,  57,  said  in  an  ■ 

interview  in  his  Spartan  London  office 
on  July  5. 

One  priority  is  speeding  up  the  overly 
analytical  culture,  which  makes  it  difficult 


THE  STAT 


$12 

billion 

The  amount  of 
money  Shell  will 
spend  on 
exploration  and 
production  in  2005 


Data:  Tompany  Reports 


for  the  company  to  land  big  deals.  Van  der 
Veer  is  planning  to  send  executives  to 
two  new  internal  academies.  One  will 
sharpen  their  acumen  at  cutting  deals 
with  OPEC  countries  and  other  major  oil 
producers.  The  other  will  train  them  in 
managing  the  giant,  multibilfion-dollar 
efforts  that  he  believes  are  the  future  of 
major  oil  companies.  Shell  already  has 
several  of  these  "mammoths"  under  way, 
including  the  $5.3  billion  Sakhalin  Island 
gas  project  in  Russia  and  the  deepwater 
Bonga  project  off  Nigeria. 

PLENTY  OF  CASH 

IF  VAN  DER  VEER  gets  things  right— and 
that's  a  big  if— Shell's  still  considerable 
strengths  could  come  back  to  the  fore.  It 
is  the  global  leader  in  liquefied  natural 
gas  (LNG),  one  of  the  fastest-growing 
fuels  today,  and  recently  acquired  prom- 
ising exploration  acreage  in  newly 
opened  Libya,  which  will  be  used  to  feed 
an  LNG  plant  there.  It's  also  a  huge  play- 
er in  gas-rich  Qatar  in  both  LNG  and  gas- 
to-liquids,  another  promising  technology. 
Credit  Suisse  First  Boston  estimates  that 
Shell  will  earn  an  impressive  $20.7  billion 
in  net  income  this  year,  which  gives  it 
plenty  of  cash  to  plow  into  exploration. 

But  it  can  take  years  before  exploration 
efforts  turn  into  profits.  Partly  because  of 
underinvestment  in  the  late  1990s, 
Shell's  production  growth  is  likely  to  trail 
rivals  such  as  BP  PLC,  where  if  s  rising  at 
about  4%  per  annum.  Shell  estimates  that 
its  production  will  grow  slighdy  until 
2009.  But  as  big  projects  kick  in,  output 
could  grow  from  between  3.8  million  and 
4  million  barrels  per  day  in  2009  to  be- 
tween 4-5  million  and  5  million  by  2014. 
Shell  has  another  ad- 
vantage. According  to 
Morgan  Stanley  about  1.3 
million  bbl  per  day  of 
Shell's  current  produc- 
tion come  from  so-called 
legacy  assets,  which  pro- 
duce on  a  long  plateau 
that  requires  limited  fur- 
ther investment  once 
they're  on  stream.  That 
number  will  rise  to  more 
than  2.5  million  by  2013. 
Acquisitions  are  anoth- 
er possibility.  Making  it 
easier  to  use  shares  for 
takeovers  is  a  key  reason 
^^^^^■"  for  restructuring  Shell.  At 
today's  prices  major  deals  don't  make 
sense.  But  if  something  comes  up,  this 
Dutchman  is  ready.  ■ 

—By  Stanley  Reed  in  London 
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YOU 
VS 

EFFICIENCY 
BARRIERS 


WebSphere 


CRUSH  HIGH  COSTS  AND  INEFFICIENCIES  WITH  IBM  MIDDLEWARE.  Integrate  your  data,  applications 
_  and  processes  with  IBM  WebSphere  Business  Integration  Server  Express.  It's  designed  and  priced  tor  your 
mid-sized  business.  So  you  can  tackle  tasks  quickly,  sprint  new  products  to  market  and  respond  to  customers  fast.  Built  on  open 
standards,  it's  the  long-term  way  to  help  bolster  productivity,  shrink  costs  and  maintain  a  flexible  IT  infrastructure. 

SEE  THE  DEMO  NOW  AT  IBM.COM/MIDDLEWARE/SUCCEED 
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Suddenly,  Washington 
SfeedstheU.N. 


(HEN  PRESIDENT  GEORGE  W.  BUSH  nominated  the  outspoken  John  R. 
►olton  as  his  U.N.  ambassador  in  March,  it  looked  like  the  goal 
/as  to  put  a  pit  bull  in  New  York  to  push  for  reform  of  the  trou- 
led,  60-year-old  institution.  In  his  long  diplomatic  career, 
iolton,  56,  who  served  as  an  Under  Secretary  of  State  in  Bush's 

st  term,  has  often  railed  against  the     chairman    of  Washington    consultancy 


N.'s  ineffectiveness.  But  his  appointment 

into  opposition  in  the  U.S.  Senate, 

here  it  has  languished  ever  since. 

While  the  controversial  nominee's  fate 

mains  uncertain,  the  surprise  is  that  the 

Iministration  has  recently  shifted  to  a 

ore  conciliatory  approach  to  the  institu- 

m  it  once  disdained.  The  White  House  is 

>posing  a  bill  that  would  withhold  half  of 

I.  dues  to  the  U.N.  until  it  adopts  dozens 

changes.  Instead  of  playing  hardball, 

cretary  of  State  Condoleezza  Rice  and 

her  U.S.  officials  have  been  meeting  with 

N.  diplomats  and  Secretary  General  Kofi 

linan  to  discuss  a  compromise  reform 

ckage   that   could 

n    approval    at    a 

N.  summit  of  heads 

state  on  Sept.  14-16. 

he  prospects  of  a 

ccessful      summit 

improving,"  says 

lyr  Jones  Parry,  the 

tish  U.N.  Ambas- 

or,  who  is  working 

the  compromise. 

What  accounts  for 
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ilth  and  perform- 

e.  Bush  &  Co.  want  a  reformed  U.N.  to 
:e  on  key  tasks  such  as  running  Iraqi 
ctions,  supervising  possible  sanctions 
unst  Iran  and  North  Korea,  and  keep- 
peace  in  Kosovo.  "The  UN.  system  is 
ical  to  stability  in  the  world,"  Under 
:retary  for  Political  Affairs  Nicholas  R. 
rns  recently  told  reporters.  "It's  impor- 
t  for  us  that  [the  U.N.]  operate  suc- 
sfully,"  adds  Marc  Grossman,  a  former 
ministration  official  who  is  now  vice- 


OPPORTUNITY 

Will  major  reform 
go  through? 


Cohen  Group. 

All  or  nothing 

WASHINGTON  IS  backing  a  raft  of  Annan 
proposals  to  make  the  UN.  more  effective. 
These  include  better  auditing,  more  trans- 
parent purchasing  rules,  hiring  based  on 
merit  instead  of  cronyism,  and  employee 
buyouts  to  cut  the  UN.  Secretariat's  bureau- 
cracy. The  U.S.  and  Annan  also  agree  on 
measures  to  replace  the  controversial  Com- 
mission on  Human  Rights  with  a  smaller 
council  that  will  likely  exclude  chronic  hu- 
man-rights abusers  from  membership. 
One  threat  to  this  spirit  of  compromise  is 
the  proposed  expan- 
sion of  the  15-mem- 
ber  Security  Council. 
The  U.S.  favors  giv- 
ing a  permanent  seat 
to  Japan  and  perhaps 
one  other  country, 
and  adding  some  ro- 
tating seats,  but  Chi- 
na opposes  a  seat  for 
its  Asian  rival.  Annan 
wants  nine  new  per- 
manent and  rotating 
members,  but  the  U.S.  fears  this  would  pro- 
duce gridlock.  Meanwhile,  Germany,  Brazil, 
Japan,  and  India  have  banded  together  to 
demand  permanent  seats,  saying  it's  all  of 
them  or  nothing.  The  debate  "is  proving  to 
be  very,  very  divisive,"  says  Edward  C.  Luck, 
a  UN.  expert  at  Columbia  University. 

The  trick  for  reform  advocates  will  be  to 
delay  a  decision  on  the  Security  Council  so 
the  dispute  doesn't  derail  other  changes. 
That  may  be  harder  with  a  tough-talking 
Bolton  in  New  York.  But  if  Washington  and 
London  can  persuade  other  nations  to  com- 
promise, the  UN.  might  just  implement  its 
most  important  overhaul  in  years.  II 

-By  Stan  Crock  in  Washington 


GLOBAL 
WRAPUP 

FALLOUT  FROM  THE 
OLYMPICS  DECISION 

EMBATTLED  FRENCH 

President  Jacques  Chirac  will  be 
further  weakened  by  the 
rejection  of  Paris'  bid  for  the 
2012  Olympic  games.  Chirac 
had  campaigned  hard  for  the 
Olympics  in  hopes  of  shoring 
up  his  approval  ratings.  After 
French  voters  rejected  his  push 
for  approval  of  a  European 
Union  constitution  in  a  May  29 
referendum,  his  popularity  slid 
to  21%,  the  lowest  of  any  French 
President  in  modern  times.  A 
Cabinet  reshuffle  in  June, 
including  the  appointment  of 
his  protege  Dominique  de 
Villepin  as  Prime  Minister,  did 
nothing  to  stem  the  decline. 
Now,  loss  of  the  Olympics  bid 
reinforces  the  impression  that 
Chirac  is  ineffective  and  that 
France,  with  10.5%  unem- 
ployment and  an  economy 
expected  to  grow  no  more  than 
1.5%  this  year,  trails  further  in 
the  global  race. 

SERBIAN  OUTLAWS  MAY 
FACE  ARREST  SOON 

ON  JULY  11  the  Bosnian  town  of 
Srebrenica  will  mark  the  10  th 
anniversary  of  Europe's  worst 
war  crime  since  1945— the 
massacre  by  Bosnian  Serb 
forces  of  7,000  Muslim  men  and 
boys.  The  anniversary  follows 
the  release  of  graphic  film 
footage  of  the  massacre,  which 
prompted  new  arrests.  That  has 
fed  speculation  that  the  two 
chief  suspects,  former  Bosnian 
Serb  leaders  Radovan  Karadzic 
and  General  Ratko  Mladic,  who 
are  wanted  by  The  Hague's  U.N. 
war  crimes  tribunal  for  the 
former  Yugoslavia,  may  soon  be 
arrested.  Serbian  human-rights 
activist  Natasa  Kandic,  whose 
Humanitarian  Law  Center 
documents  atrocities,  recently 
predicted  that  the  arrests  will 
happen  "this  year,  the  10th 
anniversary  of  the  Srebrenica 
massacre." 
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- 
dream.  Young,  upwardly  mobile,  and  ready  to 
spend  on  their  growing  family,  the  Los  Angeles 
couple  in  many  ways  reflects  the  42  million  His- 
panics  in  the  U.S.  Age  30  and  29,  respectively,  with 
two  daughters,  Esmeralda,  8,  and  Maria  Luisa,  2 
months,  the  duo  puts  in  long  hours,  working  4  p.m. 
to  2  a.m.,  six  days  a  week,  at  their  bustling  street- 
side  taco  trailer.  From  a  small  sidewalk  stand  less 
than  two  years  ago,  they  built  the  business  into  a 
%  hot  destination  for  hungry  commuters.  The  Valen- 
|  zuelas  (not  their  real  name)  bring  in  revenue  well 
\  above  the  U.S.  household  average  of  $43,000,  mak- 
;  ing  them  a  solidly  middle-class  family  that  any 


Companies  are  getting  hooked 
on  the  buying  power  of  11  million 
undocumented  immigrants 
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AMERICAN  DREAM 

The  Valenzuelas  have 
obtained  a  loan  and  a 
K"ink  account  using 
e  matricula 
extcan  I.D.  card 
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U.S.   consumer-products  company  would  love  to   reach. 

But  Inez  and  Antonio  aren't  your  typical  American  consumers. 
They're  undocumented  immigrants  who  live  and  work  in  the 
U.S.  illegally.  When  the  couple,  along  with  Esmeralda,  crossed 
the  Mexican  border  five  years  ago,  they  had  little  money,  no  jobs, 
and  lacked  basic  documents  such  as  Social  Security  numbers. 
Guided  by  friends  and  family,  the  couple  soon  discovered  how  to 
navigate  the  increasingly  above-ground  world  of  illegal  residen- 
cy. At  the  local  Mexican  consulate,  the  Valenzuelas  each  signed 
up  for  an  identification  card  known  as  a  matricula  consular,  for 
which  more  than  half  the  applicants  are  undocumented  immi- 
grants, according  to  the  Pew  Hispanic  center,  a  Washington  think 
tank.  Scores  of  financial  institutions  now  accept  it  for  bank  ac- 
counts, credit  cards,  and  car  loans.  Next,  they  applied  to  the  In- 
ternal Revenue  Service  for  individual  tax  identification  numbers 
(ITINs),  allowing  them  to  pay  taxes  like  any  U.S.  citizen— and 
thereby  to  eventually  get  a  home  mortgage. 

Today,  companies  large  and  small  eagerly 
cater  to  the  Valenzuelas— regardless  of  their 
status.  In  2003  they  paid  $11,000  for  a  used 
Ford  Motor  Co.  van  plus  $70,000  more  for  a 
gleaming  new  30-foot  trailer  that  now  serves 
as  headquarters  and  kitchen  for  their  restau- 
rant. A  local  car  dealer  gave  them  a  loan  for 
the  van  based  only  on  Antonio's  matricula 
card  and  his  Mexican  driver's  license.  Verizon 
Communications  Inc.  also  accepted  his  ma- 
tricula when  he  signed  up  for  cell-phone  serv- 
ice. So  did  a  Wells  Fargo  &  Co.  branch  in  the 
predominantly  Hispanic  neighborhood  in 
northeast  Los  Angeles  where  they  live.  Having  a  bank  account  al- 
lows them  to  pay  bills  by  check  and  build  up  their  savings.  Their 
goal:  to  trade  up  from  a  one-bedroom  rental  to  their  own  home. 
Eventually,  they  also  hope  to  expand  their  business  by  buying 
several  more  trailers.  Matricula  holders  like  the  Valenzuelas  are 
"bringing  us  all  the  money  that  has  been  under  the  mattress," 
says  Wells  Fargo  branch  manager  Steven  Contreraz. 


Growth  engine 

FOR  MORE  THAN  TWO  DECADES,  America's  illegal  aliens 
have  been  the  target  of  national  attention— largely  for  nega- 
tive reasons.  Their  growing  numbers  put  downward  pressure 
on  U.S.  wages  and  new  demands  on  schools,  hospitals,  and 
other  public  services.  Fears  of  heavier  social  burdens  and 
higher  tax  bills  have  led  citizens  and  local  officials  to  object 
with  renewed  vigor  to  what  many  perceive  as  an  unwanted  in- 
vasion from  Mexico  and  other  countries,  especially  to  newer 
destination  states  such  as  Alabama,  Georgia,  North  Carolina, 


BY  TREATING 
ILLEGALS  LIKE  ANY 
OTHER  CONSUMERS, 
COMPANIES  ARE  IN 
EFFECT  GRANTING 
THEM  LEGITIMACY 


More  on  Embracing  Illegals  at  BusinessWeek.com 

A  Store  of  Their  Own:  Catering  to  immigrants  in  need  of  credit 
has  made  department  store  chain  La  Curacao  a  hot  destination. 
Across  the  Country:  An  interactive  map  with  population  trends. 
"We  need  these  workers":  Legalizing  them  will  be  good  for  the 
economy,  says  former  Presidential  advisor  Dr.  Raul  Hinojosa. 

By  the  Numbers:  Who  they  are,  where  they're  from,  and  how 
they  live  and  work. 


BusinessWeek  online 


www.businessweek.com/Bxtras 


and  Tennessee  (BW,  July  4, 2005).  Yet  all  the  while,  farms  I 
tels,  restaurants,  small  manufacturers,  and  other  emploj 
have  continued  to  hire  the  undocumented  with  little  rega 
thevfederal  laws  intended  to  stop  them. 

At  the  same  time,  though,  the  fast-growing  undocumeil 
population  is  coming  to  be  seen  as  an  untapped  engin 
growth.  In  the  past  several  years,  big  U.S.  consumer  compam 
banks,  insurers,  mortgage  lenders,  credit-card  outfits,  phone  | 
tiers,  and  others— have  decided  that  a  market  of  11  million  i 
potential  customers  is  simply  too  big  to  ignore.  It  maybe  agr 
the  law  for  the  Valenzuelas  to  be  in  the  U.S.  or  for  an  employ 
hire  them,  but  there's  nothing  illegal  about  selling  to  them. 

So  with  a  wary  eye  on  the  heated  political  debate,  busine  J 
targeting  the  Valenzuelas  and  millions  of  others  who  have  J 
tered  the  country  illegally.  Many  companies  do  so  more  or  f 
openly.  Wells  Fargo  has  half  a  million  matricula  accounts,  a 
jority  of  them,  they  acknowledge,  openei| 
unauthorized  aliens  who  lack  regular 
dency  or  citizenship  papers.  At  the  Valen^ 
las'  branch,  fully  80%  of  accounts  are  of 
by  matricula  holders.  Blue  Cross  of  Califor 
whose  parent,  WellPoint  Inc.,  is  the  natij 
largest  health  insurer,  sells  health  insure j 
to  matricula  holders  from  company-stal 
desks  set  up  inside  Mexican  and  Guatem;| 
consular  offices  in  the  U.S.  Sprint  Corp.i 
cepts  such  an  I.D.  for  cell-phone  contract] 

Other  companies,  such  as  Kraft  Foods 
won't  discuss  the  status  of  their  custon 
but  explicitly  target  Hispanic  newcome 
more  than  half  of  whom  are  estimated  to  enter  the  U.S.  illeg 
according  to  a  new  study  by  Pew.  The  consumer-products  g 
provides  workbooks  at  local  English-as-a-second-langv 
classes  that  include  instructions  for  using  coupons  for  prod 
such  as  Kraft's  Capri  Sun  drinks  in  U.S.  grocery  stores.  It 
hosts  bilingual  sweepstake  events  in  Hispanic  neighborho* 
"We  need  to  fish  where  the  fish  are,"  says  Robert  Simpson,  Kr; 
director  of  multicultural  marketing.  He  calls  part  of  the  Hisp 
ic  audience  he's  trying  to  reach  the  "unacculturated,"  mear 
people  unfamiliar  with  American  culture  and  customs. 

The  corporate  Establishment's  new  hunger  for  the  undc 
menteds'  business  could  have  far-reaching  implications 
America's  stance  on  immigration  policy,  which  remains  ui 
solved.  Corporations  are  helping,  essentially,  to  bring  a  h 
chunk  of  the  underground  economy  into  the  mainstream, 
finding  ways  to  treat  illegals  like  any  other  consumers,  cor 
nies  are  in  effect  legalizing— and  legitimizing— millions  of  p 
pie  who  technically  have  no  right  to  be  in  the  U.S.  It's  even  h 
pening  in  mirror  image,  with  some  Mexican  companies  sett 
up  programs  to  follow  customers  who  move  to  the  U.S.  (p 
64).  All  this  knits  the  U.S.  and  Mexico  closer  together,  furt 
blurring  the  border  and  population  distinctions. 

The  economic  impact  could  be  significant.  While  most  a 
lysts  peg  the  number  of  illegal  immigrants  at  10  million  t« 
million,  a  recent  study  by  Bear  Stearns  Asset  Management  c 
eluded  that  data  on  housing  permits,  school  enrollment, 
foreign  remittances  suggests  there  could  be  as  many  as  20 : 
lion.  Either  way,  experts  agree  that  the  undocumented,  a  i 
jority  of  whom  are  Hispanic,  are  one  of  the  nation's  lar| 
sources  of  population  growth.  They  add  700,000  new  c 
sumers  to  the  economy  every  year,  more  even  than  the  600,« 
or  so  legal  immigrants,  according  to  Pew's  new  study  (cha 
What's  more,  84%  of  illegals  are  l8-to-44-year-olds,  in  j 
prime  spending  years,  vs.  60%  of  legal  residents.  Corpoj 
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|CROSS  OF  CALIFORNIA  AND  BLUE 
I-  'BLUE  SHIELD  OF  GEORGIA  These 
pint  units  aim  to  overcome  illegals' 
)st  or  ignorance  of  insurance  by 
)ting  Mexican  and  Guatemalan  I.D.s, 
g  some  policies  inside  those 
nes'  consular  offices,  and  offering 
Dst coverage. 

T  The  consumer-products  company 
les  workbooks  at  local  English-as-a- 
d-language  classes.that  include 
ctions  for  using  coupons  for  products 


like  Kraft's  Capri  Sun  drinks  in  U.S.  stores. 

LA  CURACAO  The  Los  Angeles  department 
store  chain  caters  to  Latino  immigrants, 
many  undocumented,  offering  credit  cards 
at  its  six  Southern  California  outlets  to 
holders  of  alternative  I.D.s  such  as  the 
matricula.  It  has  issued  close  to  1  million 
cards  so  far. 

SECOND  FEDERAL  SAVINGS  To  offer 
mortgages  to  the  undocumented 
population— who  typically  rent  because 


they  lack  basic  identity  papers  needed  for 
bank  accounts  and  loans-the  Chicago 
thrift  accepts  alternatives  to  a  Social 
Security  number.  It  also  honors  an 
individual  tax  I.D.  available  to  the 
undocumented  from  the  Internal  Revenue 
Service.  Backed  by  the  U.S.  government,  the 
program  has  lent  $90  million  so  far. 

SPRINT  The  telecom  company  accepts 
consular  I.D.s  for  cell-phone  contracts, 
offers  9tf-a-minute  rates  to  Mexico,  and 
provides  Spanish-language  service. 
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sales  and  profits  will  get  a  shot  in  the  arm  if  more  of  them  move 
out  of  the  cash  economy,  put  their  money  in  banks,  and  take  out 
credit  cards,  car  loans,  and  home  mortgages.  U.S.  gross  national 
product  could  get  a  boost,  too,  since  consumers  with  credit  can 
spend  more  than  those  limited  to  cash. 

More  undocumented  immigrants  paying  income  and  prop- 
erty taxes  would  help  ease  the  taxpayer  strain  for  the  schools, 
health  care,  roads,  and  other  services  illegals  use.  Crime  could 
decline,  too.  Wells  Fargo  pioneered  acceptance  of  the  matricu- 
la in  2001  after  police  department  in  Austin,  Tex.,  asked  local  fi- 
nancial firms  for  help  in  preventing  holdups  of  undocumented 
immigrants  who,  lacking  I.D.s  to  open  bank  accounts,  tend  to 
carry  wads  of  cash.  "The  market  has  found  a  way  to  capture 
those  dollars,"  says  Robert  Justich,  a  senior  managing  director 
of  Bear  Stearns  Asset  Management  and  co-author  of  the  recent 
report  The  Underground  Labor  Force  Is  Rising  to  the  Surface. 

The  political  implications  are  less  clear-cut.  Further  integra- 
tion of  illegals  into  the  U.S.  could  help  President  George  W. 
Bush  in  his  uphill  struggle  over  the  past  two  years  to  launch  a 
guest  worker  program.  His  plan  would  provide  a  path  to 
amnesty  and  full  legalization  for  many  unauthorized  residents. 
Companies  are  taking  a  position  similar  to  the  President's,  in  ef- 
fect saying:  There's  no  point  in  pretending  that  millions  of  peo- 
ple aren't  here,  so  let's  find  ways  to  deal  with  them. 


Hate  e-mail 
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BUT  CORPORATIONS'  WILLINGNESS  to  overlook  the  status  of 
this  lucrative  demographic  target  could  further  inflame  oppo- 
sition to  illegal  immigration.  Consider  the  case  of  New  South 
Federal  Savings  Bank.  In  May,  the  Birmingham  (Ala.)  company 
launched  a  mortgage  product  called  Casa  Mia,  aimed  princi- 
pally at  local  Hispanic  immigrants,  a  disproportionately  un- 
documented group  whose  ranks  quadrupled  in  the  state,  to 
96,000,  between  1990  and  2004.  The  program  offers  20-year 
fixed-rate  mortgages  to  applicants  with  two  years  of  residency, 
stable  employment,  and  an  ITIN.  But  within  days  of  the  an- 
nouncement, New  South  received  hostile  phone  calls  and 
e-mails,  some  saying  they  were  from  Minutemen,  the  group  pa- 
trolling the  U.S.-Mexico  border  in  Arizona  and  Texas.  "I  can 
think  of  no  more  traitorous  act  than  you  offering  illegal  immi- 
grants, who  are  overunning  this  country,  Casa  Mia  loans,"  said 
an  e-mail  that  a  bank  official  showed  BusinessWeek. 

Bank  officials  were 
even  more  troubled  by  a 
letter  from  a  Washington 
group  called  Friends  of 
Immigration  Law  En- 
forcement (FILE),  which 
opposes  illegal  immigra- 
tion. It  threatened  to  sue 
the  bank  under  a  federal 
law  that  prohibits  the 
harboring  of  illegal 
aliens  and  racketeering. 
By  providing  mortgage 
loans  that  help  illegals 
buy  houses,  says  FILE 
Executive  Director  Craig 
Nelsen,  New  South  is 
aiding  their  ability  to  re- 
main illegally.  In  June, 
the  bank  delayed  a  broad 
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rollout  of  Casa  Mia  pending  a  legal  opinion  on  potential  liab 

Still,  such  confrontations  are  relatively  rare.  Mostly,  U.S 
parties  are  finding  rapid  growth  among  an  underserved  po{ 
tion  hungry  to  taste  more  of  America's  rich  consumer  life.  An 
the  first  to  embrace  illegals  have  been  financial  companies,  t 
to  tap  into  the  billions  in  so-called  mattress  money— the 
kept  at  home  by  illegals  and  others  without  bank  accounts.  V 
Wells  and  a  half-dozen  other  banks  got  the  green  light  fror 
U.S.  Treasury  in  2001  to  accept  the  matricula,  the  magnitu 
the  market  opportunity  wasn't  yet  recognized,  says  Shelley  1 
man,  Wells  Fargo's  regional  president  for  Los  Angeles, 
helped  develop  the  program. 

It  quickly  became  apparent.  Largely  via  word  of  moui 
Hispanic  neighborhoods,  Wells  Fargo  has  opened  525,000 

tricula  accounts,  w 
now  represent  6%  o 
bank's  total.  It  o 
800  new  accounts  a 
across  the  23  state 
which  it  does  busu 
Wells  expanded  the 
gram  to  a  Guatem 
matricula  in  2002 
an  Argentinian  vei 
in  2003.  Last  Oct' 
Colombia  launched 
lot  matricula  prog- 
El  Salvador  plans 


BRINGING  BANKING 
ABOVE  GROUND 

Wells  Fargo  allows  the  undocumented 
to  open  bank  accounts  using  consular 
I.D.s  in  any  of  the  23  states  in  which 
it  operates: 
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USING  MATRICULA  I.D. 
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clear  whom  companies  are  going  after 

en  they  accept  it.  Overall,  404  banks, 

ifts,  and  credit  unions,  including  Bank 
America  Corp.  and  Citigroup,  now  ac- 
)t  the  I.D.,  according  to  the  Mexican 

eign  Ministry.  So  do  391  city  govern- 

nts  and  1,203  police  and  sheriff  de- 

tments.  Banks  will  be  big  winners: 

ly  32%  of  all  Hispanics  lack  bank  ac- 

uits— and  even  more  among  the  illegal 

ndation.  As  much  as  half  of  all  U.S.  re- 
banking  growth  is  expected  to  come 

pi  new  immigrants   over  the   next 

ade,  according  to  the  Federal  Deposit  Insurance  Corp. 

the  success  of  the  matricula  has  encouraged  the  expansion  of 
r  financial  products,  such  as  home  mortgages,  using  the 
'ita.  Created  for  people  such  as  foreigners  with  U.S.  investments 
a  d  aren't  eligible  for  a  Social  Security  number  but  still  may  owe 
} .  income  taxes,  the  agency  issued  900,000  ITINs  last  year  and 

tal  of  8  million  since  1996.  In  Chicago,  Second  Federal  Sav- 
;  9  has  620 ITIN  loans  worth  $90  million.  Expect  the  stream  of 
pplicants  to  continue  apace,  say  bank  officials,  especially 
!  f  that  state  housing  development  agencies  in  Wisconsin  and 
3  lois  have  agreed  to  start  buying  the  loans.  Cincinnati-based 
1  h  Third  Bancorp,  the  nation's  13th-largest  bank,  began  ac- 
d  ting  the  matricula  in  2002  and  introduced  several  ITIN  prod- 
s' i  last  fall,  including  mortgages,  home  equity  lines  of  credit, 
1  car  loans.  "We're  committed  to  making  the  American  Dream 

*  sible;  our  obligation  is  to  provide  products  that  allow  people 
9  ssimilate  into  the  U.S.  economy,"  says  Saul  R.  Boscan,  Fifth's 

*  ctor  of  special  initiatives  in  the  Chicago  region. 

>:  he  result  is  a  hot  new  market  in  the  making.  With  hundreds 
"  lousands  of  illegal  alien  households  earning  enough  to  qual- 
rt  Dr  $95,000  mortgages,  according  to  the  National  Association 


COMPANIES  WORRIED 
ABOUT  A  BACKLASH 
ARGUE  THAT  SELLING  TO 
THE  UNDOCUMENTED 
SERVES  THE  LARGER 
PUBLIC  GOOD 


of  Hispanic  Real  Estate  Professionals,  ITIN  and  conventional 
mortgages  taken  out  by  illegals  could  be  worth  as  much  as  $60 
billion  over  the  next  five  years.  That' s  pushing  big  banks  such  as 
JPMorgan  Chase  &  Co.  to  examine  the  market  and  upping  pres- 
sure on  mortgage  buyers  Fannie  Mae  and  Freddie  Mac  to  create 
a  secondary  market  for  ITIN  loans. 

The  bulk  of  immigrants,  of  course,  are  Mexicans  who  come 
from  poor  villages  and  who  lack  skills;  their  overall  average  fam- 
ily income  is  just  $27,000  a  year,  vs.  $46,000  for  legal  residents, 
according  to  Pew.  But  a  growing  number  of  the  undocumented 
are  upscale,  too.  Increasingly,  upper-middle-class  immigrants  are 
entering  the  U.S.  illegally  from  other  Latin  American  countries  as 
well  as  from  places  such  as  South  Korea.  Camila  and  Diego  San- 
doval (not  their  real  names),  walked  off  a  plane  from  Lima,  Peru, 
four  years  ago  as  tourists  and  never  went  back  to  their  profes- 
sional jobs.  Diego,  33,  got  work  parking  cars  but  soon  went  into 
business  for  himself  designing  pools  and  processing  construction 
permits.  Camila,  29,  joined  him  after  a  stint  at  a  hotel.  Together, 
the  two  now  pull  down  $120,000  a  year. 

Thaf  s  enough  to  buy  a  plush  black  Volkswagen  Touareg  SUV 
from  a  Miami  dealership  that  offered  Diego  a  preapproved  auto 
loan.  The  couple  rent  a  two-bedroom  bungalow  three  blocks  off 
the  beach  in  a  tony  north  Miami  neighborhood.  Still,  the  San- 
dovals  continue  to  live  at  least  partly  in  the  shadows  despite 
companies'  willingness  to  do  business  with  them.  Last  year, 
Camila  obtained  residency  papers  by  making  a  marriage  of  con- 
venience to  a  friend  who  is  a  legal  resident.  But  when  Diego 
tried  to  become  legal  the  same  way,  he  soon  found  that  his  bride 
had  been  fictitiously  married  11  times.  So  he  filed  for  a  divorce 
rather  than  risk  an  interview  with  immi- 
gration officials. 

Some  companies  worried  about  a  back- 
lash argue  that  marketing  to  the  undocu- 
mented serves  the  larger  public  good  as 
well  as  their  own  commercial  self-interest. 
Blue  Cross  of  California  and  a  sister  unit, 
Blue  Cross  &  Blue  Shield  of  Georgia,  say 
they're  helping  to  mitigate  the  health  in- 
surance crisis  by  accepting  the  Mexican 
matricula  as  a  valid  I.D.  With  as  many  as  2 
million  of  California's  estimated  6.2  mil- 
lion uninsured  coming  from  Mexico,  Blue 
Cross  believes  it  can  sell  basic  health  in- 
surance to  a  big  block  of  new  customers  accustomed  to  free— but 
often  lower  quality— health  care  at  home. 

So  far,  Blue  Cross  says  it  may  have  signed  up  several  thousand 
Mexicans  with  the  matricula,  although  it  doesn't  yet  track  the 
number.  In  May  it  extended  the  program  to  matricula  holders 
from  Guatemala,  and  if  s  working  on  a  video -marketing  cam- 
paign for  Guatemalans  who  speak  an  ancient  Mayan  dialect, 
K'anjobal,  so  old  that  if  s  no  longer  written.  On  weekdays  at  the 
Guatemalan  consulate  in  Los  Angeles,  dozens  of  I.D.  applicants 
who  speak  mostly  Spanish  funnel  past  a  sales  desk  where  a  Blue 
Cross  agent  explains  the  basics  of  health  insurance  in  their  lan- 
guage. On  a  recent  Tuesday  morning,  he  had  two  sales  leads  by 
9:30  a.m.  "Our  view  is  that  these  people  are  already  here.  They 
are  part  of  the  drain  on  the  health-care  system,"  says  Michael 
Chee,  a  spokesman  for  Blue  Cross  of  California.  "If  we  get  them 
to  pay,  then  they  are  helping  alleviate  the  problem.  If  s  a  health- 
care issue,  not  an  immigration  issue." 

Other  companies  feel  no  need  to  rationalize.  They  see  oppor- 
tunity—and no  reason  not  to  grab  it.  Viscom  International  Inc., 
a  five-year-old  Adanta  company,  sells  prepaid  phone  cards  to 
first-generation  Mexican  immigrants.  Its  first  product  is  its  BEST 
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Mexico  card,  aimed  at  those  who  frequently  call  family  back 
home.  To  build  customer  loyalty,  Viscom  hands  out  BEST  Mexi- 
co cards  at  festivals  popular  with  Mexican  immigrants.  And  it 
slaps  its  bright  yellow,  red,  and  green  logo  on  buses  and  bus  stops 
along  roads  such  as  Atlanta's  Buford  Highway,  a  main  artery  for 
Latinos  making  their  way  into  the  U.S.  "The  guy  that  just  got 
here  is  going  to  make  a  lot  more  calls  than  the  guy  who  has  been 
here  three  generations;  it  doesn't  matter  if  they're  legal  or  not," 
says  Viscom  Chief  Executive  John  Wise. 

Keeping  in  touch 

COMPANIES  SUCH  AS  Sprint  feel  the  same  way.  The  telecom 
company  started  accepting  the  matricula  in  2004  as  part  of  its  14- 
city  Hispanic  marketing  program.  The  chief  product  is  a  $4-a- 
month  international-calling  plan  that  allows  users  to  phone  any- 
where in  Mexico  for  9<t  a  minute.  Hispanics  constitute  one  of  the 
fastest-growing  markets  in  telecom,  and  Sprint  sees  illegals  as  a 
key  part  of  it.  The  undocumented  are  "an  area  that  is  an  impor- 
tant consumer  base  for  us.  We  care  about  Hispanics  in  general,  of 
which  they  are  an  important  part,"  says  Cindy  L.Jordan,  Sprint' s 
top  multicultural  marketing  manager. 

Some  smaller  companies  are  building  their  entire  business 
around  undocumented  immigrants.  One  is  No  Borders  Inc.,  a 
Venice  (Calif.)-based  startup  run  by  Raul  Hinojosa,  an  associate 
professor  of  political  economy  at  the  University  of  California  at 
Los  Angeles.  The  company  offers  debit-like  cards  on  which  im- 
migrants can  store  cash,  send  money 
home,  pay  for  video  teleconferencing  calls, 
.and  join  medical  discount  plans.  Going 
head-to-head  with  First  Data  Corp.'s  West- 
ern Union  Financial  Services  and  other 
wire  transfer  services,  No  Borders  plans  to 
open  150  storefronts  from  Los  Angeles  to 
Georgia  by  September. 

It's  a  market  Hinojosa  believes  is  full  of 
potential.  Recently  at  a  No  Borders  oudet  in 
Venice,  26-year-old  Felix  Castillo  (not  his 
real  name),  an  undocumented  immigrant 
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from  Santa  Ana  de  Valltl 
Mexico,  showed  off  luV|j 
month-old  son,  Lucas 
his  grandparents  at  he 
via  a  52-in.  TV  and  a  W 
cam.  No  Borders  affili? 
have  set  up  oudets  in  sn 
villages  in  Mexico  to  m 
such  connections,  at  a  i 
of  $25  for  30  minutes, 
both  sides  of  the  border, 
families  chatted  in  tl 
Mexican  dialect,  Zapot 
Castillo's  parents  had  m 
laid  eyes  on  their  grand 
"I  hadn't  seen  my  mot 
in  four  years.  Now, 
seen  her  three  times^ 
three  months,"  says  Cas 
lo,  a  food  runner  a 
Venice  restaurant  t 
crossed  the  border  se 
years  ago.  Such  venti 
further  intertwine  the 
countries  as  well  as  make  money  for  No  Borders. 

Big  U.S.  companies'  embrace  of  undocumenteds  as  consun 
has  intensified  as  it  has  become  clear  in  recent  years  that- 
matter  how  loudly  the  anti-immigration  lobby  complains— 
U.S.  isn't  about  to  deport  illegals  en  masse.  The  1986  law  for 
ding  their  employment  may  still  be  on  the  books,  but  the 
have  almost  completely  given  up  enforcing  it.  Instead,  since  5 
tember  11  they  have  focused  on  nabbing  potential  terrorists 
might  slip  into  the  country  illegally,  according  to  a  June  repot 
the  Government  Accountability  Office  (GAO).  Last  year,  the 
Immigration  &  Customs  Enforcement  agency  brought  just  t 
actions  against  companies  for  employing  illegals,  down  fron 
in  1999,  according  to  the  GAO.  And  only  2,300  of  the  coum 
5.6  million  employers  used  a  computer  system  in  2004  to  cl 
employee  Social  Security  numbers. 

Unafraid  of  penalties,  some  U.S.  industries  have  become  so 
pendent  on  illegal  labor  that  a  wholesale  expulsion  would  be  c 
pling.  Illegal  immigrants  now  comprise  fully  half  of  all  farn 
borers,  up  from  12%  in  1990,  according  to  a  recent  Labor  F 
survey.  They're  a  quarter  of  workers  in  the  meat  and  poultry 
dustry,  24%  of  dishwashers,  and  27%  of  drywall  and  ceiling  til 
stallers,  according  to  Pew  senior  research  associate  Jeffrey  S. 
sel.  Last  year,  more  than  1  million  of  the  nation's  2J5  million 
jobs  went  to  Hispanics,  mostly  recent  immigrants,  according 
separate  study  by  Pew.  With  millions  of  illegals  here  to  stay,  "c 
parties  will  definitely  adapt  to  working  with  [them]  because  th« 
the  fastest-growing  marketplace,"  says  Bear  Stearns' Justich. 
Illegals'  importance  to  the  U.S.  economy  is  key  to  the  cc 
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Introducing  a  vehicle  so  intelligent, 
it  has  solutions  for  storage  problems 
you  didn't  even  know  you  had  yet. 
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Stuff.  People.  More 
stuff.  Life  is  full  of 
storage  dilemmas. 
Thankfully,  the 
all-new  Odyssey 
comes  loaded  with  a 
host  of  smart  solutions. 
The  new  60/40  split  Magic  Seat®  is 
1  case  in  point.  Honda  pioneered  this 
nnovation,  and  it  soon  became  the  envy 
i  automakers  everywhere.  And  while 
thers  have  tried  their  best  to  copy  it, 
re've  made  it  even  better  than  before. 
4ow  when  you  want  to  take  advantage 
f  the  Odyssey's  big  cargo  area,  the 
4agic  Seat  folds  flat  in  one  easy  motion. 
Vithout  removing  the  headrests. 

And,  here's  a  new  spin  on  space.  It's 
!ur  Lazy  Susan  storage  area,  available 
;n  most  models.  Ingeniously  hidden  in 


the  second-row  floor,  this  handy  rotating 
storage  area  is  a  great  place  for  stashing 
toys,  snacks  or  just  about  anything  else 
you  want  to  keep  within  easy  reach. 

Thanks  to  our 
new  PlusOne  SeaC 
EX  models  can 
now  comfortably 
seat  eight  people. 
When  not  in  use, 
the  PlusOne  Seat  can  easily  be  stowed 
in  the  second-row,  lockable  storage  area 
in  the  floor.  How's  that  for  innovation? 

The  all-new  Honda  Odyssey.  It's 
enough  to  make  you  wish  the  rest  of 
your  life  were  as  well  organized. 


(W)  HONDA 


The  all-new  Odyssey 
A  great  idea.  Made  better. 


honda.com   1-800-33-Honda   EX  with  Leather  model  shown.  ©2004  American  Honda  Motor  Co..  Inc 
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try's  often  schizophrenic  views  toward  them.  Chronic  com- 
plaints from  taxpayers  and  workers  aside,  companies  that  hire 
or  sell  to  the  undocumented  simply  have  too  much  at  stake 
to  allow  a  backlash  to  get  out  of  hand.  Even  politicians 
who  thunder  about  illegals  have  trouble  sticking  to  their 
convictions. 

Such  was  the  case  with  Republican  Congressman  Tom  Tan- 
credo  of  Colorado,  who  says  he  may  run  for  President  in  2008 
on  a  largely  anti-immigration  platform.  One  suggestion  he 
made  last  year:  a  tax  on  the  remittances  foreigners  send  home 
as  a  way  to  recoup  the  education  and  health- care  costs  Tancre- 
do  chalks  up  to  freeloading.  But  he  quickly  dropped  the  idea  af- 
ter an  outcry  from  Denver-based  First  Data,  whose  Western 
Union  unit  took  in  $1.1  billion  last  year  from  such  money  trans- 


WORK  IN  THE  STATES, 

IN  MEXICO 


fers.  First  Data  Corp.'s  political  action  committee  and  its  tic 
executive,  Charles  T.  Fote,  each  wrote  $2,000  checks  in  supt): 
of  Tancredo's  opponent.  Tancredo  won  reelection  but  haJ« 
vised  his  plan:  Rather  than  tax  the  individual  transactioiTi 
proposes  reducing  foreign  aid  by  the  amount  of  remittale 
that  countries  like  Mexico  receive  from  their  citizens  in  the  Li 

The  problem  for  critics  of  illegal  immigration  is  that  ccjc 
rate  efforts  to  sell  to  the  undocumented  weaves  them  ever  rp 
tightly  into  the  fabric  of  American  life.  This  pragmatic  m 
tionship  may  be  anathema  to  immigration  critics.  But  dan 
day,  the  undocumented  in  the  U.S.  are  finding  it  ever  easilj 
save  and  invest  their  hard-earned  dollars.  ■ 

-With  Adrienne  Carter  and  Roger  O.  Crockett  in  Chicago  n 

Geri  Smith  in  Mexico  it 
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Once  a  month  28-year-old 
Ignacio  Moreno  (not  his  real 
surname)  walks  to  a  small 
storefront  on  Chicago's  West 
26th  Street  and  plunks  down 
$380.  It's  not  the  rent  for  his 
two-bedroom  apartment,  where  he  lives 
with  his  wife  and  two  kids,  but  an 
installment  payment  on  his  dream  home 
back  in  Mexico.  A  bakery  employee  who 
works  the  night  shift  since  the  family  came 
to  the  U.S.  illegally  in  late  2003,  Moreno  is 
paying  for  $10,000  worth  of  cement, 
gravel,  and  bricks  for  the  four-bedroom 
house  he's  building  on  the  outskirts  of  the 
Mexican  capital. 

Moreno  isn't  paying  a  bank.  He's  giving 
his  hard-earned  money  to  the  Mexican 
cement  giant  Cemex  through  its 
Construmex  program.  The  idea  is  to  target 
migrants  living  in  the  U.S.,  who  sent  an 
estimated  $16  billion  in  remittances  last 
year-some  $3  Dillion  of  which  was  intended 
for  construction,  according  to  a  Construmex 
market  survey.  Money  transfers  can  be 
expensive,  and  family  members  back  home 
frequently  spend  the  money  on  other  things. 
And  many  immigrants  don't  know  how  much 
cement  to  buy  or  how  to  build  a  roo:.  so  their 
hard-earned  savings  often  are  wastes. 
That's  where  Construmex  comes  in:  Its 
architects  help  clients  design  home  plans 
and  calculate  how  much  material  to  deliver 
and  at  what  time  intervals.  The  company 
also  finances  the  purchase  of  the 
construction  materials. 

In  two  years,  Monterrey-based 
Construmex  has  helped  4.500  migrants  living 
in  the  U.S.  build  homes  or  small  businesses  in 
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Mexico.  This  year  it  expects  $3.8  million  in 
revenue,  a  mere  hint  of  the  potential.  "We're 
certain  that  there's  a  very  large,  unsatisfied 
demand  out  there,"  says  Hector  Ureta, 
Cemex'  director  for  low-income  programs. 
The  company's  studies  show  that  58%  of 
Mexican  migrants  to  the  U.S.  intend  to 


»     i 


build  in  their  home  towns. 

Just  as  some  U.S.  companies 
are  tapping  the  undocumented 
market,  some  Mexican 
companies  see  opportunity  in 
following  customers  who  head  north  of  the 
border.  After  all,  many  migrants  straddle 
both  worlds-working  in  the  U.S.  but 
maintaining  homes  in  Mexico.  So  far  most 
cross-border  efforts  are  housing-related 
campaigns  conducted  through  U.S.  branch 
offices.  Grupo  Famsa,  a  Monterrey-based 
retailer  of  home  appliances,  has  nine  stores 
in  California  and  three  in  Texas,  where 
migrants  can  buy  a  product  and  have  it 


delivered  to  relatives  in  Mexico. 

Then  there's  Hipotecaria  Su  Casita,  a 
Mexico  City-based  mortgage  lender  that 
opened  an  office  in  Denver  in  2003  and  has 
made  350  peso-denominated  mortgages, 
averaging  $55,000,  for  migrants  wishing  to 
purchase  a  home  in  Mexico.  Most  of  Su 
Casita's  loans  are  for  20  or  25  years  and 
charge  12%  to  13.5%  interest— high  for  the 
U.S.  but  typical  for  Mexican  mortgages.  The 
company  doesn't  ask  clients  whether  they're 
in  the  U.S.  legally,  but  it  requires  evidence  of 
earnings,  such  as  paycheck  stubs,  bank 
statements,  or  a  letter  from  an  employer.  So 
far  none  of  its  clients  has  missed  a  payment. 
"They  don't  want  to  risk 
losing  their  credit  rating  or 
the  house  they  bought,"  say: 
Eduardo  Uranga,  who  heads 
Su  Casita's  migrant  progran 
Su  Casita's  U.S.  loan  portfoli 
totals  just  $15  million,  but 
Uranga  predicts  that  1.000 
new  mortgages  will  be  issuet 
in  2006.  He  expects  that 
number  to  rise  to  3,000 
annually  within  five  years.  In 
May,  Su  Casita  opened  a 
Dallas  office  and  will  add 
others  in  Los  Angeles  and 
Chicago  later  this  year. 
Back  in  Mexico  City, 
Moreno's  mother,  Alfreda 
Rosales,  55,  stands  proudly 
at  her  son's  construction 
site.  The  former  laundress 
shares  a  cramped  room 
with  her  daughter  and  grandson  as  they 
await  the  completion  of  the  1,400-square- 
foot  home.  "Ignacio  has  always  been  a  hard 
working  boy,"  she  says,  wiping  away  a  tear.  I 
a  few  years,  Moreno  plans  to  live  in  the  new 
house  with  his  family  and  mama.  Now  he's 
thinking  bigger-a  bakery  of  his  own  back 
home,  a  project  he  has  already  discussed 
with  Construmex. 

-By  Geri  Smith  in  Mexico  Cit 


CASAMA  Rosales'  son 
in  Chicago  is  financing 
construction  through 
cement  maker  Cemex 
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Don't 


Don't  let  inefficient  printers  brazenly  take  your  hard-earned  profits  without  putting  up  a  fight.  Combat  them 
with  Toshiba's  Encompass,™  an  innovative  tool  that  sniffs  out  inefficiencies,  gives  you  strategies  to  maximize 
your  office  machines  and  helps  you  to  put  an  end  to  the  stealing.  To  learn  more,  go  to  endthestealing.com 


TOSHIBA 

Don't  copy.  Lead.' 
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Martial's 
Hits  and  Misses 

His  Inside  Wall  Street  column  did  well 
over  three  months,  not  as  well  longer  term 


INVESTING  IN  EQUITIES  CAN  BE  A 
herky-jerky  ride  these  days— a  stock 
can  be  up  two  points  one  week  and 
down  three  the  next  before  putting 
you  right  back  where  you  started.  So 
picking  stocks  is  harder  than  ever. 
Such  was  the  challenge  last  year  for 
Gene  G.  Marcial,  the  BusinessWeek  veter- 
an who  writes  the  Inside  Wall  Street  col- 
umn each  week.  In  contrast  with  a  bubbly 
2003,  stocks  last  year  showed  modest 
gains,  and  most  of  those  came  toward  the 
end  of  the  year.  But  Marcial's  152  picks 
usually  shot  out  of  the  gate.  On  average, 


The  Best. 


his  stocks  beat  five  major  indexes  over  the 
first  day,  first  month,  and  first  three 
months  after  they  appeared  in  his  col- 
umn. Over  six  months  the  going  got 
tougher,  with  the  column  beating  only  the 
NASDAQ  Composite  Index  and  Dow 
Jones  industrial  average. 

He  did  especially  well  over  three 
months,  up  an  average  of  4.6%,  vs.  1.4% 
for  the  Standard  &  Poor's  500-stock  index 
and  05%  for  the  Dow  and  NASDAQ.  That's 
the  seventh  time  in  the  eight  years  we've 
tracked  his  performance  that  Marcial  has 
beaten  the  S&P  500  over  three  months. 

...And  the  Worst 


COMPANVSYMBOL 

GAIN 

ONE  DAY 

Bioenvision*  BIVNE 

19.5 

PSS  World  Medical  PSSI 

19.1 

Napco  Security  Systems  NSSC 

14.5 

ONE  MONTH 

Bioenvision**  BIVNE 

49.8 

Bioenvision*  BIVNE 

45.2 

CombiMatrix  CBMX 

39.2 

THREE  MONTHS 

Bioenvision*  BIVNE 

122.0 

WPT  Enterprises  WPTE 

84.3 

Audible  ADBL 

71.9 

SIX  MONTHS 

mm 

Audible  ADBL 

122.5 

Wild  Oats  Markets  OATS 
Potash  of  Saskatchewan  POT 


My  22. 2004 


71.2 


COMPANVSYMBOL 

LOSS 

ONE  DAY 

Homestore  HOMS 

-13.3 

Biolase  Technology  BLTIE 

-7.8 

On  Track  Innovations  OTIV 

-7.2 

ONE  MONTH 

Alliance  Gaming  AGI 

-38.0 

Greg  Manning  Auctions  GMAI 

-31.8 

Net2Phone  NTOP 

-26.7 

THREE  MONTHS 

Homestore  HOMS 

-53.1 

Net2Phone  NTOP 

-48.6 

Sipex  SIPX 

-44.4 

SIX  MONTHS 

Axonyx  AXYX 

-78.6 

TiVo  TIVO 

-64.2 

69.8      Chinadotcom  CHINA 


-60.7 


Data:  Bloomberg  Financial  Maliets.  SusmessWeefc 
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Marcial  talks  with  professional  m< 
managers,  research  analysts,  and  pn 
investors.  He  hunts  for  stocks  that 
ready  to  break  from  the  pack,  benef 
from  an  event  such  as  the  launch 
promising  new  product  or  governn 
approval  of  a  new  drug.  Occasional 
hedge-fund  manager  or  a  big  invt 
may  make  a  case  that  a  company  is  sc 
dervalued  that  it's  a  takeover  Candida 
that  it  has  a  new  product  that's  sure  t 
tract  bigger  fish.  Marcial  identifiec 
stocks  last  year  that  his  sources  tho; 
were  potential  targets,  and  within 
months,  two— Marimba  Inc.  and  I 
bleClick  Inc.— agreed  to  be  acquired, 
as  we  make  clear  every  year  in  this  re 
card,  Marcial's  picks  aren't  widow-; 
orphan  stocks  to  be  tucked  under  the  i 
tress  for  the  long  haul.  Investors  bu 
these  stocks  should  monitor  them  clo 


HOW  WE  MEASURE 

TO  CHART  THE  performance  of 
stock  discussed  in  Inside  Wall  Street 
start  with  the  closing  price  on  Thurs 
shortly  before  BusinessWeek  is  first  a 
able    on    our    Web    site    (busin 
week.com).  Then  we  track  the  stock 
the  next  six  months— a  period  that  er 
in  late  June  for  the  columns  publish* 
the  end  of  2004.  We  calculate  one- 
one-month,  three-month,  and  six-im 
price  changes  for  each  stock  and  c 
pute  the  average  performance  for  eai 
those  periods.  We  then  com 
them  with  the  major  indexes.  (B 
rial  received  five  weeks  of 
from      BusinessWeek     colleaj 
David  Henry  and  Mara  Der 
anesian,  whose  picks  are  inch 
in  the  results.) 

Stocks  spotlighted  in  the  coh 
usually  get  a  big  first-day  b 
from  the  publicity.  Last  year  I 
rose  by  an  average  of  2%.  In 
Wall  Street's  picks  kept  up  the 
mentum  after  one  month,  risin; 
average  of  2.2%,  vs.  a  0.4%  ret 
for  the  S&P  and  0.1%  for  both 
Dow  and  NASDAQ.  The  list's  4 
jump  after  three  months  len 
ened  its  lead  over  the  five  inde 
But  after  six  months,  Inside  1 
Street  was  up  by  just  2.3%— a 
centage  point  or  more  behind 
Wilshire  5000  Total  Market  Ir 
and  the  small -cap  Russell  2( 
and  trailing  the  S&P  500  by  0.4 
percentage  point. 

The  top  one- day  winner 
Bioenvision  Inc.,  a  small  develt 
of  oncology  drugs.  Its  shares  sui 
19.5%,  to  $6.19,  the  day  after  Ma 


I 


ARCIALOver 

roe  months 
spicks 
insistently 
;at  the  S&P 


ed  in  the  BusinessWeek  dated  Feb.  9 
d  released  11  days  earlier)  that  the 
tech  outfit  was  a  likely  buyout  candi- 
Je  for  a  large  pharmaceutical  maker  ea- 
to  get  its  hands  on  Bioenvision's 
kemia  drug  that  was  under  develop- 
iJrit.  Marcial  picked  the  stock  again  on 
r.  22,  and  it  soared  49.8%  over  the  fol- 
ing  month,  giving  Marcial  his  best 
1S -month  performer  last  year.  Mean- 
-  le,  the  first  Bioenvision  pick  was  turn- 
in  the  year's  best  three-month  run, 
i;iping  122%.  The  third  time  wasn't  as 
jcy   for   Marcial,   though:    After   he 
[•  )mmended  the  stock  again  on  Dec.  6,  it 
ijl6.8%  the  first  month  and  35.7%  over 
Inonths.  No  one  has  acquired  Bioenvi- 
ji  yet,  but  its  stock  is  still  45%  higher 
i  when  Marcial  first  wrote  about  it. 
j  lis  biggest  home  run  was  Audible  Inc., 
r  ch  uses  popular  books  and  magazines 
I-  nake  audio  tracks  for  handheld  de- 


*<  * 


Health-oriented 
Oats  Markets  Inc. 
winner:   It  leaped 
months.    Marcial's 


grocer  Wild 
was  another 
71.2%  in  six 
sources— two 


vices  such  as  Apple  Computer  Inc.'s  iPod. 
Its  shares  soared  122.5%  in  the  six 
months  after  its  mention  in  the  Aug.  9  is- 
sue. He  cited  ThinkEquity  Partners  LLC 
analyst  Mark  Argento's  belief  that  Audi- 
ble would  get  a  lift  from  the  growing  pop- 
ularity of  portable  audio  players. 


hedge-fund  managers  who  asked 
not  to  be  named— argued  that  the 
chain's  recent  struggles,  which  had 
pushed  the  stock  down  from  $15  to 
$5.67,  could  make  it  a  takeover  can- 
didate for  a  chain  such  as  Kroger 
Co.  Wild  Oats  is  still  independent. 
But  since  Marcial  featured  it  in  his 
Nov.  8  column,  it  has  performed 
smartly,  seeing  its  stock  snap  back 
six  months  later,  to  $10.  The  cata- 
lyst: news  in  March  that  Ronald 
Burkle,  a  billionaire  investor  and 
former  supermarket  magnate,  had 
bought  a  9.2%  stake.  Burkle  said 
he  saw  immense  potential  for  Wild 
Oats  to  grow  because  of  the  rising 
demand  for  natural  foods  as  well  as 
the  opportunity  to  expand  into  the 
many  prime  retail  sites  being  vacat- 
ed by  the  likes  of  Toys  'R'  Us  Inc. 
and  Winn  Dixie  Stores  Inc. 

A  FEW  STRIKE-OUTS 

ON  THE  FLIP  SIDE,  Homestore  Inc. 
suffered  the  biggest  one-day  loss 
among  Marcial's  picks— 13-3%. 
While  his  sources  were  betting  that 
the  Web-design  and  publishing 
company  would  be  a  great  fit  for 
Yahoo!  Inc.,  Homestore  stunned  in- 
vestors by  announcing  a  first-quar- 
ter loss  of  $5.1  million  shortly  after 
the  market  closed  on  May  6  of  last 
year  and  just  before  the  release  of 
the  column.  This  piece  of  bad  news 
sent  the  stock  tumbling  the  next 
day.  Homestore  never  recovered, 
losing  46.5%  over  six  months. 

But  Axonyx  Inc.,  which  is  developing 
drugs  for  cognitive  disorders,  took  the 
biggest  hit  overall.  It  plunged  78.6%  in 
the  six  months  after  it  appeared  in  Mar- 
cial's Oct.  11  column.  Elemer  Piros,  an  an- 
alyst at  Rodman  &  Renshaw  LLC,  was 


Taking  on  the  Indexes 


Inside  Wall  Street  featured 
152  stocks  in  50  issues  of  the 
magazine  last  year.  For  each 
issue  the  returns  for  the 
column  and  the  market 
benchmarks  were  calculated 
for  four  time  periods. 
The  returns  were  averaged 
over  all  50  issues. 
Here  are  the  results: 


1DAY 

1M0. 

3M0S. 

6M0S. 

Inside  Wall  Street 

2.0% 

2.2% 

4.6% 

2.3% 

Standard  &  Poor's  500 

-0.1 

0.4 

1.4 

2.7 

Dow  Jones  Industrials 

-0.1 

0.1 

0.5 

0.8 

NASDAQ  Composite 

-0.1 

0.1 

0.5 

0.9 

Wilshire  5000 

0.0 

0.5 

1.7 

3.3 

Russell  2000  0.0 

Data:  BusinessWeek.  Standard  &  P.jor's.  Global  Insight 


0.7        2.2 


3.9 
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bullish  on  Phenserine,  Axonyx'  drug  for 
Alzheimer's  disease.  But  after  the  stock 
rose  8.8%  in  the  first  three  months,  it 
sank  from  $4.85  to  $1.88  in  February. 
Why?  The  company  disclosed  that  in  a 
clinical  trial  Phenserine  performed  no 
better  than  a  placebo.  Still,  Piros  is  opti- 
mistic that  Axonyx  may  yet  be  successful 


with  a  reformulated  version  of  the  drug. 
TiVo  Inc.,  the  maker  of  digital  video- 
recorders,  was  another  loser.  Its  shares 
plummeted  64.2%  in  the  six  months  after 
Marcial  mentioned  it  in  his  Mar.  1  col- 
umn. Darnel  Ernst,  at  the  time  also  an  an- 
alyst at  Rodman  &  Renshaw,  maintained 
that  TiVo's  tight  partnerships  with  man- 


ufacturers, such  as  RCA,  Sony,  and  To* 
ba,  could  help  it  boost  its  subscriber  ctfl 
by  75%  in  the  next  year.  But  TiVo's  shl 
swooned  within  weeks  as  speculaB 
grew  that  DirecTV  Group  Inc.—  wM 
provided  TiVo  players  to  its  custome  ] 
would  drop  TiVo  in  favor  of  a  recoi 
made  by  one  of  DirecTV's  sister  con 
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These  are  the  152  stocks  featured  in  the  column.  For  each  we 
give  the  last  closing  price  before  Inside  Wall  Street  became 
public,  usually  on  a  Thursday.  Then  we  compute  the  one-day, 
one-month,  three-month,  and  six-month  percentage  returns. 


COMPANY  NAME /SYVBOL 


QukWQDEL 

Education  Lending  Grp.  EDLG   13.39 

Northern  Orion  Resources  NTO  2.41 


CLOSING  PRICE 

PERCENT  CHANGE 

ISSUE 

THURSDAY          1DAY 

1M0.        3MO. 

6  MO. 

DATE 

10.77         12.3 

12.5   -38.8 

-45.3 

1/12 

13.39      6.0 

6.0      18.1 

32.6 

1/12 

CepheidCPHD 

11.84 

3.5 

-7.0 

-14.5 

-12.5 

1/19 

IncoN 

39.40 

-1.0 

-9.4 

-12.4 

-12.7 

1/19 

Oil  States  IrrtenwtionaJ  OIS 

14.81 

1.2 

-5.7 

-7.8 

4.9 

1/19 

ADC  Telecommun.1  ADCT 

24.29 

2.3 

-3.7 

-15.0 

-30.5 

1/19 

Devon  Energy  DVN 

28.45 

2.8 

-5.5 

9.1 

22.7 

1/26 

MFC  Bancorp  MXBIF 

18.83 

12.2 

11.1 

22.9 

1.5 

1/26 

CombiMatrix  CBMX 

5.53 

4.3 

392 

-7.6 

-35.4 

1/26 

CV  Therapeutics  CVTX 

15.26 

5.2 

4.7 

-0.1 

-6.4 

in 

Alliance  Data  Systems  ADS 

27.71 

-1.0 

5.6 

34.3 

33.8 

in 

Microvision  MVIS  7.93 

H<>neywell  International  HON  35.95 

TeHk  TELK  24.00 

Bioenvision  BIVNE  5.18 

Occidental  Petroleum  OXY  43.20 

eCollege.c< 

Gempiuslrt 

Bank  of  Air 

Amer.  Axte 

Chinadotcc 

TiVo  TIVO  11.13 

American  Vanguard3  AVD  12.55 

Net2Phone  NT0P  6.96 

lAC/lnterActiveCorp  IACI  31.12 

Marimba*  MRBA  6.25 

Valerias  VLTS  6.53 

Saga  Communications  SGA  19.70 


6.2 
3.5 
•1.0 
1.2 
2.3 
2.8 
2.2 
4.3 
5.2 
■1.0 
5.3 
0.5 
-0.3 
19.5 
G.8 


-7.9 
-7.0 
9.4 
•5.7 
-3.7 
5.5 
11.1 
192 
4.7 
5.6 
20.3 
-2.5 
-1.7 
452 
6.7 


eCoflege.com  ECLG 

19.66 

12.2 

42 

-5.9 

-54.4 

2/16 

Gemplus  International  GEMP 

5.00 

1.4 

10.2 

-9.0 

-24.8 

2/16 

Bank  of  America2  BAC 

40.83 

-0.1 

-1.6 

-1.6 

4.5 

2/23 

Amer.  Axte  &  Mfg.  HkJgs.  AXL 

41.30 

-1.7 

-13.4 

-13.6 

-22.2 

2/23 

Chinadotcom  CHINA 

10.90 

4.6 

-18.1 

-33.9 

-60.7 

223 

Lifetime  HoanLCUT 

16.30 

Rush  Enterprises  RUSHA 

12.05     - 

0*irenm  Ret*  Stores  PLCE  28.75 

Bioenvision  BIVNE 

6.75 

Landec  LNDC 

8.80 

Medlmmune  MEDI 

23.55 

El  Paso  EP 

7.15 

Century  Bancorp  CNBKA 

33.53 

Toys  "R*  Us  TOY 

15.70 
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2.4 
-1.8 
3.0 
4.7 
1.9 
8.6 
2.7 
:2 

4.0 
5.2 
-1.6 
3.5 
2.4 
1.4 
1.5 


-10.7 

12.7 

-26.7 

-2.9 

-4.0 

-17.6 

1.1 

10.4 

-3.7 

1.5 

49.8 

-1.6 

0.0 

-2.2 

-10.5 

5.9 


32.4  -62 

14.5  -12.5 
2.4  -12.7 
-7.8  4.9 
15.0  -30.5 

9.1  22.7 

2.9  1.5 

-7.6  -35.4 

-0.1  -6.4 

14.3  33.8 

17.3  -22.4 
-2.0  5.4 

8.7  -19.8 

122.0  47.3 

12.2  13.4 

-5.9  -54.4 

-9.0  -24.8 

-1.6  4.5 

13.6  -22.2 
33.9  -60.7 

-37.0  -64.2 

45.2  15.1 

-48.6  -54.6 

0.6  -232 

30.7  32.0 
-24.3  -9.3 

-5.3  -9.0 

25.5  4.7 

3.7  -13.8 

-19.0  -17.7 

27.4  29.5 
-25.7  -19.5 

4.6  2.0 

0.3  182 

-5.5  -5.1 

5.5  10.3 


1/12 
1/19 
1/19 
1/19 
1/19 
1/26 
1/26 
1/26 

in 
in 
in 
in 

2/9 

2/9 

2/16 

2/16 

2/16 

2/2: 
in: 
in: 

3/1 

3/1 

3/1 

3/8 

3/8 

3/8 

3/15 

3/15 

3/15 

3/22 

3/22 

3/22 

3/29 

3/29 

3/29 

4/5 


If  these  periods  end  on  a  weekend,  we  use  the  previous 
Friday's  closing  price.  When  a  company  is  taken  over  within 
six  months,  we  calculate  prices  up  to  the  merger's  effective 
date.  The  Thursday  close  is  11  days  before  the  issue  date. 


CtOSMGPRICE   

THURSDAY         1DAY 


PERCENT  OUNCE 


COMPANY  NAME/SYMSa 

Asta  Funding  ASFI  18.77 

CaracoPharm.LabsCPD  9.49 

Reebok  International  RBK  41.79 

Borland  Software  B0RL  9.35 

ATS  Medical  ATSI  5.44 

NPSRwHTruKeutkate  NPSP  27.15 

Morgan  Stanley  MWD  5620 

Winn-Dixie  Stores5  WNDXQ  7.53 

Viacom  VIA  40.42 

Greg  Manning  Auctions  GMAI  16.65 

Cytogen  CYT0  11.81 

Dotal  Financial  DRL  33.17 

Mohawk  Industries  MHK  80.52 

IMN  40.68 

r6  PC0  34.35 

Wynn  Resorts  WYNN  39.85 

Perficierrt  PRFT  4.38 

CyberGuard  CGFW  9.80 

V1SX7  N/A  2229 

Homestore  H0MS  4.73 

Advced.Neuromod.Sys  ANSI  27.61 

Sun  Microsystems  SUNW  3.86 

Yak  Communications8  YAKCE  7.99 

Sepracor  SEPR  41.99 

Union  Pacific  UNP  55.88 

Colgate-Palmolive  CL  55.97 

Tidewater  TDW  27.09 
Nape©  Security  Systems  NSSC  6.40 


1M0. 


3  M0. 


6  MO. 


St.  Jude's  Medical  STJ 

Staples9  SPLS 
Pain  Therapeutics 
Kaydon  KDN 
Delta  Air  Lines  DA 
On  Track  rrmovatjo 
Suncor  Energy  SU 
Foamex  biterruroonal  FMXI 
Tefconet  TK0 


Apex  SRver  Mines  SIL 

17.20 

2.3 

2.3 

Staples9  SPLS 

18.12 

0.7 

5.8 

Pain  Therapeutics  PTIE 

8.24 

4.4 

-2.7 

Kaydon  KDN 

2823 

-2.8 

3.6 

Delta  Air  Lints  DAL 

5.81 

1.4 

12.0 

On  Track  mnovations  0TIV 

9.91 

-7.2 

-15.8 

38.17 

17.20 

18.12 

8.24 

2823 

5.81 

9.91 

26.00 

4.90 

3.53 


-2.2 
0.6 

-0.4 
2.5 

-1.8 
3.0 
0.3 
6.9 
0.5 
0.0 
4.6 
0.8 

-0.7 

-0.2 
0.2 
0.2 

-6.2 
0.4 

-2.2 

-13.3 

2.8 

-0.5 
3.9 
3.1 
0.7 
2.3 
2.0 

14.5 

-0.1 
2.3 
0.7 
4.4 

-2.8 
1.4 
-7.2 
0.8 

-4.3 

-0.6 


-1.5 

6.6 

-3.0 

-212 


-13.7     -5.1  -10.5 

162       9.6  -24.6 

-2.9    -13.9  -112 

-11.4    -12.0  -72 

-6.3    -26.7  -33.5 

-17.4    -301  -242 

-7.6     -11.4  -14.1 

-8.1     -6.8  -50.7 

-5.5    -13.4  -14.4 

-31.8    -20.1  -33.3 

16.8  28.0  -13.4 
-4.1     12.4  20.0 

-11.6    -11.9  2.3 

-21.1  -25.6 

8.9  13.7 

-11.4  453 

-27.6  0.0 

-16.0    -41.8  -47.3 

5.4    -15.3  -23.6 

-5.9    -53.1  -46.5 

15.9  11.7  36.0 
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;s.  The  rumors  were  right:  Last  Au- 
st,  NDS  Group  PLC  said  it  would  start 
pplying  digital-recorder  technology  to 
recTV.  Both  companies  are  owned  by 
ipert  Murdoch's  News  Corp.  Ernst, 
w  an  analyst  at  Hudson  Square  Re- 
irch-Soleil  Securities,  is  still  bullish  on 
Vo,  noting  that  its  subscriber  count 


has  doubled  in  18  months.  And  he  be- 
lieves TiVo's  subsequent  deal  with  Com- 
cast Corp.  will  help  offset  the  loss  of 
DirecTV's  business. 

TiVo's  performance  is  a  reminder 
that  many  of  Marcial's  stock  picks  are 
high-risk,  high-return  plays  that  can 
disappoint  if  something  goes  wrong 


with  the  investment  thesis.  Still,  home 
runs  such  as  Audible  and  Wild  Oats 
more  than  made  up  for  Marcial's  occa- 
sional strike-outs  and  boosted  his  over- 
all performance.  ■ 

-By  Dean  Foust  in  Atlanta,  with 
Robert  J.  Rosenberg,  Michael  J.  Mandel, 

and  Sarah  B.  Davis  in  New  York 
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6.  Acquired  by  Valero  Energy  4/25/05 

7.  Acquired  by  Advanced  Med  Optics  (AVO)  5/27/05.  lost  its  t 
acquisition  (was  EYE) 

8.  Ticker  change  from  YAKC  to  YAKCE  2/24/05 

9.  Split  4/18705. 3:2 
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MURKY  WORLD  Investigators 
want  to  know  if  Pollner  and 
Rich  paid  Oil-for-  Food 
kickbacks.  Chalmers' 


r-< 


• 


An  ultra-secretive  network 
rules  independent  oil  trading. 
Its  mentor:  Marc  Rich 


NE  BRISK  DAY  LAST  FALL, 
globe-trotting  oil  executive 
Benjamin  R.  Pollner  was 
leaving  his  luxury  prewar 
apartment  building  on 
Manhattan's  Park  Avenue 
when  detectives  from  Man- 
hattan District  Attorney  Robert  M.  Morgen- 
thau's  office  approached.  They  began  asking 
him  about  his  alleged  involvement  in  the  un- 
folding U.N.  Oil-for-Food  scandal.  Pollner,  a 
tall,  lean  sixtysomething  who  wears  Euro- 
pean-cut clothes  and  a  world-weary  visage, 
was  taken  aback,  say  investigators  familiar 
with  the  incident. 

He  snapped  that  he  was  in  a  hurry  to  make 
an  overseas  flight  and  refused  to  answer 
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questions.  Before  hopping  into  a  car  that  whisked  him  off  to  John 
F.  Kennedy  International  airport,  Morgenthau's  investigators  say 
Pollner  delivered  a  parting  shot:  "I  did  nothing  in  New  York  or 
the  U.S.  that  would  be  considered  illegal."  To  them,  Pollner  was 
admitting  he  had  done  something  wrong— just  not  in  their  ju- 
risdiction. Pollner,  who  runs  Taurus  Petroleum  mainly  from  of- 
fices in  Geneva  and  London,  hasn't  set  foot  in  the  U.S.  since,  in- 
vestigators believe.  He  didn't  reply  to  several  calls  and  e-mails. 

On  the  morning  of  Apr.  14,  David  Bay  Chalmers  Jr.,  51,  who 
owns  privately  held  oil-trading  company  Bayoil  USA.  Inc., 
emerged  handcuffed  and  bleary-eyed  from  his  high-security 
mansion  in  Houston's  ritzy  River  Oaks  neighborhood.  He  had 
just  been  indicted  by  the  U.S.  Attorney  for  the  Southern  District 
of  New  York  for  conspiracy,  wire  fraud,  and  trading  with  a 
country  that  supports  terrorism— Iraq— during  the  U.N.  pro- 
gram. Chalmers  has  pleaded  not  guilty. 

Another  trader,  Patrick  Maugein,  nonexecutive  chairman  of 
London's  SOCO  International  PLC  oil-trading  company,  has 
been  under  scrutiny  by  the  U.N.  for  his  alleged  role  in  a  com- 
plex oil-smuggling  scheme  during  Oil-for-Food,  the  U.N.  pro- 
gram that  allowed  Iraq  to  sell  oil  for  humanitarian  purposes 
during  a  period  of  strict  sanctions.  Although  many  deals  were 
legitimate,  Saddam  Hussein  at  times  demanded  illegal  sur- 
charges for  the  right  to  buy  oil  at  below-market  prices.  Friends 
of  Saddam's  regime  allegedly  received  sweetheart  oil  alloca- 
tions, investigators  say.  Maugein  denies  violating  sanctions  or 
paying  illegal  surcharges. 

LEARNING  FROM  EL  MATADOR 

WHAT  DO  THE  THREE  MEN  HAVE  in  common,  aside  from 
their  dubious  deals  with  Iraq?  They  all  belong  to  the  ultra- 
secretive  informal  network  of  traders  who  dominate  global  in- 
dependent oil  trading.  They  don't  necessarily  act  in  concert 
with  each  other,  but  they  often  chase  the  same  opportunities. 
They  are  the  Rich  Boys.  All  operate  in  the  world  of  onetime 
fugitive  billionaire  Marc  Rich,  the  most-wanted  white-collar 
criminal  in  U.S.  history  until  his  controversial  pardon  on  Pres- 
ident Bill  Clinton's  last  day  in  office  in  2001. 

Rich  came  to  prominence  in  the  1970s,  when  he  worked  at 
Phillips  Bros,  (later  Phibro),  then  the  biggest  trader.  With  vet- 
eran partner  Pincus  "Pinky"  Green,  he  pioneered  "combat 
trading"— getting  trading  rights  from  countries  in  turmoil. 
Rich,  called  El  Matador  for  his  killer  instinct,  did  the  deals. 
Pinky,  "The  Admiral,"  arranged  shipping. 

Traders  soon  learned  the  art  of  the  Rich  deal:  Do  whatever  it 
takes.  After  Rich  and  Green  left  Phibro  in  1973  to  form  their 
own  company,  they  bought  a  house  in  the  South  of  France  and 
"stocked  it  with  hookers  from  Paris  and  flew  in  oil  guys  who 
spent  a  week  at  their  expense,"  says  a  former  U.S.  oil  executive 
who  knows  Rich.  "They  got  the  oil  contracts  they  wanted."  A 
former  Rich  partner  corroborates  this.  Green,  who  retired  in 
1992  after  heart  surgery,  could  not  be  reached  for  comment. 

Rich  is  notorious  for  trading  with  Iran  during  the  hostage 
crisis,  South  Africa  during  apartheid,  and  Cuba  and  Libya  dur- 
ing U.S.  trade  embargoes.  In  1983  he  fled  to  Switzerland  after 
being  indicted  by  the  Justice  Dept.  for  racketeering,  trading 
with  the  enemy  (Iran),  dodging  a  $48  million  corporate  tax  bill, 
and  other  violations  that  could  have  resulted  in  300  years  of  jail 


FREETRADER 

Rich  was  a 
hunted  fugitive 
until  Clinton's 
2001  pardon 


time.  Rich's  companies  pleaded  guilty  to  some  charges  and 
about  $200  million  in  fines,  penalties,  and  taxes,  but  the  ca.- 
mained  open  until  the  pardon.  "Rich's  philosophy  is  that  n< 
applies  to  him,"  says  Morris  "Sandy"  Weinberg  Jr.,  the  fo 
U.S.  prosecutor  who  pursued  and  indicted  Rich  in  1983. 

Over  the  years,  Rich  has  mentored  scores  of  traders 
though  the  70 -year- old  is  past  his  peak  in  the  business,  ace 
ing  to  industry  experts,  his  proteges  are  thriving.  "You  c 
call  it  the  University  of  Marc  Rich,"  says  a  Senate  investig 
As  Alaskan  and  North  Sea  oil  production  declines,  new  sup 
increasingly  come  from  some  of  the  most  corrupt  or  politi 
unstable  places  on  earth,  such  as  Equatorial  Guinea  and  Su 
These  are  the  new  frontiers  where  major  U.S.  oil  companies 
to  tread  because  of  sanctions,  embargoes,  and  antibribery 
anti-terrorism  laws.  But  it's  where  these  traders,  many 
characters  out  of  the  James  Bond  flick  Goldfinger,  make  £ 
money,  especially  when  oil  tops  $60  a  barrel. 

Governments  and  law  enforcers  have  long  been  suspicioi 
some  Rich  Boys.  In  a  six-month  investigation,  BusinessWeek 
pieced  together  the  first  comprehensive  look  at  their  spra^ 
and  deliberately  elusive  operations.  Our  findings: 
■  Rich  has  spawned  the  most  powerful  informal  network 
dependent  commodities  traders  on  earth.  He  did  it  primari] 
funding  spin-offs  and  startups  around  the  globe  for  deca 
and  by  training  scores  of  traders  who  have  set  up  their 
shops.  Although  Rich  no  longer  maintains  stakes  in  mo; 
these  outfits,  he  has  helped  create  a  network  that,  in  sum,  i 
more  formidable  than  his  own  company  in  the  1970s 


Rich,  now  70,  has  spawned  the  most  powerful,  infoi 
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past  40  years,  Marc  Rich  helped  create  a  vast  ne 
>rld's  biggest  independent  oil  traders.  Here  are  a  fe. 


•ncore  International,  based  in  Zug,  Switzerland,  and  founded  by  Rich,  is  now 
ided  by  Ivan  Glasenberg.  Three  board  members,  including  Glasenberg,  Willy 
te,  and  David  Issroff,  are  former  Rich  bigwigs.  They  also  sit  on  the  boards  of 
nmodities  companies  such  as  Xstrata  PLC,  based  in  Zug,  in  which  Glencore 
lajority,  along  with  Credit  Suisse  First  Boston. 

figura  Beheer  is  a  Dutch-based  firm  started  by  eight  former  Marc  Rich 
'  traders  in  1993,  including  Claude  Dauphin,  Trafigura's  chairman,  and 
urckheim.  In  2000,  Trafigura  was  in  merger  talks  with  Marc  Rich  &  Co. 

trick  Maugein,  a  former  top  Rich  trader,  is  nonexecutive  chairman  of  SOCO 
^national.  He  has  connections  to  Trafigura,  say  investigators.  He  denies  any 
ial  interest  in  the  firm. 

yeral  former  Rich  traders,  like  one-time  trading  director  Michael  Prest,  have 
'ked  at  other  top  commodities  firms  like  Vitol,  based  in  Geneva.  Prest,  who 
l  a  prominent  Nigerian  family,  started  Petrodel  in  2001. 

Masefield  Group  is  a  Zug-based  company  begun  in  1991  by  former  Rich  traders, 
'tiding  James  Daley.  Clyde  Meltzer,  Rich's  former  partner  who  was  nailed  in 
him  for  manipulating  oil  prices,  is  now  a  Masefield  rep  in  the  U.S. 

Data:  BusinessWeek  Company  Reports 


Os,  when  it  was  the  world's  premier  commodities  trader. 
he  Rich  Boys'  often  controversial  activities  are  on  the  rise, 
y  buy  oil  from  places  where  corruption  is  extensive:  Some  of 
Rich  Boys  have  been  named  in  scandals  in  Nigeria  and 
ezuela.  They  also  sell  oil  from  pariah  states  to  U.S.  refiners, 
lthough  Rich  testified  in  writing  in  March,  2005,  to  a  House 
imittee  investigating  the  U.N.  program  that  he  was  not  in 
way  active  in  the  Oil-for-Food  program,  documents  suggest 
he  bought  Iraqi  oil  in  2001  from  various  front  companies, 
ch  BusinessWeek  has  identified.  This  took  place  just  one 
ith  after  his  pardon.  If  so,  it  seems  that  Rich  may  have  mis- 
kmgress.  The  CIA,  the  Senate,  and  others  have  concluded 
from  September,  2000,  until  September,  2002,  buyers  in 
Oil-for-Food  oil  program  had  to  pay  illegal  surcharges  that 
iam  used  in  part  to  buy  weapons,  though  no  documents 
W  Rich  made  such  payments.  Some  investigators  believe 
i  insurgents  are  now  using  that  money, 
tne  company  from  which  Rich  bought  crude  during  this  pe- 
|  was  a  front  for  extremist  Russian  and  Ukrainian  organiza- 
Ts.  All  were  pro -Saddam;  one  was  a  staunch  supporter  of 
th  Korean  dictator  Kim  Jong  II.  Another  company  was  tied 
major  money  launderer  for  Saddam, 
b  reach  these  conclusions,  BusinessWeek  traced  crucial  con- 
ions  from  a  number  of  official  inquiries  and  documents.  Key 
ng  these  documents:  shipping  tables  from  the  Middle  East 
homic  Survey  (MEES),  the  preeminent  authority  on  tanker  ac- 
i  y  in  the  Middle  East.  These  detail  the  ports,  tankers,  destina- 
s,  and  buyers  of  Iraqi  crude.  Other  insights  came  from  a  2004 


CIA  report  on  Iraq,  data  from  Switzerland's  Feder- 
al Commercial  Registry  Office,  and  the  many  in- 
quiries launched  into  Oil-for-Food.  The  Justice 
Dept.,  six  congressional  committees,  a  U.N.  com- 
mission, Morgenthau's  office,  and  several  countries, 
including  Switzerland,  are  all  investigating  the  pro- 
gram. Extensive  interviews  with  dozens  of  oil 
traders,  government  investigators,  and  energy  ex- 
perts around  the  globe  helped  form  a  clearer  picture 
of  how  the  network  operates. 

Rich  did  not  respond  to  numerous  requests  for 
interviews.  But  Thomas  Frutig,  CEO  of  his  major 
holding  company,  Marc  Rich  +  Co.  Holding,  de- 
nied to  BusinessWeek  involvement  in  Oil-for-Food. 
Frutig  declined  to  respond  to  other  allegations,  de- 
spite repeated  phone  and  e-mail  requests.  Trader 
Clyde  Meltzer,  one  of  Rich's  business  partners  in 
the  1970s  who  remains  close  to  him,  says:  "Marc 
is  the  most  upstanding  guy  you'll  ever  meet.  It's 
untrue  he  ever  did  anything  dishonest." 

Rich's  trading  in  2001  sheds  a  harsh  new  light 
on  his  pardon,  which  is  limited  to  his  1983  indict- 
ment. To  revoke  it  would  require  a  constitutional 
amendment.  Even  so,  ifs  possible  authorities 
could  levy  new  criminal  charges  against  Rich,  who 
is  worth  up  to  $8  billion  by  some  estimates,  for  ac- 
tivities not  included  in  the  pardon.  A  federal  grand 
jury  in  New  York  is  apparendy  still  investigating 
whether  any  of  the  money  Rich  and  other  traders 
allegedly  tunneled  to  Saddam  was  used  to  fund 
terrorism.  The  U.S.  Attorney's  office  declined  to 
comment.  In  2001,  New  York  State  sued  Rich  for  tax  evasion, 
seeking  $137  million  they  say  he  owes.  But  given  Rich's  clout- 
he  is  a  major  philanthropist,  one  of  Switzerland's  largest  tax- 
payers, and  extremely  well  connected— he'll  likely  continue  to 
enjoy  the  good  life  abroad. 

MAVERICKS  IN  THE  MIDDLE 

LIKE  MARC  RICH  +  CO.  HOLDING,  most  of  the  Rich  Boys  have 
offices  in  the  tiny  Swiss  canton  of  Zug,  with  its  quaint  stores, 
Gothic  architecture,  and  low  tax  rates.  These  maverick  middle- 
men typically  don't  own  or  operate  oil  refineries  or  wells.  In- 
stead, they  buy  oil  from  producers,  line  up  buyers  to  refine  it, 
and  charter  tankers  to  ship  it.  Oil  trading  is  often  nebulous  and 
opaque.  Title  to  a  tanker's  oil,  for  example,  may  change  a  dozen 
times  before  the  ship  reaches  port. 

Some  of  the  Rich  Boys,  like  Pollner  and  Chalmers,  have  nev- 
er worked  for  Rich.  They've  merely  done  business  with  him  or 
have  connections  to  him  through  other  traders.  Typically,  Rich 
has  bankrolled  or  owned  stakes  in  the  traders'  companies,  or 
sold  them  to  close  associates.  Among  the  mightiest  is  com- 
modities giant  Glencore  International,  based  in  a  suburb  of 
Zug,  which  boasts  annual  turnover  of  $72  billion,  according  to 
its  financial  disclosures,  making  it  one  of  the  world's  largest  pri- 
vate companies.  Glencore  owns  scores  of  other  commodities 
companies  from  Spain  to  Australia.  Rich  sold  the  firm  to  its 
management  in  1994,  and  the  company  says  it  now  has  no  con- 
nection with  Rich.  It  is  run  by  former  Rich  lieutenants  Ivan 
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Glasenberg  and  Willy  Strothotte,  according  to  its  Web  site. 

Companies  run  by  the  Rich  Boys  span  the  globe.  Consider 
Netherlands -based  Trafigura  Group,  one  of  the  world's  top  trad- 
ing companies.  According  to  industry  experts  and  investigators, 
it  was  founded  in  1993  by  former  Rich  traders  with  money  from 
Rich.  Experts  say  he  invested  in  companies  like  Trafigura  to  ex- 
pand his  empire,  though  most  contend  he  no  longer  has  a  stake 
in  them.  Zug-based  Masefield  Group  was  also  founded  by  for- 
mer Rich  traders.  In  Moscow,  there's  Milio  International  Ltd., 
formed  by  Rich  traders  in  1997.  Rich's  flight  to  Switzerland  in 
1983  didn't  stop  him  from  financing  companies  in  the  U.S., 
among  them  Novarco,  a  White  Plains  (N.Y.)  commodities-trad- 
ing business  he  established  in  1997.  He  sold  its  oil  contracts  in 
2002  to  Richmond  (Va.)-based  Dominion  Resources  Inc.,  ac- 
cording to  company  reports. 

Many  of  the  Rich  Boys'  tactics  may  be  hyperaggressive,  but 
they're  perfectly  legal.  One  way  they  do  business:  exploiting  op- 
portunity in  Eastern  Euro- 
pean or  Third  World  coun- 
tries in  dire  need  of 
funding.  Rich  taught  his 
disciples— called  Lehrlings, 
German  for  apprentices— to 
lend  cash-strapped  compa- 
nies money  and  get  the 
right  to  buy  their  commodi- 
ties, industry  experts  say. 
Last  year,  for  example, 
Glencore  loaned  $40  mil- 
lion to  Peru's  second- 
largest  zinc  miner,  Volcan 
Compahia  Minera.  Volcan 
agreed  to  sell  zinc  and  other 
minerals  to  Glencore  from 
2004  to  2010. 

At  times,  some  Rich  boys 
apparently  use  front  com- 
panies—opaque    holding 

entities— to  disguise  deals.    

According  to  Senate  docu-    ^^^^^^^™ 
ments,  they  have  set  up  fronts  with  innocuous  names  such  as 
Rescor  Inc.  or  Plasco  Shipping.  Based  in  tax  havens  with  strong 
banking  secrecy  such  as  Panama,  Liechtenstein,  and  Gibraltar, 
they  come  and  go  like  flickering  harbor  lights  once  a  deal  is  done. 

David  Chalmers  found  such  companies  useful  in  trading 
Iraqi  crude  during  sanctions,  according  to  the  Senate  subcom- 
mittee on  permanent  investigations.  It  alleged  he  routinely  used 
a  company  called  Italtech  to  do  business  in  Iraq.  The  subma- 
rine-engine outfit  was  started  in  the  late  '80s  by  Chilean-Italian 
arms  dealer  Augusto  Giangrandi,  who  headed  the  Bermuda 
subsidiary  of  Chalmers'  Bayoil.  Italtech  opportunistically  mor- 
phed  into  an  oil  trader  in  1999.  Chalmers'  lawyer,  Bart  Dalton, 
says  Italtech  "was  not  a  front  company." 

Ben  Pollner,  law  enforcement  officials  believe,  was  behind 
Fenar  Petroleum  and  Alcon  Petroleum,  registered  in  Liechten- 
stein in  1999,  according  to  corporate  registry  documents.  They 
were  among  the  largest  oil  purchasers  during  Oil-for-Food,  to- 
gether exporting  $2.47  billion  worth  of  crude,  according  to  a 
report  by  the  U.N.  Independent  Inquiry  Committee,  chaired  by 


STROTHOTTE,  a  former 
lieutenant  to  Rich  (right), 
chairs  giant  Glencore 


former  Federal  Reserve  Chairman  Paul  A  Volcker.  Investig 
allege  they  paid  tens  of  millions  in  illegal  surcharges.  The  i 
parties  sold  almost  exclusively  to  Pollner's  company,  Tai 
MEES  shows.  "We've  interviewed  more  than  a  dozen  tra 
who  claim  [that  although]  Pollner  was  working  on  his 
deals,  he  was  often  acting  on  behalf  of  Rich,  too,"  says  a  st 
prosecutor  investigating  possible  Oil-for-Food  violations 

THRIVING  IN  TROUBLE  SPOTS 

ONE  REASON  THE  RICH  BOYS  are  so  busy  these  days  is  bee 
they  thrive  in  a  world  of  high  oil  prices  and  scarce  reserves.  Bi^i 
oil  companies  are  desperate  for  crude  yet  don't  want  to  dirty 
hands  getting  it  from  global  trouble  spots.  Says  a  former  partn 
Rich's,  who  requested  anonymity  because  he  routinely  trades 
Big  Oil:  "Majors  don't  want  to  touch  the  oil,  yet  they  want  tc 
it  If  you  think  Pablo  Escobar  [the  Colombian  drug  king] 

guilty,  weren't  people 
used  cocaine,  too?"  In 
half  the  crude  on  which 
for-Food  surcharges 
paid  ultimately  endec 
with  U.S.  majors,  accor 
to  the  Senate.  Says  Ric 
Perkins,  former  directc 
worldwide  oil  tradini 
Chevron  Corp.: 
majors  are  the  bread 
butter"  of  traders  like 
Rich  Boys. 

U.S.  companies  are 
bidden  from  bribing 
rials.  If  they  do,  it 
prove  damaging.  The  S 
rities  &  Exchange 
mission,  for  examplt 
probing  Marathon  Oil,  ExxonMobil,  Amerada  Hess,  Che\ 
and  others  for  allegedly  bribing  President  Teodoro  Ob 
Nguema  Mbasogo  of  Equatorial  Guinea  and  his  relatives  fo 
rights.  The  companies  say  they're  cooperating  with  the  SEC 
that  they  acted  lawfully. 

Oil  majors  are  also  under  pressure  to  shun  pariah  states, 
instance,  there  are  tight  limits  on  deals  with  war-torn  Sudan 
cause  it  backs  terrorism  and  engages  in  genocide.  But  compa 
set  up  by  the  Rich  Boys,  including  Trafigura  and  Glencore. 
among  those  buying  crude  there,  trade  reports  say.  China  is  a 
customer  for  the  Rich  Boys  there  and  elsewhere.  Still,  says  H 
Eren,  principal  attorney  at  Washington's  Eren  Law  Firm  ai 
former  U.S.  Treasury  Dept.  official,  tighter  controls  have  "a 
ed  a  situation  that's  definitely  helping  independent  traders/ 
Because  the  Rich  Boys  operate  in  such  secrecy,  one  of  the 
ways  to  see  how  they  work  is  when  they  get  busted  or  investi 
ed.  For  example,  in  Nigeria  last  year,  Petrodel,  a  firm  run  by 
mer  top  Rich  trader  Michael  Prest,  Glencore,  Trafigura,  and 
eral  other  firms,  were  accused  by  Nigeria's  state  oil  compa 
inflating  shipping  costs  by  doctoring  documents.  The  Nige 
demanded  repayments  of  more  than  $100  million.  Trafigura 
nies  the  allegations  and  says  that  all  past  problems  have  beer 
solved.  A  Glencore  spokesman  "vigorously  disputes"  the  char 
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It  may  be  PI.  Primary  Immunodeficiency  disease.  A  defect  in  the  immune  system 
that  affects  10  million  worldwide. 

It  causes  children  to  have  frequent  infections  that  are  unusually  hard  to  cure.  The 
only  way  to  know  is  by  testing. 

Talk  to  us  about  PI. 

For  more  information  visit  us  on  the  web  or  call  1-866-INFO-4-PI. 


JEFFREY  MODELL  FOUNDATION 

www.info4pi.org 
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There's  a  special  joy  in  getting 

our  hands  dirty  when  it  helps 

keep  our  land  beautiful. 


One  out  of  every  three  acres  of  America's  land  -  600  million  acres  -  is  public  land,  your 
land.  Lands  to  hike,  bike,  climb,  swim,  explore,  picnic  or  just  plain  relax.  And  when  you 
get  your  hands  dirty  in  programs  like  National  Public  Lands  Day,  you  help  spruce  up 
your  beautiful  lands.  Last  year,  on  this  day,  nearly  80,000  volunteers  built  trails, 
bridges,  planted  native  trees  and  removed  trash. 


To  find  out  how  you  can  help,  go  to  www.npld.com  or  call  800-V0L-TEER  (800-865-8337). 

HELPING       HANDS       FOR       AMERICA'S       LANDS 
©  2004  Muench  Photography.  Inc. 
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w  Marc  Rich  allegedly  bought  Iraqi  oil  during  the  U.N.  program: 


February,  2001,  and  on  several  subsequent  occasions,  Rich  bought  oil  through 
ternational  Company  for  Petroleum  &  Industrial  Services,  known  as  INCOME. 

ICOME  is  part  of  International  Group  for  Investments  (IGI),  an  Egyptian  company. 
I's  owner,  Mohamed  Sheta,  is  listed  in  a  CIA  document  as  receiving  oil  allocations 
jringOil-for-Food.  Hesham  Sheta,  his  son,  denies  illegal  surcharges  were  paid. 

il,  INCOME'S  parent,  owns  another  company,  Dynatrade. 

ynatrade,  started  in  1990,  was  run  by  the  Bakhtiar  brothers,  Esfandiar  and 
ahman.  Investigators  say  their  father  served  as  chief  of  the  secret  police  under  the 
;iah  of  Iran.  The  brothers  defected  to  Iraq  after  Ayatollah  Khomeini  took  over  in 
•79,  and  became  close  to  Saddam. 

1981,  the  brothers  helped  set  up  Jaraco,  a  Geneva  company  that  has  since  been 
luidated.  In  a  2004  report,  the  U.S.  Treasury  identified  Jaraco  as  a  major  money- 
jndering  conduit  for  Saddam's  billions. 

«h,  according  to  investigator  Kroll  Inc.,  has  had  oil-trading  ties  to  the  Bakhtiar 
others  over  two  decades  through  Jaraco  and  since  1990  with  Dynatrade. 
COME's  Hesham  Sheta  told  BusinessWeekthat  one  of  the  Bakhtiars  acts  as  "a 
insultant  to  the  Sheta  family"  and  that  Rich  is  their  oil  trader. 


odd  officials  and  Prest  could  not  be  reached  for  comment, 
ome  Rich  Boys  also  have  their  hand  in  oil-rich  Venezuela, 
se  leftist  leader,  President  Hugo  Chavez,  is  at  odds  with  the 
h  Administration.  After  an  oil  workers'  strike  in  2003,  Glen- 
I  and  two  U.S.  traders  allegedly  paid  kickbacks  to  secure 
!s  with  oil  monopoly  Petroleos  de  Venezuela  (PDVSA),  ac- 
ting to  The  Wall  Street  Journal.  PDVSA  denied  accepting 
es  and  Glencore  denied  making  any  illegal  payments. 

E  SADDAM  CONNECTION 

IE  OF  THE  MOST  COMPELLING  DETAILS  to  emerge  from 
for-Food  probes  revolve  around  Rich  himself.  BusinessWeek 
pieced  together  information  suggesting  that,  despite  his  de- 
s,  Rich  did  buy  Iraqi  crude  from  several  questionable  com- 
ies  during  the  program.  His  name  appears  in  shipping 
rds  compiled  by  MEES.  These  show  he  bought  from  four 
irate  companies,  starting  in  February,  2001:  Onako  Oil  Co., 
bsidiary  of  Alfa  Group,  one  of  Russia's  largest  conglomer- 
;  an  Egyptian  company  called  International  Company  for 
oleum  &  Industrial  Services  (or  INCOME,  for  short);  and  a 
ss  company,  Zerich,  with  ties  to  some  extremist  groups.  The 
th,  EOTC,  remains  a  mystery.  Hesham  Sheta,  vice-chairman 
NCOME's  parent  company  in  Cairo,  Egypt,  International 
up  for  Investments,  confirmed  that  "Marc  Rich  has  been  IN- 
»lE's  'agent"  [oil  trader]  since  1990"  and  that  Rich  bought 
li  crude  from  INCOME  in  2001.  Zerich  has  since  been  liqui- 
?d.  Alfa  denies  paying  surcharges, 
ich  tells  a  different  story.  In  March  he  acknowledged  his 


company  was  on  the  U.N.'s  list  of  "approved" 
crude  buyers  but  insisted  in  written  answers  to 
House  International  Relations  Committee  ques- 
tions that  "nothing  ever  came  of  it."  A  committee 
spokesman  remarked  at  the  time:  "We  believe 
[Rich]  knows  more  than  he  wishes  to  acknowl- 
edge." Marc  Rich  +  Co.'s  Frutig  reiterated  an  ear- 
lier press  statement:  "Marc  Rich  Holdings  reject 
all  the  allegations  relating  to  its  involvement  in 
the  U.N.'s  Oil-for-Food  program  in  Iraq." 

Even  with  the  new  information,  it  may  be  diffi- 
cult for  the  authorities  to  prove  that  Rich  did  any- 
thing illegal.  At  the  time,  Saddam  offered  oil  at  cut- 
rate  prices  to  his  supporters,  who  would  then  sell  it 
for  a  huge  profit  on  the  market.  For  two  years  lead- 
ing up  to  September,  2002,  the  dictator  demanded 
surcharges  of  up  to  50<t  a  barrel  that  he  deposited  in 
secret  bank  accounts,  according  to  the  CIA,  the  Vol- 
cker  committee,  and  Senate  documents. 

While  Rich's  company  bought  crude  from  com- 
panies acting  on  behalf  of  those  with  allocations, 
no  documents  show  he  paid  illegal  surcharges. 
However,  allocation  holders  would  typically  "pass 
on  the  cost  of  that  surcharge,"  according  to  a  re- 
cent Senate  report.  "[Buyers]  were  informed  of 
the  required  surcharges,  and  either  paid  them  di- 
rectly or  reimbursed  the  allocation  holder."  Hes- 
ham denies  that  INCOME  paid  illegal  surcharges. 
^^^^^^  Saddam  banked  about  $10  billion  from  oil  sur- 
^^^^^^  charges  and  smuggling,  says  the  U.S.  Government 
Accountability  Office.  Initially  it  enabled  him  to  live  large,  buy- 
ing fleets  of  Mercedes  and  the  finest  wine,  according  to  the  CIA 
But  when  pressure  from  the  Bush  Administration  mounted  in 
2001,  Saddam  earmarked  the  money  for  a  war  chest  that  "is 
likely  funding  the  current  insurgents,"  says  John  Fawcett,  an  in- 
dependent investigator  tracking  Iraqi  funds  who  recently  testi- 
fied to  the  House  Committee  on  Energy  &  Commerce. 

Some  Rich  Boys  were  heavy  hitters  in  Oil-for-Food.  In  Feb- 
ruary, 2001,  for  example,  the  U.N.  Security  Council  reported 
that  Glencore  bought  1  million  barrels  of  Iraqi  crude  destined 
for  the  U.S.  The  oil  was  diverted  to  Croatia,  where  it  was  sold  for 
a  $3  million  premium,  that  went  into  a  secret  bank  account. 
Glencore  was  caught  by  U.N.  overseers,  and  later  agreed  to  re- 
fund the  money  to  the  U.N.  A  Glencore  spokeswoman  says  the 
oil  was  shipped  to  Croatia  for  storage  and  later  shipment  to  the 
U.S.  A  CIA  report  alleges  that  Glencore  paid  more  than  $3.2 
million  in  surcharges  to  Iraq,  something  it  denies. 

The  numerous  investigations  into  the  UN.  program  paint  a 
complex  picture  of  how  Rich  Boys  allegedly  work.  In  Septem- 
ber, 2001,  U.S.  and  U.N.  authorities  were  tipped  off  by  a  Greek 
shipping  captain,  who  feared  his  tanker  chartered  by  Trafigura 
was  involved  in  sanctions  busting.  Trafigura,  run  by  former 
Rich  traders  Claude  Dauphin  and  Eric  de  Turckheim,  bought 
Iraqi  oil  from  a  Bermuda  company  called  Ibex  Energy,  accord- 
ing to  a  UN.  report.  Ibex  was  owned  by  another  former  Rich 
trader,  Jean-Paul  Cayre.  SOCO's  Patrick  Maugein,  once  a  top 
Rich  trader,  was  close  to  former  Iraqi  Deputy  Prime  Minister 
Tariq  Aziz.  The  CIA  alleges  Maugein  received  oil  allocations  that 
he  sold  through  Trafigura.  Maugein  denies  paying  illegal  sur- 
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charges.  Maugein  says  he  knows  one  of  Trafigura's  founders. 
Investigators  allege  he  had  a  contract  with  or  a  stake  in  Trafigu- 
ra,  something  both  the  company  and  Maugein  deny.  Maugein 
and  Trafigura  also  deny  having  commercial  ties  to  Ibex. 

DEALS  WITH  EXTREMISTS 

RICH  AND  THOSE  LIKE  HIM  are  so  successful  because  they'll 
do  business  with  virtually  anyone  if  there  are  big  bucks  to  be 
made.  Both  Rich  and  Pollner's  Taurus  Petroleum  bought  Iraqi 
crude  in  2001  through  the  now-defunct  Zerich,  according  to 
MEES  shipping  records.  Zerich  was  a  front  for  various  groups 
that  received  oil  allocations,  a  CIA  report  says. 

Some  of  them,  BusinessWeek  has  learned,  are  extremists,  in- 
cluding Ukranian  and  Russian  outfits  that  strongly  supported 
Saddam— as  well  as  North  Korean  strongman  Kim  Jong  II.  One, 
Russia's  Peace  &  Unity  Party,  threw  a  birthday  bash  in  Moscow  in 
January,  2004,  in  honor  of  Kim.  At  it,  Peace  &  Unity  Chairwoman 
Sazhi  Zaindinova  Umalatova  called  Kim  "an  all-powerful  treas- 
ured sword . . .  when  the  imperialists  are 
getting  more  undisguised  in  their  mili- 
tary ambition,"  according  to  North  Ko- 
rea's news  agency.  Zerich  also  acted  for 
the  Ukraine  Communist  Party  and  the 
Ukraine  Socialist  Party.  In  all,  Zerich 
bought  $422  million  worth  of  oil  from 
Iraq,  according  to  the  Volcker  committee. 

In  the  early  1990s  after  the  Soviet 
Union  collapsed,  Rich  quickly  became 
the  most  powerful  trader  there.  He  was 
"a  coach  and  sort  of  a  godfather  for  sev- 
eral of  the  oligarchs,"  says  Vladimir  L. 
Kvint,  a  professor  at  American  Universi- 
ty's Kogod  School  of  Business.  Pollner 
worked  for  Chalmers  at  Bayoil  then,  and 
all  of  them  sold  Russian  crude  that  they 
got  through  the  oligarchs. 

Rich  has  long  had  ties  to  Mikhail 
Fridman  and  his  mammoth  Alfa  Group, 
says  Kvint.  In  2001,  Rich  nearly  sold  his 
company  to  an  Alfa  division:  Zug-based 
Crown  Resources  Corp.  (now  called  ERC 
Trading).  During  the  U.N.  program  both 
Rich  and  Chalmers  bought  oil  from  Alfa 
units,  according  to  MEES:  Onako  and 
Tyumen  Oil  Co.,  respectively.  The  CIA 
report  alleges  that  Alfa  paid  illegal  sur- 
charges to  Saddam  during  Oil-for-Food, 
which  Alfa  denies. 

Rich  is  legendary  for  cultivating  people  in  high  places. 
Traders  say  he  could  reach  practically  any  diplomat,  oil  minis- 
ter, or  dictator  in  an  instant  with  a  phone  that  some  joked 
seemed  surgically  attached  to  his  ear.  Two  of  his  key  Mideast 
connections  were  the  powerful  Bakhtiar  brothers,  Esfandiar 
and  Bahman.  The  Bakhtiars— whose  father,  investigators  be- 
lieve, headed  the  Shah  of  Iran's  secret  police— fled  to  Iraq  after 
the  Shah's  ouster.  Thanks  to  family  ties,  Saddam  treated  them 
like  "adopted  sons,"  says  Jules  B.  Kroll,  founder  of  Kroll  Inc., 
hired  by  Kuwait  to  investigate  Saddam's  finances  in  1991. 

The  Bakhtiar  link  helped  Rich  forge  links  with  the  Iraqi  dicta- 
tor, says  the  Kroll  report  Kroll  says  it  obtained  faxes  between 
Rich  and  the  Bakhtiars  describing  Rich's  intent  to  trade  Iraqi 
crude  through  the  brothers.  Over  two  decades,  Rich  traded  al- 
legedly through  two  companies  linked  with  the  Bakhtiars:  Jara- 


MAUGEIN  His  role 
in  Oil-for-Food 
has  been 
questioned 


co  and  Dynatrade  (now  owned  by  INCOME'S  parent,  IC  . 
Bakhtiars  set  up  Jaraco  in  Geneva  in  1981.  In  2004,  the  U. 
sury  identified  Jaraco  as  a  major  money-laundering  con 
■Saddam's  billions.  Hesham  Sheta  says,  "[One  of  the]  B^i 
still  acts  as  a  consultant"  to  IGI,  which  in  turn  owns  I 
from  which  Rich  bought  Iraqi  crude  during  Oil-for-Fooc 
Rich,  along  with  Pollner  and  Bayoil's  Chalmers,  wer 
trusted  by  the  Iraqi  Oil  Ministry,"  says  Axel  Busch,  chie 
spondent  for  industry  newsletter  Energy  Intelligence.  A  a  i 
smart  Staten  Island  boy,  "Pollner  is  considered  a  brilliant  i  ic 
says  Busch.  Cultivating  relations  with  small  refineries,  [  1 
larly  in  the  U.S.,  enabled  him  to  handle  big  quantities  of  1 
by  breaking  it  into  smaller  cargoes,  say  industry  experts, 
they  say,  began  trading  with  Iraq  before  the  1991  Persu 
War  and  continued  after  a  U.N.  embargo. 

For  his  part,  Chalmers  had  loaned  money  to  Iraq  sii 
1980s  and  received  repayment  in  oil,  according  to  indu: 
perts.  The  scion  of  a  wealthy  Houston  oil  family,  Ch 
tight-lipped  trader  and  tennis  ace  with  a  taste  for  fancy 
^^^^^  was  used  to  rubbing  shoulders  w 
I  elite.  But  he  never  worked  for  Ri 

I  deed,  his  lawyer  Dalton  says  they 

I  ways  "competitors"  and  "didn't 

1  gether  in  Oil-for-Food."  Still,  trade 

I  *     and  CIA  documents  show  they  o 

1  deals  with  the  same  people  in  th 

I  places.  Chalmers'  deep  pockets  ap 

I  ly  appealed  to  Iraq's  Oil  Ministry. 

I  U.S.  lifted  its  embargo  in  May,  20< 

1  ministry  said  it  would  sell  only  to 

/ refiners,  but  it  still  allowed  two  tra< 

get  supplies— Bayoil  and  Taurus 

'EERIE'  EXISTENCE 

THESE  DAYS  RICH  HAS  OPULENll 
in  several  countries.  He  owns  a  p 
Moorish  villa  on  Spain's  rit2y  Co^ 
Sol  and  a  ski  chalet  in  Saint  N 
Switzerland.  His  powerful  pals  h£ 
eluded  opera  star  Placido  Doming 
former  hedge-fund  guru  Michael 
hardt,  who,  in  a  letter  backing  th 
don,  called  Rich  "my  friend... who  has  been  pun 
enough."  Former  traders  say  Rich  spends  most  of  his 
Villa  Rosa,  his  compound  on  Switzerland's  glistening 
Lucerne,  surrounded  by  Picassos,  van  Goghs,  and  Miros. 
Rich  still  keeps  offices  in  Zug.  "It's  eerie,"  says  a  financ 
ecutive  who  recently  paid  a  call.  "You  go  up  in  an  elevate 
step  into  a  vestibule  where  you're  asked  over  an  intercom 
have  an  appointment  and  whom  you're  there  to  see.  If  you 
the  list,  a  security  guard  opens  a  door  to  another  room, 
you  see  a  receptionist  who  scrutinizes  you.  Then  you're  e 
ed  into  another  elevator  that  takes  you  to  a  different  floor 
Rich  has  slowed  down  since  his  pardon.  He  sold  Marc 
Investments  in  2003  but  still  runs  Marc  Rich  +  Co.  Hoi 
which  has  a  trading  operation  and  a  real  estate  arm.  UJ 
thorities— the  Justice  Dept.,  in  particular— are  on  Rich's  ca 
for  some  of  the  Rich  Boys,  it's  possible  that  the  U.N.  or  eve 
Swiss  government,  which  is  conducting  its  own  investig 
into  Oil-for-Food,  may  act  if  they  can  prove  wrongdoing. 
Maybe  Rich  will  once  again  elude  his  pursuers.  He  is  fa 
coming  a  mythic  persona:  Word  is  a  TV  series  based  on  h 
may  be  in  the  works.  And  the  Rich  Boys— his  legacy— ruL 
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JOIN  THE  STRONGEST  NAME 
IN  FRANCHISING 


1GYM  BRAND 
(Sportirif  Coods  harness  2002,  2003  &  200*) 


#*f   CO-ED  FITNESS 
X  FRANCHISE 

^^^  ifranchKr  Tmes  2002.  2003  &  2004) 


•  Award  Winning  Marketing 

•  Complete  Franchise 
Development  Support 

•  Initial  and  Ongoing  Training 

•  Turn  Key  Vendor  Program 

•  Exclusive  Operating 
Platform 


GOLD'S  CiY M 

IT      ALU      STARTS       HERE 

goldsgym.com/franchising 

800-457-5375  x3028 
cminor@goldsgym.com 


JO  YEARS  •  2S  COUNTRIES  •  6S0+  FRANCHISES  •  2.8  MILLION  MEMBERS 


Up    fiptQ    It     Ju^Sctwutt 

I  IV      %^%#»W      ■  •■      Managing  Director,  Expens 


y,  Expense  Reduction  Analysts 


Why  would  a  CPA  who  turned  a  small  business  into 

a  $100  million  company  become  a  Managing 

Director  with  Expense  Reduction  Analysts?  Jim 

Schmitt  joined  forces  with  the  world's  largest 

franchised  cost  management  consultancy  to  show 

other  companies  how  to  realize  significant  cost 

savings  in  their  everyday  operating  expenses.  And, 

he  turns  those  savings  into  profits  for  himself  over 

and  over  again  thanks  to  Expense 

Reduction    Analyst's    business 

model.  You  can  get  it  too! 

>  Over  12  years  of  proven  success 

>  Operations  in  23  countries 

>  Leverage  our  worldwide  network 
and  clients 

>  Proven  systems  and  methodology 

>  On-going  training  and  support 

>  Recession  proof  business  service 

>  Low  overhead/high  margins 

>  No  limits— your  desire  defines 
your  potential 


3,  EXPENSE  REDUCTION  ANALYSTS 

To  find  out  if  this  opportunity  is  for  you,  call 
Jon  Elliott  at  (877)  872-3721  or  visit  www.allatwutera.com/developers.htm 


pcrete 

■  /  t  H  .    .    ../,.. 


)W%gfrg-MTf-M        I-'''  (  ommerco  Hhd. 
_JL/*»,f  tXtr       Iherpool,  N»  /  WHS 
o  n  j  /  ■  /  t  d >    .    ..*  wUw.stampcrcte.com 


Gash  m  oncoming-Construction  Industry! 

j^Kb  billion  sq.ft.  of  surfaces  waiting  fofourfjarterrted  decorative 
oncrete  system  to  be  applied.  Become  a  distributor  for  America's 
adding  non-competitive  line  of  decoratiye  concrete  equipment  and"" 
materials.  You  will  enjoy  a,50%  profit  margin  and  unlimited  income 
ftJtential.-Qver  fifty  different  breathtaking  designs  for  use  oWesidentiar 
mmericaTSppltOBWfis.  Construction  background  is  not  necessary 
I  offers  compren&nsttfetraining.  Exclusive  territories,  jy 


Contact:  Eric  C.  Poole   •    1-800-233-3298 


Find  the  franchise 

opportunity  that's 

right  for  you. 


LetsFranchise 


com 


THE  PERFECT  GAME  PLAN 
FOR  SUCCESS! 

Join  America's  Largest  One-Day  Bath  Remodeling  Team! 

Re-Bath  can  help  expand  your  business  with: 
•  Acrylic  Bathtub  Liners  'Wall  Systems  •  Shower  Base  Liners 

To  Learn  more  about  Re-Bath's 

exciting  Franchise  Opportunity  * 

Call  1-800-426-4573 


RE-BATH 


"The  Refreshing  Remodel" 
www.re-bath.com  or  newfranchise."  re-bath.com 
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Still  Hog-Wild 
Over  Hogwarts 

After  six  books  anothree  films,  Harry 
Potter  shows  no  signs  of  slowing  down 


HE  MORNING  OF  JULY  16 
will  be  a  special  one  for  80 
kids  at  Surprise  Lake 
Camp.  When  they  wake  up 
in  the  woods  near  Cold 
Spring,  N.Y.,  they'll  find 
their  very  own  copies  of 
Harry  Potter  and  the  Half-Blood  Prince  at 
the  foot  of  their  bunks,  many  with  a  per- 
sonal note  from  Mom  and  Dad.  The 
camp's  director  and  a  local  bookstore 
owner  cooked  up  the  idea  to  allow  par- 
ents to  pre- order  Harry's  latest  install- 
ment and  deliver  it  to  their  children  on 
the  day  the  summer's  hottest  publishing 
offering  hits  stores. 

Just  hours  earlier,  on  the  other  side  of 
the  country,  the  Tazzina  Bistro  in  Wood- 
land, Calif,  will  have  transformed  itself 
into  a  mini-Hogwarts,  the  school  for  wiz- 
ards Harry  attends.  The  hosts  promise  a 
free  flow  of  pumpkin  juice  and  butter- 
beer— staples  in  the  wizarding  world.  The 
festivities  are  a  partnership  with  the 
bookstore  next  door,  where  the  newest 
book  goes  on  sale  come  midnight.  Why 
did  27-year-old  bistro  owner  Rebecca 
Reichardt  decide  No.  6  was  the  time  to  go 
hog-wild  over  Hogwarts?  Her  12-year-old 
nephew,  Hank,  has  been  reading  the  se- 
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ries  ever  since  J.K.  Rowling's  first  story 
came  out  in  1998,  and  the  whole  family 
got  hooked  on  the  series.  "We  just  started 
reading  the  books  so  we  had  something 
to  talk  to  Hank  about,"  she  says.  "Now 


More  Magic 
Than  Ever? 

So  far  Harry  Potter  and  the  Half- 
Blood  Prince  appears  to  be  off 
to  a  strong  start 

BOOK  FIVE       BOOK  SIX 

Number  of  copies  printed  in  first  run 

6.8        10.8 


Pre-sales  on  Amazon.com* 

500        560 


THOUSAND 


THOUSAND 


Book  launch  parties  planned  worldwide 

230       1,845 

Data:  Companies.  PottefParties.com  ;  "One  month  before  publeation 


BOOK  EXPO  everyone  in  my  u 

Customers  are  is  buying  thei 
ordering  more  copy.  It  doesr 
than  one  copy  like  we're  reai 
^^^■B  children's  book 

Seven  years,  six  books,  three  hi 
and  coundess  bespectacled  imitat<|s 
er,  Pottermania  shows  no  signs  of 
among  the  young,  and  continues 
with  adults.  More  than  ever,  publh 
booksellers,  and  even  Rowling  her  f 
teaming  with  die-hard  fans  to  revel  i  I 
Half-Blood  Prince,  the  next-to-1 1  r 
Rowling's  planned  seven-book   :i 
Amazon.com  Inc.  is  appointing  a  p  u 
Harry's  rabid  readers  to  act  as  Pot  r 
perts  on  its  Web  site.  Rowling  will  e 
terviewed  at  Edinburgh  Casde  by  w  i 
of  an  essay  contest.  Harry's  U.S.  pt  11 
er,  Scholastic  Inc.,  is  planning  an  VA. 
print  run  of  10.8  million,  the  greate  q 
for  any  book.  Barnes  &  Noble  Inc. 
has  received  more  than  750,00( 
orders,  many  from  customers  w. 
more  than  one  copy.  Says  B&N 
Stephen  Riggio:  "That  means  they 
ing  them  as  gifts,  and  starting  othe 
pie  on  the  series." 


J 


OLDER  READERS 

IS  THE  HARRY  Potter  series  about 
its  innocence  and  gain  a  new 
graphic  core  of  fans?  Certainly,  the 
er,  more  adult  themes  of  the  pa- 
books— particularly  death  and  1  k 
faith  in  authority— have  attracted  w 
older  readers.  Adults  no  longer  see  e 
barrassed  to  browse  in  bookstores  :h 
dren's  sections.  The  fourth  book,  U 
Potter  and  the  Goblet  of  Fire,  is  "  whe  a 
of  adults  became  as  passionate  aboil 
story  as  children  had  been,"  says  U 
Porco,  the  manager  of  publications  U 
keting  for  Amazon.com. 

At  the  same  time,  the  newer  Id 
could  see  a  dip  in  preteen  and  11 
younger  readers,  the  original  fan  ■ 
Readership  demographics  aren't 
made  available  by  Scholastic  or  I 
publisher  Bloomsbury  Publishing 
But  anecdotal  evidence  indicates  yoi 
kids  are  running  into  some  interfe 
from  protective  parents.  "I've  had  r 
say  they're  going  to  make  their  kadi 
on  the  most  recent  books,"  says  Ru 
Kordatzky,  a  librarian  in  Burlington 

As  Potter  aficionados  dive  into  the 
plus-page  novel,  there  will  be  plenty  t 
and  blog  about.  Even  after  the  buz: 
down,  it  won't  be  long  until  the  next 
is  cast.  Warner  Bros.  Inc.  will  releai 
film,  The  Goblet  of  Fire,  in  Novembe 
ready  for  the  Tri-Wizard  Toumamen 
-ByMira  Serrill-Robins  in  Neu. 


SciTech  Developments  to  Watch 


ITED  BY 
tTHERINEARNST 


NOVATIONS 


f  insulin  and 
atcher's  mitts 

\  Boys  of  Summer,  beware: 
spite  improvements  in 
tcher's  mitts  used  in 
Sessional  baseball, 
iyers' hands  are  still  not 
equately  protected  from 
jry.  Orthopedic  specialists 
Wake  Forest  University 
;ptist  Medical  Center  in 
nston-Salem,  N.C., 
iminedthehandsof36 

players  on  four 
minor  league 
teams  and 
found  greater 
signs  of  hand 
damage  in 
catchers  than  in 
other  players,  even 
though  89%  of  them 
?d  improved  mitts  with 
ra  padding.  The 
•earchers,  reporting  in  The 
jrnal  of  Bone  &  Joint 
rgery,  called  for  further 
jdy  into  glove  design. 
-Diabetics  have  long  been 
iting  for  a  time  when  their 
t  ly  injections  could  be 
Placed  with  inhaled  insulin, 
ich  has  been  in 
velopment  at  several 
npanies  for  years.  In  the 
st  safety  and  efficacy  never 
ite  measured  up.  Now,  the 
Dd&  Drug  Administration 
Doised  to  rule  on  the  first 
dialed  product  to  come 
der  review,  probably  in 
'tober.  Exubera,  co-deve- 
:>ed  by  Pfizer,  Sanofi- 
jsntis,  and  Nektar  Thera- 

tics,  is  likely  to  get  a  boost 
]m  a  study  published  in  the 
jy  issue  of  Diabetes  Care, 
by  the  University  of 
ami,  which  found  that 
laled  insulin  before  meals 
rked  just  as  well  in  328  trial 
tients  with  Type  1  diabetes 
getting  a  shot  before 
'Jting-and  the  side  effects 
re  no  worse. 


ENERGY 


HORTICULTURE 


TODAY  A  LAVENDER  ROSE, 
TOMORROW  TRUE  BLUE? 


A  PROMISING  tactic  in  biotech 
called  RNA  interference  may 
succeed  where  gardeners 
over  the  centuries  have 
failed— creating  blue  roses 
that  grow  "naturally"  on  the 
bush.  Although  more  than 
25,000  rose  varieties  exist, 
growers  have  never  been  able 
to  create  blue  ones,  other 
than  by  dying  them,  because 
rose  petals  lack  the  gene  that 
codes  for  delphinidin,  the 
enzyme  that  produces  blue 
pigment  in  flowers.  An 
Australian  company, 
Florigene,  says  its  RNA-i 


PHARMA  R&D 

NEW  INTEREST 
IN  A  DRUG 
DISCARD 

A  NEW  REPORT  about  a 

controversial  drug  called 
GDNF  that  Amgen  has  been 
testing  against  Parkinson's 
disease  indicates  that  it  may 
promote  the  regrowth  of 
destroyed  nerve  fibers.  If  so, 
this  would  be  the  first  time 
any  treatment  has  reversed 
neuronal  loss  in  Parkinson's. 

The  report,  appearing  in 
the  July  issue  of  Nature 
Medicine,  is  bound  to  fuel  an 
ongoing  debate  over  the 
drug,  which  Amgen 
withdrew  from  tests  last  year 


technique  has  produced 
lavender  roses,  and  the 
company's  bioengineers  are 
closing  in  on  blue  ones. 

Florigene,  which  is  98.5% 
owned  by  Suntory  of  Japan, 
first  tried  splicing  blue  genes 
from  petunias  into  roses,  but 
powerful  red  and  orange 
enzymes  drowned  out 
delphinidin.  Florigene  then 
used  RNA  interference  to 
silence  the  enzymes  that 
compete  with  delphinidin. 
Florigene  says  it  could  be 
selling  blue  roses  within 
three  years. 


amid  safety  concerns.  That 
lead  to  a  lawsuit  by  patients 
seeking  to  continue  the  trial. 

The  article  describes  a 
62-year-old  British  patient 
who  was  treated  with  GDNF, 
a  growth  agent  the  brain 
uses  to  produce  the  neuro- 
transmitter dopamine.  He 
received  injections  on  one 
side  of  his  brain  over  four 
years  and  then  died  of  an 
unrelated  heart  attack.  When 
doctors  compared  the  two 
sides  of  his  brain,  they  found 
new  nerve  fibers  containing 
dopamine  on  the  treated 
side.  Amgen  says  the  finding 
is  "an  important  addition  to 
our  understanding"  of 
GDNF.  It  is  continuing  pre- 
clinical tests— but  not 
human  ones. 
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GETTING  MORE 
HEAT OUT  OF 
LOW-END  COAL 


COAL  FROM  THE  Eastern  U.S. 
has  a  high  energy  content  but 
also  lots  of  pollution-creating 
sulfur.  Cheaper  Western  coal 
has  far  less  sulfur,  requiring 
fewer  pollution  controls,  but 
it  has  more  moisture -laden 
spaces— giving  it  a  lower 
energy  content.  Theodore 
Venners,  CEO  of  KFx  in 
Denver,  thinks  he  can  get  the 
best  of  both. 

Venners'  company  is 
building  a  plant  in  Gillette, 
Wyo.,  that  will  put  coal  from 
the  Powder  River  Basin  into 
big  kettles,  heat  it  to  450F, 
and  then  squeeze  it  with  550 
pounds  per  square  inch  of 
pressure.  That  drives  out 
most  of  the  moisture  and 
shrinks  the  coal.  The  process 
also  removes  some  sulfur  and 
up  to  85%  of  mercury.  The 
resulting  coal  can  help 
utilities  and  industries  meet 
strict  sulfur-  and  mercury- 
emissions  rules  more  cheaply 
while  also  allowing  power 
plants  and  boilers  to  run 
more  efficiently  because  of 
the  higher  energy  content. 

Venners  figures  he  can 
make  money  by  buying 
Western  coal  for  $6  per  ton 
and  selling  his  processed 
version  at  the  price  of  Eastern 
coal— which  is  10  times  more. 
-By  John  Carey 
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Too  Much  Cash, 
Too  Little  Innovation 

Tech  giants  are  mostly  returning  money 
to  investors  or  doing  M&A  deals 


m 


TECH  COMPANIES  AREN'T 
just  rich  these  days— 
they're  filthy,  stinking  rich. 
At  a  time  when  many  cor- 
porations are  loaded  with 
cash,  tech  outfits  look  par- 
ticularly flush.  The  80  tech 
players  in  the  Standard  &  Poor's  500- 
stock  index  have  a  total  of  $229  billion  in 
cash  and  equivalents  on  their  balance 
sheets— more  than  twice  what  they  had  at 
the  end  of  1999. 

Most  experts  believe  this  is  too  much  of 
a  good  thing.  It  certainly  makes  sense  to 
have  enough  cash  to  protect  against 
sharp  downturns  or  to  fund  future  in- 
vestments. But  letting  piles  of  cash  stack 
up  beyond  a  certain  point  simply  isn't 
good  management.  Shareholders  entrust 
their  money  to  corporations  so  it  can  be 
put  to  good  use— and  earn  high  returns. 
When  all  that  capital  is  sitting  in  a  bank 
account,  it's  earning  pretty  much  the 
same  measly  return  you  could  get  at  your 
corner  bank.  "Firms  that  accumulate 
cash  are  not  creating  value  for  sharehold- 
ers," says  Jeremy  J.  Siegel,  a  finance  pro- 


IN  THE  CHIPS 


Tech  companies  "offers  held  $229  billion  at 
the  end  of  the  first  quarter,  more  than  double 
the  amount  in  1999 
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fessor  at  the  University  of  Pennsylvania's 
Wharton  School. 

So  what  are  technology  companies  go- 
ing to  do  with  all  their  dough?  Some,  in- 
cluding chip  giant  Intel,  Net  powerhouse 
Yahoo!,  and  games  leader  Electronic 
Arts,  are  stepping  up  investments  in  re- 
search and  development.  Others  are  on 
the  hunt  for  acquisitions.  Consolidation  is 
particularly  dramatic  in  telecom  and  cor- 
porate software  this  year. 

But  mostly,  chief  executives  are  decid- 
ing that  the  best  thing  they  can  do  with 
their  mountains  of  cash  is  turn  them  over 
to  shareholders.  Tech  companies  are  pay- 
ing out  more  in  dividends  and  buying  back 
more  stock  than  ever  before.  It's  not  just 
Microsoft  Corp.,  which  dispersed  about 
$35  billion  over  the  past  year  in  special 
and  regular  dividends  to  whittle  down  its 
cash  hoard  to  a  mere  $38  billion.  Hewlett- 
Packard,  IBM,  Qualcomm,  and  many  oth- 
ers also  are  handing  more  cash  back  to  in- 
vestors. In  April  the  board  of  Finnish 
cell-phone  maker  Nokia  Corp.  authorized 
the  company  to  nearly  double  its  stock 
buybacks,  to  $6  billion,  over  the  next  year. 
This  is  a  huge  change  for  the 
tech  industry.  For  years  the 
makers  of  computers,  chips, 
software,  cell  phones,  and  other 
tech  gear  devoured  chunks  of 
capital  because  they  could  put  it 
to  productive  use.  Now  some 
economists  see  the  industry's 
accumulation  of  cash  and  the 
handouts  to  shareholders  as  an 
admission  that  the  sector  is 
slowing.  "Maybe  the  folks  who 
say  the  industry  has  matured 
are  right,"  says  Milton  Harris,  a 
professor  of  finance  and  eco- 
nomics at  the  University  of 
Chicago's  Graduate  School  of 
Business.  "Maybe  there  aren't 


good  growth  opportunities  out  t  tt 
There  are  sound  reasons  for  the  H 
found  caution  in  an  industry  once  k  5| 
for    high-stakes    gambles.    ComiH 
were  punished  severely  for  their  dai 
the  bull  market  of  the  '90s.  With  f 
corporate  chiefs  being  hauled  into 
or  facing  investigations,  some  CEC 
directors    are    skittish    about 
chances  that  might  not  pan  out  A 
hedge  funds  and  other  short-term  I 
exert  more  power,  corporations  are 
kept  on  a  tight  leash.  Lawrence  J.  El 
CEO  of  software  maker  Oracle  Corp 
institutional  investors  take  a  partic 
dim  view  of  grand  plans  for  hiking  c 
spending  or  research  and  develop 
"We  don't  have  that  flexibility,"  he  i 
Mergers  and  acquisitions  are  a  si 
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Tech  Cash  Kingpins 

Here's  a  look  at  some  of  the  sector's 
biggest  corporate  bankrolls  and  how 
they're  likely  to  be  spent: 


MICROSOFT 

£"0 OBILLION  The  richest  company  in  the  world 
■^OOpays  out  $3.5  billion  in  dividends  each  year 
and  issued  a  special  dividend  of  $32  billion  to  share- 
holders last  year.  Yet  the  cash  continues  to  pile  up— at  a 
rate  of  $1  billion  a  month.  Look  for  more  dividends, 
buybacks,  and  acquisitions. 

INTEL 

£"4£ billion  The  world's  biggest  chipmaker  is 
■9 1Q  one  of  the  rare  technology  companies  that  is 
investing  in  major  capital  projects,  including 
manufacturing  plants  in  Ireland  and  in  Chandler,  Ariz. 

HEWLETT-PACKARD 

fcl  AB,LL,0N  New  CE0  Mark  Hurd  is  focused  on 
^A"icutting  costs  for  the  moment.  Next  he's  likely 

to  invest  in  growth,  including  acquisitions  in  software 

and  services. 

MOTOROLA 

CE11   *l  billion  The  cell-phone  maker  is  likely 
■p  XXaO  to  use  at  least  some  of  its  cash  for  acquisi- 
tions. In  June  the  company  said  it  would  buy  technology 
and  engineering  talent  from  British  phonemaker  Sendo. 
Could  Blackberry  creator  Research  In  Motion  be  next? 

DELlT 

£"Q  O  BILLION  The  direct-sales  computer  giant 
>iP«/bO  is  spending  $2  billion  to  purchase  its  own 
stock,  and  more  buybacks  are  expected.  The  company 
also  is  investing  in  a  manufacturing  site  in  Winston- 
Salem,  N.C. 

ORACLE 

^■QBILLION  It  spent  $10.3  billion  in  cash  on  its 
M**  acquisition  of  software  rival  PeopleSoft.  With 
that  turning  into  an  early  success,  Oracle  may  soon  be 
on  the  prowl  for  more  deals.  Software  maker  Siebel  Sys- 
tems could  be  at  the  top  of  the  list. 


-rent  story.  Companies  have  more  lat- 

e  to  spend  on  deals  when  they  can 

ce  the  case  that  consolidation  will  lead 

tronger  profits  in  the  future,  despite 

lence  that  merger  results  often  fall 

t.  That's  one  reason  tech  M&A  rose 

>  last  year,  to  $60  billion,  according  to 

mson  Financial.  The  total  is  on  track 

se  10%  more  this  year.  "We'll  see  cash 

into  M&A,"  says  tech  strategist  Pip 

urn  of  investment  bank  UBS.  "It's  one 

le  few  things  investors  will  allow." 

J"he  deals  are  clumped  in  a  handful  of 

ors.  In  markets  where  growth  has 

'red  sharply,  consolidation  is  one  of 

:  few  paths  to  boosting  profits.  That's 

1 '  in  traditional  wire-line  telecom— one 

>  ;on  Verizon  Communications  is  buy- 

1  MCI,  while  SBC  Communications  is 


acquiring  AT&T.  It's  also  true  in  corporate 
software,  where  Ellison  is  leading  the 
merger  wave.  Oracle  acquired  rival  Peo- 
pleSoft for  $10.3  billion,  all  in  cash,  in 
January,  and  Ellison  says  he's  considering 
more  deals.  "If  you  can  buy  them  at  the 
right  price  and  execute  right,  there  are 
dozens  of  companies,"  he  says.  Ellison 
won't  discuss  specifics,  but  two  of  the 
most  likely  candidates  are  customer- 
management  software  maker  Siebel  Sys- 
tems Inc.  and  business-analysis  software 
developer  Hyperion  Solutions  Corp. 

There's  a  land  grab  in  the  few  fast- 
growing  sectors  of  tech,  too,  particularly 
the  Web  and  wireless.  Once  exclusively  an 
online  auction  site,  eBay  is  diversifying, 
with  purchases  of  comparison-shopping 
site  Shopping.com  and  real  estate  rental 


site  Rent.com.  If  s  also  buying  classified 
ad  and  auction  sites  in  Asia  and  Europe. 
Yahoo!  Inc.  is  going  international  as  well, 
with  acquisitions  last  year  of  a  Hong 
Kong  search  site  and  a  European  e-com- 
merce  site.  Microsoft  is  even  considering 
a  controversial  buy  in  the  booming  on- 
line-ad realm.  According  to  a  source  close 
to  the  software  giant,  it's  in  talks  to  ac- 
quire Claria  Corp.,  which  makes  ad-dis- 
playing software  that  people  often  down- 
load without  realizing  its  purpose. 

CHINA  AND  INDIA  ANON 

BRIGHT  PROSPECTS  also  are  attracting 
buyers  in  the  wireless  industry.  Cingular 
Wireless  completed  its  $41  billion  pur- 
chase of  AT&T  Wireless  last  year,  and 
Sprint  and  Nextel  Communications  are 
expected  to  close  their  merger  this  fall. 
Now  Germany's  Deutsche  Telekom  may 
sell  its  wireless  unit,  T-Mobile  USA,  to 
take  advantage  of  the  strong  market. 
There's  even  talk  that  Nokia  or  Motorola, 
each  with  more  than  $10  billion  in  cash, 
could  make  a  bid  for  Research  In  Motion, 
the  maker  of  the  popular  Blackberry 
handheld.  During  a  recent  conference 
call,  when  an  analyst  asked  how  Motoro- 
la Inc.  planned  to  use  its  dough,  CFO 
David  W.  Devonshire  said:  "We're  not 
looking  at  blockbuster  kinds  of  transac- 
tions. But  never  say  never." 

Still,  timidity  is  evident  in  the  way  most 
companies  are  spending  the  bulk  of  their 
money.  Stock  buybacks  among  tech  com- 
panies soared  60%  in  2004,  to  $52  bil- 
lion, and  they're  climbing  again  this  year. 
Dividends  are  becoming  more  and  more 
prevalent,  too.  Of  the  80  tech  companies 
in  the  S&P  500,  fully  one-third  pay  a  div- 
idend, according  to  Standard  &  Poor's  eq- 
uities analyst  Howard  Silverblart.  That's 
up  from  28%  in  2003  and  21%  in  1993, 
according  to  an  S&P  study.  "Before  2003 
investors  penalized  tech  companies  that 
paid  a  dividend,"  says  Silverblart.  "It  was 
an  admission  that  the  company  wasn't  a 
growth  company." 

Now  the  practice  is  commonplace. 
Will  tech  players  pay  a  price  for  their 
caution?  Some  experts  worry  that  global 
competitors  have  an  advantage  over  to- 
day's tech  giants.  They  fret  that  China 
and  India,  which  already  have  more  en- 
gineers graduating  each  year  than  the 
U.S.,  will  also  see  their  companies  bene- 
fit from  more  patient  shareholders.  Tech 
companies  are  rich  in  cash.  But  they 
need  to  make  sure  they're  not  poor  in  in- 
novative ideas.  ■ 

-By  Steve  Rosenbush  in  New  York, 

with  Robert  D.  Hofand 

Ben  Elgin  in  San  Mateo,  Calif. 
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Pushing 
Index  Funds 


A  Bit  Higher 

Funds  start  with  indexing  and  then  tweak  here  and 
there  to  help  goose  returns,  by  adrienne  carter 


VALUED  FOR  THEIR  SIMPLICITY  and  rock-bottom 
expenses,  index  funds  have  won  a  place  in 
millions  of  investors'  portfolios.  But  the  idea 
of  matching  rather  than  beating  the  Standard 
&  Poor's  500-stock  index  is  hard  to  take  for 
the  ever-optimistic  sorts.  That's  why  compa- 
nies are  creating  mutual  funds  that  hew  to  the 
index  idea— a  stable  set  of  stocks  and  low  costs— and  adding  fi- 
nancial engineering,  making  measured  bets  hoping  to  earn 
higher  returns.  Such  "enhanced"  index  strategies  have  been 
gaining  favor  with  institutional  investors  for  years  and 

now  account  for  10%  of  their  equity  assets. 
Among  individual  investors  they  amount 
to  roughly  1%  of  equity  fund  assets.  But 
some  industry  watchers  expect  a  growth 
spurt,  especially  if  the  market  remains 
stuck  in  a  narrow  trading  range.  These 
portfolios  may  also  appeal  to  investors 
who  are  growing  tired  of  underachieving 
actively  managed  funds  but  don't  want  to 
settle  for  the  returns  of  an  index  fund. 

There  are  many  ways  to  boost  index  re- 
turns. Some  funds  use  a  combination  of 
stock-index  futures  and  bonds.  Others 
target  specific  stocks  that  are  in  an  index, 
overweighting  those  they  think  are  espe- 
cially undervalued  and  underweighting 


:. 


i\ 


those  thought  to  be  too  dear.  Then  there 
are  those  that  create  their  own  indexes 
they  hope  will  be  better  performers  than 
older  ones,  such  as  the  Standard  &  Poor's 
500-stock  index. 

The  extra  attention  comes  with  added 
cost.  While  the  expense  ratio  on  plain- 
vanilla  index  funds  averages  0.45%, 
most  enhanced  funds  hover  around 
0.90%.  While  that's  still  lower  than  the 
average  of  1.30%  for  actively  managed 
funds,  it's  nonetheless  a  drag  on  per- 
formance. "You  can  be  as  enhanced  as 
you  want  to  be,  but  if  you  have  a  truckload 
of  expenses,  the  enhancement  isn't  going 
to  amount  to  much,"  says  Morningstar's 


director  of  fund  analysis,  Kunal  Raj  ft 

Tax-wise,  enhanced  funds— partici 
ly  ones  that  use  futures  and  bonds- 
generate  more  capital  gains  and  tax  u 
income  than  simple  indexers  do. 
makes  them  a  better  choice  for  tax-s 
tered  accounts  such  as  401(k)s  or  iRAit- 
course  the  biggest  knock  comes  f  ^ 
pure  indexers  who  argue  that  it's  just 
other  form  of  active  management. 

The  simplest  method  of  enhancec 
dexing— and  the  one  generally  co 
ered  the  least  risky— involves  derivatifc 
Funds  such  as  Payden  Market  Ret 
Pimco  StocksPLUS,  Pimco  StocksP 
Total  Return,  and  Metropolitan  West 
phaTrak  500  buy  S&P  500  futures 
match  the  performance  of  that  in 
That  leaves  managers  with  a  big  pill1 
cash  since  they  need  to  put  down  <P 
about  5%  to  secure  the  futures.  The  re 
invested  in  debt  securities.  In  genera 
long  as  the  bonds  earn  more  than  a  n 
ey    market    rate— plus    expenses- 
funds  can  best  the  index. 

Payden,  Pimco,  and  Metropolitan 
are  all  bond  specialists.  They  seek  to 
extra  return  through  the  managemei 
fixed-income  holdings.  While  man; 
these  funds  buy  short-term  bonds, 
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)ed-up  Pimco  StocksPLUS  Total  Re- 
takes more  risk.  The  fund's  fixed-in- 
e  portfolio,  managed  by  bond  king 
jam  Gross,  invests  across  the  yield 
trum.  Pimco  StocksPLUS  sticks  with 
t-term  bonds.  Since  2002,  Pimco 
ksPLUS  Total  Return  has  gained 
X>  a  year,  vs.  8.3%  for  StocksPLUS  and 
I  for  the  S&P  500. 


Another  common  tactic  for  ramping  up 
returns  is  to  overweight  or  underweight 
stocks  of  specific  companies.  Funds  that  do 
this  generally  rely  on  quantitative  models 
that  analyze  price-to-earnings  ratios, 
earnings  growth,  and  other  common  met- 
rics. For  example,  Vanguard  Growth  &  In- 
come—which has  beaten  the  S&P  500  in- 
dex by  half  a  percentage  point  a  year  for 


Little  More  Juice.  Please 


jse  portfolios  try  to  eke  out  slightly  better  returns  than  plain-vanilla  index  funds 
by  overweighting  or  underweighting  stock  groups  or  by  using  derivatives.  For 
nparison,  the  table  includes  the  Vanguard  500  Index  Fund,  a  pure  play  on  the 
indard  &  Poor's  500-stock  index. 


/BOL 

TOTAL  RETURN1 

EXPENSE 

WEB 
SITE 

1-YR. 

3-YR. 

5-YR.         RATIO 

udus  Rosenberg  U.S.  Large  Capitalization  AXLVX 

12.1% 

8.4% 

NA        1.35% 

laudusfunds.com 

stropolitan  West  AlphaTrak  500  MWATX 

7.2 

9.3 

-2.1%      0.70 

mwamllc.com 

yden  Market  Return  PYMRX 

5.6 

8.7 

-1.8        0.45 

payden.com 

MCO  StocksPLUS  A  PSPAX 

5.4 

8.3 

-2.1         1.05 

pimco.com 

MCO  StocksPLUS  Total  Return  PT0AX 

10.0 

12.2 

NA        1.19 

pimco.com 

inguard  Growth  &  Income  VQNPX 

7.2 

8.7 

-1.4        0.42 

vanguard.com 

mguard  500  Index  Fund  VFINX 

6.2 

8.2 

-2.5        0.18 

vanguard.com 

Dreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes  for  periods  ended  on 

June  30, 2005.  Multiyear  returns  are  averag 

>  annual.  NA=Nct  applicable 

^^■tarlnc 


the  past  decade—  has  5.2%  of  its  assets  in 
Exxon  Mobil.  The  energy  giant  makes  up 
just  3.5%  of  the  S&P  500.  The  fund  keeps 
both  its  sector  and  industry  weightings 
within  1%  of  the  index,  a  measure  to  tem- 
per risk.  Laudus  Rosenberg  U.S.  Large 
Capitalization  Fund  follows  a  similar 
strategy.  But  it  aims  to  trump  the 
Russell  1000  Index,  which  it 
has  done  by  one  percent- 
age   point    a   year 
since   its   incep- 
tion in  2002. 

Other  funds 
go  a  step  further, 
creating  all-new 
benchmarks.  Pimco 
Fundamental  Index- 
PLUS  and  Pimco  Fundamental 
IndexPLUS  Total  Return,  launched  in 
late  June,  use  a  customized  index  of  the 
largest  1,000  stocks.  But  rather  than  us- 
ing market  cap  as  the  measure  for  rank- 
ing stocks,  the  fund  chooses  shares  ac- 
cording to  a  formula  that  takes  into 
account  revenue,  earnings,  book  value, 
and  dividends.  The  list  will  be  recalcu- 
lated annually,  and  the  funds  will  use  in- 
flows to  keep  in  balance. 

Why  come  up  with  this  new  index? 
"The  classic  indexes  overweight  the 
overvalued  stocks  and  underweight  the 
undervalued  stocks,"  says  Robert  Arnott, 
chairman  of  Research  Affiliates,  who  cre- 
ated the  customized  index  used  by  the 
two  Pimco  funds.  Arnott  says  his  re- 
search shows  that  his  index  has  outper- 
formed traditional  cap-weighted  indexes 
by  two  percentage  points  a  year  over  40 
years.  These  two  Pimco  funds  will  use 
equity  swaps— essentially  cus- 
tomized derivatives  purchased 
from  an  investment  bank— in- 
stead of  stocks  to  match  the 
performance  of  the  index.  That 
frees  up  additional  money  to 
invest  in  bonds. 

Such  strategies  come  with 
no  guarantee  that  they'll  beat 
the  S&P  500  index.  Skeptics  ar- 
gue that  these  offerings  are  still 
actively  managed  since  they 
depend  on  the  discretion  of 
stock  or  bond  managers  to 
build  a  winning  portfolio.  Yet 
for  investors  frustrated  by  the 
high  cost  of  typical  actively 
managed  funds  and  the  low-re- 
turn market  environment,  a 
juiced-up  index  fund  may  pro- 
vide a  timely  balance.  II 
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HOW  CAN  SO  MANY 
smart  forecasters  be  so 
wrong?  The  67  fore- 
casters we  surveyed 
last  December  for 
BusinessWeek's  2005 
Fearless  Forecast  ex- 
pected that  the  Dow  Jones  industrial  av- 
erage would  hit  11,054  by  midyear.  When 
we  checked  in  with  the  group  on  June  30, 
the  Dow  was  at  10,275,  some  7%  below 
their  consensus  estimate.  For  people  who 
stake  their  careers  on  calling  the  market, 
that's  a  huge  margin  of  error. 

A  few  strategists,  however,  came  a  lot 
closer  to  the  mark.  One  of  the  best  pre- 
dictions—10,500— came  from  C.  Kim 
Goodwin,  who  also  topped  last  year's 
class  of  forecasters  with  her  prescient 
2004  market  outlook.  Goodwin,  former 
chief  investment  officer  at  State  Street  Re- 
search &  Management,  expects  to 
reemerge  this  fall  in  a  senior  role  at  an  as- 
set-management company. 

The  other  forecasters  who  came  closest 
to  predicting  the  Dew's  midyear  level: 
Thomas  McManus,  Bank  of  America  Se- 
curities; Wendell  Perkins,  Johnson  Asset 
Management;  Sean  Taylor,  GAM  Interna- 
tional; Daniel  Dektar,  Smith  Breeden  As- 
sociates; and  David  Joy,  American  Ex- 
press Financial  Advisors.  We  caught  up 
with  each  of  them  to  find  out  what  lies 
ahead  for  the  markets  in  the  second  half 
of  2005. 

THOMAS  McMANUS 

Chief  Equity  Strategist, 
Bank  of  America  Securities 

Get  McManus  talking  about  stock  valua- 
tions, and  he  digresses  into  a  discussion 
of  soy  milk.  A  case  of  his  favorite  brand 
jumped  7%  several  weeks  ago  at  Costco 
after  selling  at  the  same  price  for  years. 
That  has  him  worried.  "We  are  starting 
to  see  a  drag  on  consumer  spending 
power  from  the  bottom  up,"  McManus 
explains.  For  many  Americans,  oil  prices 
are  hurting  consumption,  although  "the 
Neiman  Marcus  and  country-club 
set  have  been  able  to  shrug  off  higher 
costs  of  energy  so  far,"  he  says.  As  a  re- 
sult, McManus,  49,  is  bearish  on  con- 
sumer stocks. 

But  he  is  pointing  investors  toward 
large-cap  growth  stocks  that  he  thinks 
are  laggards  about  to  rebound.  His  picks 
include  Chubb,  the  insurer,  and  con- 
glomerates Tyco  International  and  Gen- 
eral Electric. 

As  for  the  Dow,  McManus  is  sticking 
with  his  original  forecast  of  11,000  at 
yearend.  Just  the  same,  he's  not  betting 


If s  December.  Do 
You  Know  Where 
Your  Dow  Is? 

Five  intrepid  forecasters  predict  where  the  marl* 
will  stand  at  yearend.  BY  LAUREN  YOUNG 


the  bank  on  it.  He  recently  cut  his 
recommended  portfolio  weighting  for 
equities  from  the  normal  65%  to  55%. 
Stocks,  he  says,  are  overpriced  and  over- 
hyped,  and  taking  some  money  out  of 
the  market  is  prudent. 

WENDELL  PERKINS 

Chief  Investment  Officer, 
Johnson  Asset  Management 

Perkins,  41,  who  oversees  three  equity 
mutual  funds,  is  also  holding  to  his 
yearend  Dow  target  of 
10,950.  In  his  portfo- 
lios, Perkins  is  focus- 
ing on  companies 
whose  management  is 
under  pressure  from 
investors  to  increase 
shareholder  value. 
One  example  is  Wendy's  International, 
which  is  under  fire  to  spin  off  or  sell  part 
of  Tim  Hortons,  a  rapidly  growing 
Canadian  subsidiary.  "The  rest  of 
Wendy's  has  really  struggled  since 
founder  Dave  Thomas  died "  Perkins 


says.  "They  lost  their  marketing 
and  have  never  found  a  way  to  overe] 
that."  His  funds  also  own  Unocal,  wH 
is  being  pursued  by  energy  gii 
Chevron  and  CNOOC,  as  well  as  Fedt I 
ed  Department  Stores,  which  is  ace 
ing  May  Department  Stores. 

Perkins  says  he's  finding  better  opj 
tunities  abroad.  He  is  bullish  on  Japajf 
auto  makers  Honda  and  Nissan, 
British  pharmaceutical  companies  GlJ 
SmithKline  and  AstraZeneca.  "Britil 
drugmakers  are  in  better  shape  thanl 
U.S.  in  terms  of  pipeline  of  new  pf 
ucts,"  he  says. 

Seeing  into  2005| 
Second  Half 

Every  December,  BusinessWeek  runs  the  I 
Forecast,  a  poll  of  67  strategists  about  whil 
various  averages  will  be  at  midyear  and  yel 
These  five  did  best  at  predicting  the  Dow  i\ 
midyear.  Here  are  their  yearend  numbers: 
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,AN  TAYLOR 

[istment  Director, 
M  International 

lor,  with  a  midyear  target  of  10,100, 

S  the  most  bearish  of  our  five  strate- 

ts.  He  expects  U.S.  stocks  to  do  better 

die  second  half.  Still,  since  the  market 

^^^^^^    is  already  higher  than 

^^^^^       he  thought  it  would  be 

^^k       six   months   into   the 

•  &     year,  he  has  taken  his 

B     W      yearend  forecast  down 

If        a  bit,  to  10,650. 

^HL^        Taylor's  specialty  is 

^    foreign  markets.  As  a 


British  Army  officer  stationed 
in  Berlin  when  the  Wall  came 
down  in  1989,  Taylor  guessed 
right  that  the  Eastern  Europe 
economies  would  blossom  af- 
ter communism.  He  pursued 
a  career  in  fund  management. 
Now  the  37-year-old  strategist 
is  based  in  London,  where  he 
oversees  the  $113  million 
GAM  International  fund  as 
well  as  other  portfolios. 

Taylor  sees  the  economies 
of  Eastern  Europe  outper- 
forming for  the  rest  of  the 
year.  His  top  pick  for  the  re- 
gion is  the  banking  sector.  His 
fund  owns  Hungary's  OTP 
Bank,  which  is  benefiting 
from  high  growth  rates  in  a 
fledgling  mortgage  business. 
OTP  also  offers  a  way  to  play 
markets  further  East:  It's 
buying  assets  in  Bulgaria  as 
well  as  Romania.  Taylor  is 
also  purchasing  shares  in 
banks  poised  to  capitalize  on 
the  growth  in  Asia,  including 
Britain's  HSBC  Holdings  and 
Japan's  Sumitomo. 

DANIEL  DEKTAR 
Chief  Investment  Officer, 
Smith  Breeden  Associates 
You  have  to  hand  it  to  Dektar. 
His  day  job  is  running  fixed- 
income  portfolios  for  an  in- 
vestment firm  that  doesn't  even  manage 
equities.  Yet  you  can't  do  a  good  job  on 
bonds  unless  you  know 
what  the  competi- 
tion—including the 
W  stock  market— is  up  to. 
Right  now  it's  not  up 
to  very  much,  says 
Dektar.  The  45-year- 
old  bond  strategist  pre- 
dicted the  Dow  would  be  at  10,500  by  the 
midyear  mark  and  guesses  it  will  just  get 
to  10,600  by  yearend. 

Cash,  with  a  3%  or  so  annualized  re- 
turn, seems  to  be  a  safer  bet  between  now 


and  December,  especially  if  the  Federal 
Reserve  continues  to  hike  short-term 
rates.  Dektar  recently  increased  the  cash 
allocation  in  his  model  portfolio  from 
15%  to  25%.  "The  expected  returns  on 
riskier  assets  have  deteriorated,"  he  says. 

DAVID  M.JOY 

Capital  Markets  Strategist, 
American  Express  Financial  Advisors 

With  a  yearend  target  for  the  Dow  at 
10,150,  Joy  doesn't  have  much  faith  in  the 
U.S.  stock  market  right  now.  "Interest 
rates  are  going  to  rise  in  the  second  half. 
That  will  make  life  a  little  more  difficult 
for  U.S.  stocks,  especially  if,  as  expected, 
we  get  some  deceleration  in  corporate 
earnings  growth,"  says 
Joy,  53.  With  a  recom- 
mended international 
stock  allocation  of 
40%,  he's  advising  in- 
vestors to  look  over- 
seas, particularly  in 
Japan. 

What's  making  him  bullish  on  that 
long-flagging  market  is  his  belief  that 
Japan  is  finally  making  the  structural  re- 
forms necessary  to  invigorate  business  and 
the  economy.  "The  culture  of  the  share- 
holder coming  last ...  is  being  turned  on  its 
head,"  he  explains.  Japanese  companies 
are  starting  to  lay  people  off  rather  than  as- 
sure them  lifetime  employment,  and  the 
banks  are  writing  off  bad  debts. 

Although  Boston-based  Joy  was  in  the 
ballpark  with  a  midyear  Dow  prediction 
of  10,500,  this  lifelong  Boston  Red  Sox 
fan  was  in  London  during  the  World  Se- 
ries, nodding  off  during  the  final  innings 
of  game  four.  "Being  a  superstitious  Red 
Sox  fan,  I  just  told  myself  it  might  not 
have  happened  had  I  been  watching."  Joy 
is,  however,  watching  oil  prices  carefully. 
"Oil  is  high  because  demand  is  strong," 
he  says.  He's  not  too  concerned  with  oil 
selling  between  $50  and  $60  a  barrel,  but 
he  would  worry  if  prices  climbed  above 
$70,  because  annual  U.S.  economic 
growth  could  slow  to  3.25%.  If  that  hap- 
pens, Joy  would  probably  take  his  Dow 
forecast  down  another  notch  or  two.  ■ 
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Personal  Business  Real  Estate 


A  Home  Far  Away 
From  Home 

How  to  avoid  unpleasant  surprises  when  you  buy 
overseas  rea  I  estate.  BY  ELLEN  HOFFMAN 


NO  MATTER  WHETHER 
you  dream  about  a  con- 
do  on  a  Costa  Rican 
beach  or  a  pied  a  terre 
in  Paris,  few  fantasies 
are  as  intriguing  as 
owning  a  home  in  a  for- 
eign country.  But  if  you  think  buying  real 
estate  in  the  U.S.  is  complicated,  you 
haven't  seen  anything  yet.  When  "think- 
ing about  investing  [in  property]  outside 
the  U.S.,"  assume  that  "the  rules  you're 
accustomed  to  don't  apply,"  says  Kath- 
leen Peddicord,  editor  of  International 
Living,  a  company  in  Ireland  that  pro- 
motes overseas  real  estate  through  publi- 
cations, conferences,  and  tours. 

In  searching  for  a  house  outside  the 
U.S.,  you'll  face  several  challenges:  finding 
a  good  agent,  locating  the  right  property, 
getting  financing,  and  sealing  the  deal.  In 
many  countries,  multiple  listing  services 
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don't  exist,  depriving  you  of  centralized  in- 
formation on  what  properties  are  for  sale, 
as  well  as  price  comparisons.  Home  in- 
spection, if  it  is  available  at  all,  may  be  un- 
reliable, as  Peddicord  found  out  when  she 
and  her  husband  bought  a  200-year-old 
house  in  Ireland.  The  inspector  suggested 
they  put  more  attractive  wallpaper  in  the 
dining  room,  but  he  didn't  mention  the  dry 
and  wet  rot  that  later  cost 
$50,000  to  fix. 

To  complete  your  deal, 
you'll  have  to  comply  with 
unfamiliar  local  laws  and 
customs,  such  as  "gazump- 
ing," a  legal  process  in  Ire- 
land allowing  the  seller  to 
nullify  a  contract  if  a  better 
offer  comes  along.  Another 
big  issue  is  getting  a  clean 
tide  to  the  property,  with  no 
liens  or  prospects  that  a 


THEKEENESAt  "S 
Dreams"  in  Pana 

third  cousin  oft 
owner  will  show 
claim  it.  R 
Sayaguez,  a  tax  p; 
at  Ernst  &  Young 
that  in  many 
American  courL 
the  vetting  proce^b  .- 
be  especially  difl 
because  of  the  la 
modern  technoloj 
tide  searches  an< 
unavailability  of 
insurance. 

So  how  shoulc 

approach     buyin 

home    in    a    fo 

country?  Start  by  li 

your  criteria,  sue 

climate,  cost  of  li 

and  cultural  acti\ 

If  you're  doing  rest 

on   the   Internet, 

U.S.  State  Dept's  "Country  Backgn 

Notes"     and     "Consular     Inform* 

Sheets"  at  state.gov/travel  provide  ii 

mation  on  everything  from  political 

economic  systems  to  crime  rates. 

bassies  may  also  be  helpful. 

Angela  Eliopoulos,  a  Washington  (] 
realtor  who  works  with  clients  see 
properties  abroad,  suggests  that 
you've  identified  a  location,  search  at 
tor.org/international  to  find  an  agent 
has  passed  international  property  cou 
and  agreed  to  abide  by  the  U.S.  Nati 
Association  of  Realtors  ethics  code, 
says  before  hiring  anyone,  you  should 
duct  phone  or  e-mail  interviews  with 
eral  candidates,  check  their  Web  site 
see  the  types  of  properties  they  list 
meet  face-to-face  to  get  a  feeling  for  t 
experience  and  capabilities 

Carole  and  William  Keene  of  Lanh 

Md.,  took  a  three-day  tour  with  an  a§ 

in  Panama  whose  Internet  presenta 

impressed   them   as   informative 

straightforward.  The  Keenes— she,  6 

retired  management 

tt  -rt  5  sultant,  and  he,  59,  a  for 

W  Hen  yOU  re     Howard  University  adn 

^CrQTnmfwl  "     istrator— had    decided 


m 

Sa 


it 


• 


the  seller 
voids  your 
contract  for 
a  better  offer 


seek  a  retirement  hom< 
Panama  because  it  affor. 
them  a  relatively  high  liv 
standard  on  a  limited 
come.  It  also  met  their  ot 
criteria,  including  proxi 
ty  to  family  in  the  U.S.,  r 
able  phone  and  Inter 
service,   good   roads, 


Pets 


lable  power  and  water,  and  curren- 
igged  to  the  U.S.  dollar.  On  their 
Tip,  in  2003,  they  made  an  offer  for 
douse  they  purchased— 1/2  hours 

Panama  City,  with  mountain  and 
fc  Ocean  views.  The  agent  navigat- 
ion through  what  they  say  was  a 
h-free  process. 

le  Keenes  made  a  fast  decision, 
d  on  considerable  research  and  a 

definition  of  their  requirements, 
ever,  Eliopoulos  and  others  say  it's 
T  to  spend  several  months  renting 
mr  chosen  location  to  sample  the 
yle  and  make  sure  it's  really  where 
,vant  to  live  and  invest, 
anuel  Otero,  a  real  estate  agent  in 
doza,  Argentina,  says  foreigners 
t  be  careful  that  the  property  is  in  a 
hborhood  with  appreciation  poten- 
For  this  you'll  have  to  trust  your 
.ts  knowledge.  You  can  also  do  your 
'price  comparison  by  visiting  near- 
roperties  advertised  in  local  papers, 
nee  you've  found  a  house,  a  key  is- 
vill  be  financing.  In  some  countries, 
daily  in  Asia,  local  banks  may  not 
'/illing  to  lend  to  foreigners.  Your 
bet  may  be  applying  for  a  mortgage 
J  overseas  branch  of  a  U.S.  bank. 
e  Sam  can  also  help  out.  Bernie 
,  a  tax  partner  at  Pricewaterhouse- 
>ers  in  Detroit,  suggests  securing  a 
e-equity  loan  of  up  to  $100,000  on 

U.S.  residence,  putting  the  money 
rd  the  overseas  purchase,  and  de- 
ing  the  interest.  If  you  get  a  loan  for 
breign  property,  you  can  deduct  up 

million  a  year  in  mortgage  interest 
our  primary  and  secondary  homes. 
k  with  the  Internal  Revenue  Ser- 
and  the  foreign  government  if  you 

to  rent  out  the  place,  because  the 
ules  are  complicated, 
tfore  signing  on  the  dotted  line,  get 
t  of  all  fees  and  commissions  you 

to  pay.  John  Glabb,  who  owns  a 
estate  settlement  company  in  La 
'Mexico,  calculates  that  total  closing 
,  including  a  $5,000  "acquisition 

could  run  to  more  than  $12,000 
a  $250,000  purchase  in  Mexico. 

s  on  top  of  a  commission  that 
d  reach  10%  in  a  hot  market  such  as 
Cabos.  In  Mendoza,  Otero  says,  the 
J  commission  is  6%,  divided  be- 
n  the  buyer's  and  seller's  agents, 
closing  costs  are  3.5%  to  4.5%. 
early,  the  answer  to  making  a  suc- 
11I  overseas  purchase  is  to  get  help 
1  experts  who  know  the  rules.  Play 
;ame  right,  and  you  may  end  up  like 
Keenes  in  Panama,  with  a  house 
have  named  "Sunset  Dreams."  ■ 


Dogs  a  Few  Steps 
Ahead  on  Training 

Consider  adopting  a  retired  guide  or  search  dog— or 
a  puppy  that  didn  t  make  the  cut.  by  kate  murphy 


JACKIE  CORDRY'S  SCHNAUZER- 
terrier  mix,  Skinner,  is  what 
some  in  the  dog  world  would 
call  a  "fabulous  flunkout." 
Cordry  adopted  him  at  age  three 
from  Texas  Hearing  &  Service 
Dogs  in  Austin  after  Skinner 
failed  the  training  to  become  a  guide 
dog  for  a  deaf  person.  "I  guess  you'd  say 
he  was  drummed  out  of  the  corps"  be- 
cause he  barked  excitedly  at  loud  noises, 
says  Cordry,  who  lives  on  a  ranch  in 
Brownwood,  Tex.  But  while  Skinner 
isn't  an  ideal  guide  dog,  "he's  wonderful 
for  me,"  she  says,  especially  since  her 
husband  died  last  year.  "Skinner  is 
good  company." 


There  are  many  reasons  retired  or  re- 
jected service  dogs  make  great  pets. 
Though  undesirable  as  working  dogs, 
they're  often  better  trained  and  bred 
than  dogs  available  elsewhere.  Plus, 
many  groups  offer  purebred  Labrador 
and  golden  retrievers  or  German  shep- 
herds for  prices  lower  than  a  breeder 
might  charge. 

Young  dogs  may  be  released  from  a 
training  program  because  they  don't 
have  quite  the  right  temperament  for  the 
job.  For  example,  an  animal  that  startles 
easily  or  has  a  tendency  to  bark  at 
strangers  won't  make  the  best  dog  for 
the  blind.  You  may  also  find  service  dogs 
that  lose  the  will  to  work,  according  to 
Paula  Keicer,  spokesperson 
for  the  Canine  Training 
Unit  of  the  Customs  & 
Border  Patrol  Div.  of  the 
U.S.  Homeland  Security 
Dept.  "They  can  be  gung- 
ho  at  first  and  then  just  de- 
cide they  don't  want  to  do 
it  anymore,"  she  says. 

Still,  a  burned-out  snif- 
fer or  a  dog  that  can't  quite 
get  a  sightless  person 
across  the  street  safely  can 
be  perfect  for  a  family.  And 
these  dogs  bond  with  you 
even  if  you  get  them  when 
they're  long  past  puppy- 
hood.  "Dogs  can  form 
deep  attachments  at  any 
age,"  says  Warren  Eck- 
stein, an  animal-behavior 
expert  who  hosts  The  Pet 
Show,  syndicated  national- 
ly on  the  radio. 

Dogs  are  available 
through  organizations  that 
train  animals  for  the  dis- 
abled as  well  as  through 
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government  and  military  entities  that 
use  dogs  for  various  tasks,  including 
searches  for  drugs  or  explosives.  Some 
groups,  such  as  Guiding  Eyes  for  the 
Blind  in  Yorktown  Heights,  N.Y. 
(guidingeyes.org),  have  their  own 
breeding  programs  and  seek  homes  for 
puppies  who  don't  pass  their  initial 
screening  as  well  as  older  dogs  that  fail 
to  make  the  final  cut.  Other  groups,  in- 
cluding National  Education  for  Assis- 
tance Dog  Services  in  Princeton,  Mass. 
(neads.org),  find  recruits  in  shelters. 
Those  put  up  for  adoption  are  usually 
housebroken— or  close  to  it— and  have 
had  at  least  basic  obedience  training. 

PROTECTIVE 

ADOPTING  A  RETIRED  or  rejected  serv- 
ice dog  usually  requires  filling  out  an  ex- 
tensive application  and  submitting  to  an 
interview.  Expect  some  serious  scrutiny. 
These  organizations  are  protective 
about  their  dogs  and  want  them  to  go 
to  good  homes.  Grounds  for  disqualifi- 
cation might  include  another  dog  in  the 
family,  especially  an  aggressive  breed 
such  as  a  pit  bull.  You  may  have  to  wait 
a  year  or  more  for  a  dog,  at  which  point 
the  adoption  fee  ranges  from  $100  to 
$600.  And  you  generally  need  to  pick 
up  the  dog  yourself.  For  example,  if  you 
want  a  former  military  dog,  you'll  have 
to  travel  to  Lackland  Air  Force  Base  in 
San  Antonio,  where  the  Defense  Dept.'s 
Military  Working  Dog  Center  is  located. 
However,  almost  every  state  has  serv- 
ice-dog training  organizations.  To  find 
one  near  you,  consult  the  Web  site  of  the 
American  Dog  Trainers  Network  (table). 
In  addition  to  giving  a  state-by-state 
breakdown,  it  shows  resources  in  Aus- 
tralia, Canada,  and  Britain.  The  dogs 
you'll  find  may  have  flunked  out  of 
school,  but  that  doesn't  mean  they  won't 
work  hard  to  win  your  affection.  ■ 


Adopt  a  Service  Dog 


American  Dog  Trainers  Network 

(inch.com/"dogs/service.html) 
Directory  of  service  dog  groups 
organized  by  states 


Canine  Training  Unit  of  U.S.  Customs  & 
Border  Protection 

(cbp.jgovAp/cgov/border_security/can 
ines/eanine.xml)  These  dogs  have 
been  trained  to  search  for  drugs  and 
explosives 


Lackland  Air  Force  Base 

(dodmwd.lackland.af.mil)  Good  place 
to  find  dogs  retiring  from  military  duty 


CHOCOLATE  AND  GOLDEN  LAB  MIXES  The  original  idea  was  to  cut  down  on  shedding 


It's  a  What? 

The  latest  craze  among  dog  fanciers:  Poodles 
crossed  with  other  breeds,  by  lauren  young 


ROLL  OVER,  ROVER:  MAKE 
room  for  doodles,  the  latest 
designer  dogs— a  mix  of  a 
poodle  with  another  breed. 
The  most  popular  hybrids 
are  goldendoodles  (golden  retriever 
mix),  Labradoodles  (Labrador  retriev- 
er), schnoodles  (schnauzer),  and  cock- 
apoos  (cocker  spaniel). 

Aside  from  their  shaggy  good  looks 
and  friendliness,  doodles  are  in  demand 
because  they  usually  don't  shed.  "If 
you've  ever  lived  with  a  golden  or  Lab, 
there's  a  lot  of  hair,"  says  Rochelle  Sund- 
holm,  owner  of  Spring  Creek  Labradoo- 
dles in  Williamette  Valley,  Ore.  Another 
plus:  They  have  poodle  smarts  without 
the  stereotypical  frou-frou  yappiness. 
But  doodles  aren't  standardized,  so 
there's  a  lot  of  variability  in  appearance, 
personality,  health— and  price. 

Compared  with  other  breeds,  doo- 
dles are  a  relatively  new  phenomenon. 
While  cockapoos  and  schnoodles  have 
been  around  for  several  decades, 
Labradoodles  were  first  bred  in  Aus- 
tralia as  guide  dogs  for  blind  people 
with  allergies  in  the  1990s.  Goldendoo- 
dle  varieties  quickly  followed. 

The  American  Kennel  Club  doesn't 
recognize  doodle  crossbreeds— and 
may  not  for  a  long  time.  "The  reason 
people  pay  thousands  of  dollars  for  a 
purebred  dog  is  for  the  hundreds,  if  not 


■ 


thousands,  of  years  of  pedigree,"  st 
AKC  spokeswoman  Daisy  Okas, 
doodle  pups  fetch  pedigree  price.' 
anywhere  from  $400  to  $3,000. 

Would-be  doodle  owners  don't  setl 
to  worry  about  genealogy.  Sondhol 
who  gets  100  to  250  inquiries  a  mon{ 
took  her  phone  number  off  her  Wj 
site,       springcreeklabradoodles.co  f 
And  good  luck  "qualifying"  to  buy  orl 
Breeders  like  Sondholm  require  extel 
sive  personal  and  veterinarian  referra 
If  you  pass  muster,  it  can  take  5  to 
months  to  get  a  puppy. 

Doodle  experts  estimate  there 
about  1,000  serious  breeders  in  the  U 
Oodles  of  doodles  are  popping  up  in  p 
stores,  but  be  careful  before  you  bi 
one.  The  dogs  can  be  prone  to  hip,  th 
roid,  and  blood  disorders.  "Responsib 
breeders  stand  by  the  pups  and  provi< 
a  two-year  health  warranty,"  says  Bh 
Sterling,  a  Canadian  breeder  of  golde 
doodles,  who  lists  doodle  purveyors 
goldendoodles.com/breeders.htm. 

Still,  "there's  no  such  thing  as  a  h 
poallergenic  dog,"  says  Susan  Chant 
editor  of  Dog  Fancy.  "A  lot  of  these  doj 
simply  have  less  dander."  First-gener 
tion  mixes  tend  to  shed  more  than  lat 
litters,  which  is  why  they  should  1 
cheaper.  But  even  if  Fidodoodle  mak 
you  sneeze,  the  dog's  sure  to  turn  hea(  I 


88    BusinessWeek  I  July  18.  2005 


Personal  Business  Plu^ 


ITED  BY  TODDI  GUTNER 


VERAGES 

DW  THAT'S 

RICH 

ARKET 

COFFEE  PURISTS  may 

deride  them  as  milk 
shakes  for  adults,  but 
Starbucks'  hugely 
popular  Frappuccinos 
proved  that  summer 
brings  a  big  market  for 
icy,  liquid  indulgences. 
No  surprise  that  chains 
such  as  Cinnabon  and 
va  Chocolatier  have  joined  pioneers 
ducks  and  Dunkin'  Donuts  and  last 
s  entrants,  Dairy  Queen  and  Krispy 
ie.  Even  good-for-you  smoothie 
!n  Jamba  Juice  is  in  the  act.  Most  of 
prinks  are  dairy  blends,  but  some 
iruit-based.  They're  not  only  costly, 
^ou  pay  a  steep  price  in  calories  as 
-Gerry  Khermouch 


K 

SIZE 

PRICE 

CAL- 
ORIES 

FAT 

GRAMS 

va  Dark  Chocolate 
xience  Chocolixir 

12  oz. 

$4.50 

660 

30 

bucks  Mint  Mocha 

Frappuccino 

16 

4.00 

503 

22 

ba  Juice 
folate  Moo'd 

16 

4.25 

500 

6 

abon  Tropical 
tChillatta 

16 

3.59 

500 

7 

kin'  Donuts 

lla  Bean  Coolatta 

16 

2.44 

440 

17 

INVESTING 


Walk-Ins  Welcome 

YOU  ONCE  HAD  TO  HAVE  big  bucks  and  bigger  connections  to  get  into  a  hedge  fund. 
Now  you  can  walk  into  a  retail  office  in  Manhattan  across  from  the  New  York  Public 
Library  main  branch.  That's  where  Superfund  Asset  Management,  the  U.S.  division  of  a 
Monaco-based  hedge  fund,  has  opened  its  Superfund  Investment  Center  to  "educate 
people  about  this  asset  class,"  says  Managing  Director  Aaron  Smith. 

The  storefront  is  one  of  the  unusually  public  ways  in  which  Superfund  is 
marketing  its  two  managed  futures  funds,  a  type  of  hedge  fund  that  invests  in  stock, 
bond,  currency  and  commodity  futures.  It  has  run  a  commercial  on  CNBC.  It  also 
hired  former  President  Bill  Clinton  to  speak  at  the  office's  March  opening— although 
he  pulled  out,  citing  his  recuperation  from  lung  surgery.  Because  the  funds  are 
registered  with  the  Securities  &  Exchange  Commission,  you  can  generally  get  in 
with  a  net  worth  of  $150,000,  Smith  says.  The  minimum  investment  is  $5,000. 

How  is  performance?  The  B  shares  rose  27.7%  in  2003  and  16.82%  in  2004,  but 
are  down  173%  this  year.  B  share  fees  are  a  superpricey  10.63%— though  after  2'/2 
years  they  fall  to  6.63%.  Hey,  rent  is  high  in  midtown  Manhattan.        -Anne  Tergesen 


VIE  OFF 

\H  ERA  WHEN  photographs  dominate  magazines,  The  New 
ker  still  relies  on  illustrations  for  its  coversJo  honor  that 
jition,  the  Norman  Rockwell  Museum  in  Stockbridge,  Mass., 
5  assembled  130  original  works  created  for  the  magazine  from 
its  inception  in  1925  to  today.  The  show, 
which  runs  through  Oct.  31,  features  the 
covers  of  63  artists,  including  Charles 
Addams,  Roz  Chast,  Jacques  de  Loustal, 
Edward  Koren,  and  Art  Spiegelman.  Check 
out  the  contrast  between  the  ironic  style  of 
New  Yorker  artist  Saul  Steinberg  and  the 
homespun  art  of  Rockwell,  whose  323 
Saturday  Evening  Post  covers  are  on  display 

through  NOV.  13  (nrm.org).       -Monica  Gagnier 


COOKING 

NO-MESS  GRILL 

THERE'S  ONLY  ONE  thing  worse  than 

cleaning  the  gunk  off  your  backyard 

barbecue  after  your  cookout:  scouring 

the  grill  at  a  public  park  or  campground 

before  you  can  use  it. 

Now  there's  a 

disposable  grill  liner, 

Clean  BBQ,  that  lets 

you  sidestep  either 

mess.  The  foil  grid  is 

die-cut  and  pleated  to 

fit  snugly  over  grill 

rails,  and  it  can  be  cut 

to  fit  smaller  or  round  grills.  A  pack  of  12 

is  $9.96  at  Home  Depot,  or  20  for  $17.95 

atcleanbbq.com.  -Larry  Armstrong 
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W.R.  BERKLEY  THRIVES  WHERE  OTHER  INSURERS  FEAR  TO  TREAI. 


THE  COIN-OPERATED  LAUNDRIES  OF  MAC-GRAY  SPIN  MONEY. 
POLYCOM  IS  ALL  SET  TO  SHINE  IN  INTERNET  VIDEOCONFERENCIK 
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THE  RISKS 
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A  Champ  in  Casualty 

HOW  DO  YOU  MAKE  MONEY  IN  risky  property  and 
casualty  insurance?  W.R.  Berkley  (BER)  CEO  William 
Berkley  has  an  answer:  He  has  moved  away  from  the 
more  risk-prone  property  policies  to  focus  on  casualty— which 
has  put  muscle  in  Berkley's  growth. 
Berkley  has  become  a  big  player  in 
underserved  fields  such  as  hospital 
medical  malpractice  insurance  and 
"excess"  workers'  compensation.  They 
are  generating  huge  returns,  notes 
Michael  Dion  of  Sandler  O'Neill  & 
Partners,  which  has  done  business 
with  Berkley.  Dion  rates  the  stock  a 
buy.  Berkley  shares  have  leaped  38% 
from  their  52-week  low  of  26  in 
October  to  35.93  on  July  6,  vs.  an 
18.21%  rise  in  the  Standard  &  Poor's 

Mid-Cap  Insurance  Index.  Dion  sees  the  stock  at  39  in  a  year. 
Malpractice  has  driven  away  the  major  insurers,  who  seek  to 
avoid  paying  huge  awards  juries  can  grant.  But  Berkley  has 
jumped  in  and  has  been  gaining  from  the  vacuum,  says  Dion. 
(Berkley  avoids  insuring  individual  practitioners.)  In  workers' 
comp,  Berkley  provides  coverage  above  what  state  regulators 
require  companies  to  pay  in  benefits.  This  so-called  excess 
workers'  comp  is  in  big  demand  in  California.  Dion  figures 
Berkley  will  earn  $3-95  a  share  in  2005  and  $4.40  in  2006,  up 
from  $3.08  in  2004.  The  strong  earnings  improvement  in  the 
first  quarter  should  continue  over  the  remainder  of  this  year, 
says  Value  Line's  Alan  House,  who  ranks  the  stock  "above- 
average"  in  timeliness  and  technical  performance. 

Mac-Gray  Is  Cleaning  Up 
In  the  Laundry  Room 

MICRO  CAPS  GET  LITTLE  RESPECT  on  Wall  Street,  SO 
if  s  no  surprise  that  Mac-Gray  (TUC)— a  little-known 
Big  Board  stock  in  a  ho-hum  business  with  a  market 
cap  of  $120  million— has  no  following  at  all.  A  top  provider  of 
laundry  facilities,  and  manager  of  them,  for  institutional 
housing  (apartments,  college  dorms,  military  bases,  and 
hotels),  Mac- Gray  has  been  building  up  its  business,  notes 
Robert  Sullivan  of  Satuit  Capital  Micro  Cap  Fund,  which 
owns  shares.  Mac-Gray's  big  revenue  producers  are  long-term 
contracts  to  run  laundry  rooms  with  coin-  or  card-operated 
machines.  Revenues  have  been  quite  strong,  notes  Sulhvan, 
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so  he  expects  profit  margins  to  expand 

for  more  earnings  growth.  Mac-Gray 

stock  has  been  on  the  rise— from  6.35 

a  year  ago  to  9.42  on  July  6.  Mac-Gray 

is  cheap,  says  Sulhvan,  though  it  is 

trading  at  21  times  his  2005  earnings 

estimate  of  45$  a  share  on  sales  of 

$250  million.  Why?  It  has  solid 

prospects  as  the  dominant  player,  he 

says.  For  2006,  he  expects  earnings  of 

54$  on  $280  million,  vs.  2004's  36$  on 

$182  million.  In  12  months,  Sulhvan 

sees  the  stock  at  13,  or  24  times  his  2006  forecast. 

Polycom's  Videoconf erence 
Picture  is  Improving 

VIDEOCONFERENCING  IS  on  the  rise,  yet  the  leadii 
maker  of  high-quality  equipment,  Polycom  (PLCM 
has  been  shellacked:  Its  December  quarter  was  be) 
Street  forecasts,  and  2005's  first  period  was  no  better.  Als 
low- end  gear,  mainly  from  China,  is  adding  competition 
that  drove  Polycom  stock  from  24  in  December  to  14  now 
Timm  Bechter  of  Legg  Mason  Wood  Walker  rates  it  a  bu> 
migration  to  all-Internet  networking 
will  let  videoconferencing  piggyback 
on  the  system— and  Polycom  will  be 
the  big  beneficiary,  figures  Bechter. 
Another  boost  is  home  videoconfer- 
encing—a big  market,  he  says,  to  help 
revive  investors'  interest.  He  expects 
second-quarter  earnings  to  be  closer  to 
Street  forecasts,  at  18$  a  share,  vs.  17$ 
a  year  ago.  For  all  2005,  he  sees  78$  on 
sales  of  $582  million,  and  86$  in  2006, 
on  $647.5  million.  Another  Polycom 
bull,  Gregory  MacArthur  of  investment 
firm  Viewpoint  2000,  notes  that  Polycom  has  had  positive 
cash  flow  for  the  past  28  quarters— and  $518  million  in  cz 
on  its  balance  sheet  with  no  debt.  With  a  p-e  of  19,  the  sto 
at  the  low  end  of  its  historical  level,  says  MacArthur.  His  t 
12-month  price  target:  21  to  22.  ■ 


sWcck  <t 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day.  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  tt 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investr 
banking  or  other  financial  relationships  with  them. 
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Not  Exactly  The  Love  Boat 

DEVILS  ON  THE.  DEEP  BLUE  SEA  The  Dreams,  Schemes  and  Showdowns  That  Built  America's  Cruise-Ship  Empires 

By  Kristoffer  A.  Garin;  Viking;  366pp;  $24.95 


If  you  think  of  a  Caribbean  cruise  as  the 
ideal  vacation,  this  is  one  book  you'll 
want  to  tuck  into  your  tote  bag  before 
heading  off  to  your  next  island  getaway. 
Then  again,  maybe  you  won't,  because 
Devils  on  the  Deep  Blue  Sea:  The  Dreams, 
Schemes  and  Showdowns  That  Built 
America's  Cruise-Ship  Empires  is 

guaranteed  to  change  the  way  you  experience  any  cruise. 

Forget  the  onboard  Pilates  classes,  spa  treatments,  and  all 
the  other  lavish  amenities  that  have  become  part  of  the 
attraction  of  these  floating  retreats.  Journalist  Kristoffer  A. 
Garin  pulls  back  the  curtain  to  reveal  a  $13  billion 
industry  that,  since  its  modern  incarnation  in  the 
early  1970s,  has  managed  to  operate  outside  the 
laws  that  govern  most  other  U.S.  businesses.  Even 
the  author  seems  amazed  by  the  extent  to  which 
the  cruise  lines  remain  unregulated,  untaxed,  and 
simply  unaccountable  to  anyone.  They  function 
"as  privatized  societies,  ruled  almost  solely  by 
their  own  corporate  policies,"  he  writes. 

Not  everything  in  this  incisive  history  is  new: 
The  author  has  drawn  upon  some  accounts  by 
other  writers.  But  he  also  conducted  coundess 
interviews  with  industry  insiders— and  in  the  e 
provides  a  wealth  of  fresh  detail  that  makes  the 
book  worth  reading. 

Much  of  Garin' s  portrait  is  unflattering,  particularly 
where  U.S.  cruise  lines  are  concerned.  He  describes  the 
industry's  poor  environmental  record,  revealing  the  degree 
to  which  the  major  cruise  ships  have  willfully  dumped 
massive  amounts  of  waste  offshore.  When  they  have  been 
caught,  often  as  not,  it  has  been  in  the  act  of  covering  up  the 
evidence.  Moreover,  by  flying  the  flags  of  such  laissez-faire 
overseers  as  Liberia  or  Panama— poor  countries  that  are  in 
the  game  only  for  the  registry  fees— the  American 
companies  are  able  to  avoid  paying  any  U.S.  taxes,  which 
helps  explain  their  outsize  profit  margins.  Garin  notes  that  if 
Carnival  Corp.  and  Royal  Caribbean  Cruises  Ltd.  were 
subjected  to  the  same  35%  tax  rates  as  the  rest  of  Corporate 
America,  the  two  would  have  generated  $518  million  in 
additional  tax  revenues  in  2003  alone— equal  to  half  that 
year's  Environmental  Protection  Agency  budget  for 
Superfund  cleanups.  Garin  details  how  Carnival  founder  Ted 
Anson's  aversion  to  taxes  was  so  great  that,  upon 
retirement,  he  renounced  U.S.  citizenship  and  returned  to 
Israel  to  avoid  paying  estate  taxes.  (Arison's  death  just  a  few 
months  shy  of  the  10-year  "denaturalization"  period  left  his 
estate  liable.) 
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More  troubling,  perhaps,  is  the  degree  to  which  these  I 
moguls  of  the  high  seas  have  been  able  to  operate  largel  9] 
their  own  labor  and  safety  codes.  While  the  staff  on  the  ts 
decks,  no  coincidence,  look  just  like  the  largely  Americ 
European  passengers,  Garin  reveals  that  the  legions  of 
workers  toiling  below  deck  are  invariably  from  such 
impoverished  countries  as  Indonesia  or  the  Philippines,  j  < 
These  employees  log  10, 12,  or  even  14-hour  days,  was! 
laundry  or  peeling  potatoes  for  as  httle  as  $550  a  month  b 
yet  for  many  of  them,  Garin  admits,  the  prospect  of  thret 
square  meals,  a  semiprivate  room,  and  the  chance  to  wir " 
hundreds  of  dollars  back  home  each  month  is  a  step  up  ft| 
anything  they've  known. 

That  the  modern-day  cruise  companies  grew  to  their C 
current  proportions  is  as  much  happenstance  as  shrewq 
planning.  Garin  provides  readers  with  an  engaging  histn 
tracing  the  industry's  roots  back  to  the  earMj 
1900s.  Then,  steamships  plowed  the  Atlantik 
;    filled  with  both  wealthy  patrons  inhabiting  I 
,    lavish  suites  and  thousands  of  European 
I    immigrants  who,  wedged  into  tight  quarter ! 
below,  really  paid  the  costs  of  the  trip.  Garii  \\ 
A  account  winds  its  way  through  to  the  early  ; 

1970s,  when  entrepreneurs  such  as  Arison 
bought  rustbucket  vessels  and  began  markeji 
short  jaunts  through  the  Caribbean.  At  that  I 
point,  the  industry's  survival  was  hardly 
guaranteed:  Garin  recounts  how  on  one  tripi 
suppliers  in  Puerto  Rico  refused  to  extend  c:M 
to  Carnival.  Crew  members  had  to  raid  the  SB 
slot  machines  and  cash 
f"Vl  11CP*  litlPQ  registers  to  scrape  together 

VjI  UJJJ5C 1111C5  enough  cash  to  buy  fuel  fo| 

cLTC  iRrSCJV  return  to  Miami. 

^1    J    j  The  cruise  companies 

imreglUated^  muddled  along  until  the  latel 

iintnvn^    nnJ  1970s,  when  they  received  o  j 

UQlHXcCl^  allCl  the  greatest  gifts  in  all  of 

1  ITWkCHHW  "ITllnKlp     business  history:  The  ABC 
Ul  1CUOJJU1  lUUJlt     television  series  The  Love  Bott 

^^^™^^^"  Overnight,  cruises  became  aid 

rage— a  fashionable  and 
affordable  escape  for  the  middle  class.  Once  an  exotic  forml 
travel,  cruises  became  "as  safe  and  comprehensible— and  I 
nearly  as  accessible— as  the  nearest  strip  mall,"  Garin  obsefl 
The  narrative  does  hit  a  few  shoals.  Garin  can't  seem  tell 
decide  whether  he's  producing  a  breezy  summer  read  on  e 
colorful  personalities  behind  the  cruise  giants  or  a  serious! 
school  textbook.  Too  much  attention  gets  paid  to  the  inteiB 
politics  at  some  of  the  cruise  lines,  along  with  the  details  • 
different  takeover  battles.  All  the  same,  Devils  provides  a  tl 
voyage  that's  both  diverting  and  insightful.  ■ 

-  By  Dean  fii 
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International  Automotive  Roundtable 

July  27  &  28,  2005  •  The  Ritz-Carlton  •  Dearborn,  Michigan 

Since  1986,  the  International  Automotive  Roundtable  has  become  the  premier  forum  to  gain  new  insights 
into  emerging  trends,  quality  initiatives,  innovative  retailing  practices,  advances  in  technology,  economic 

outlook  and  customer  satisfaction.  Industry  leaders  at  this  conference  will  discuss  the  challenges  and 
opportunities  for  competing  successfully  in  today's  highly  competitive  business  environment.  Don't  miss 
this  opportunity  to  meet  and  talk  with  key  decision  makers  shaping  the  future  of  the  automotive  business. 
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WHO    SHOULD    ATTEND? 

Automotive  Manufacturers  •  Global  Suppliers  •  Major  Retailers  • 

Financial  Industry  Professionals  •  Internet  Managers 

Register  online  at  www.jdpower.com/irt/dearborn 

or  contact  Claudia  McDonald  at  J.D.  Power  and  Associates  •  Phone:  (805)  418-8618  or  email:  Claudia.McDonald@jdpa.com 
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IdeasViewpoint 


BYROBERTJ.BARRO 


Quit  Bullying  China 


There  is  not  much  to  like  about  Treasury  Secretary  John  W.  Snow's 
frequent  criticism  of  Chinese  exchange-rate  policy.  His  argument— that 
maintaining  the  fixed  rate  between  the  yuan  and  the  dollar  constitutes 
currency  manipulation— is  just  wrong.  The  second  dubious  theme  is  tha 
good  guys  who  like  free  markets  follow  flexible  exchange  rates,  and  bad 


guys  who  like  to  control  prices  pursue  fixed  exchange  rates. 

It's  not  that  simple.  Flexible  and  fixed  exchange  rates  each 
have  benefits  and  costs,  and  one  cannot  label  either  system  as 
superior  at  all  times  and  places.  The  U.S.  and  many  other 
countries  have  done  well  with  flexible  rates  over  the  past  two 
decades  because  their  central  bankers  learned  how  to  keep 
inflation  low  and  stable.  In  contrast,  fixed  exchange  rates 
severely  limit  government  discretion  on  monetary  policy— 
sometimes  a  good  thing.  This  constraint  is  particularly 
valuable  for  countries  where  monetary  discipline  is  lacking— 
Argentina,  for  example.  Keeping  a  fixed  exchange  rate  is  not 
the  same  as  controlling  prices;  the  fixed  rate  serves  only  to 
anchor  general  price  levels.  Governments  can  pursue  free 
markets,  or  not,  under  fixed  exchange  rates— just 
as  they  can  under  flexible  rates.  And  China's 
economic  record  has  been  outstanding  under  a 
nearly  fixed  exchange  rate  for  10  years. 


NONETHELESS,  THE  CHINESE  might  benefit  from 
adjusting  their  exchange  rate.  In  fact,  one  thing  I 
learned  from  listening  to  officials  on  a  recent 
trip  to  China  is  that  if  the  U.S.  would  cease  its 
bullying,  the  Chinese  would  probably  revalue  on 
their  own.  They  seem  to  realize  that  an 
undervalued  exchange  rate  essentially  leaves 
money  on  the  table  by  selling  goods  too  cheaply. 

To  think  about  a  desirable  exchange  rate 
policy  for  China,  start  by  noting  that,  when  calculated  at  the 
current  yuan  rate  of  8.28  per  dollar,  China's  gross  domestic 
product  per  person  is  $1,300.  In  contrast,  when  computed  on 
a  purchasing  power  basis— taking  into  account  the  low  prices 
of  many  nontraded  goods  and  services  in  China— the  number 
is  $5,200.  In  other  words,  the  Chinese  standard  of  living  is 
four  times  as  much  as  the  conventional  GDP  number 
suggests.  Although  this  kind  of  discrepancy  applies  to  many 
developing  countries,  the  Chinese  gap  is  unusually  large. 

What  does  that  mean  for  exchange  rates?  Suppose 
continued  rapid  growth  in  China  for  the  next  30  years  leads 
to  substantial  convergence  toward  the  U.S.  per  capita  GDP 
(currently  $40,000).  Part  of  this  process  would  be  the 
elimination  of  much  of  the  4-to-l  disparity  between  China's 
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If  the  U.S. 
would  stop 
its  hectoring, 
China  would 
probably 
revalue 


two  GDP  measures.  One  way  to  achieve  this  is  for  the  yu; 
exchange  rate  to  stay  fixed  and  the  ratio  of  Chinese  to  U. 
prices  to  rise  fourfold.  Another  possibility  is  for  the  rate  t 
appreciate  by  a  factor  of  four  while  the  ratio  of  prices  rer 
unchanged.  To  put  it  another  way,  with  a  fixed  exchange 
the  average  Chinese  inflation  rate  for  30  years  would  ha\ 
exceed  the  U.S.  rate  by  4%  to  5%  annually.  Since  the  Chi 
surely  do  not  want  this  much  inflation,  the  real  choice  is 
and  how  to  revalue  their  currency,  not  whether  to  do  it. 

Moreover,  the  yuan  might  be  undervalued  right  now,  a 
the  discrepancy  between  the  two  GDP  measures  signalin 
that  Chinese  goods  are  too  cheap.  If  so,  economic  reason 
predicts  that  the  Chinese  inflation  rate  would  rise  in  resr 
to  high  demand  for  Chinese  goods.  Econon 
theory  also  suggests  China  would  have  a  laj 
current- account  surplus  as  other  countries  s 
up  low-priced  Chinese  exports.  These  two 
responses  have  indeed  been  occurring,  but  i 
a  delay.  China's  inflation  rate  in  2004  rose  t< 
still-moderate  4%.  However,  its  current-ace 
surplus  has  become  large,  exceeding  4%  of 
Although  it  is  hard  to  divine  the  appropri 
level,  I  think  a  near-term  yuan  appreciation 
25%  to  30%  is  reasonable.  From  the  Chines* 
perspective,  the  main  reason  to  revalue  is  th 
the  nation  is  selling  goods  too  cheaply  on  w 
markets.  China's  real  income  would  rise  if  it 
charged  higher  prices.  The  more  difficult  issue  for  China 
what  to  do  after  an  initial  revaluation.  Should  it  refix  or  g 
a  flexible  rate?  A  benefit  of  flexible  rates  is  they  allow  mar 
to  figure  out  how  much  the  appreciation  should  be  now  a 
in  the  future.  But  an  offsetting  cost  is  that  businesses  los> 
stability  and  convenience  provided  by  a  fixed  exchange 

The  irony  is  that  Snow  may  be  correct  in  arguing  that  t 
Chinese  currency  is  undervalued.  Indeed,  appreciation  of 
yuan  and  movement  toward  flexible  exchange  rates  migh 
good  for  China  even  though  the  U.S.  government  thinks  & 

Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


ADVERTISEMENT 


If  You  Used  an  Aon  Company,  Affiliate  or  Subsidiary  for  Insurance  Services 

from  January  1, 1994  through  December  31, 2004 

You  Could  Get  a  Payment  from  a  Class  Action  Settlement. 

Please  Read  This  Legal  Notice  Carefully,  Your  Rights  Could  Be  Affected. 


iere  is  a  proposed  Class  Action  Settlement  pending  in  the  Circuit  Court 
Cook  County,  Illinois  ("Court").  The  case  is  known  as  Daniel  v.  Aon 
trporation,  Case  No.  99  CH  11893.  On  July  28,  2004,  the  Court 
rtified  this  case  as  a  nationwide  class  action. 

hat  is  this  Class  Action  About? 

e  class  action  lawsuit  concerns  alleged  conduct  by  subsidiaries  and 
iliates  of  Aon  Corporation  ("Aon").  It  involves  Aon's  receiving  or 
gibility  to  receive  "Contingent  Commissions."  These  Contingent 
rtrimissions  were  paid  by  insurers  in  connection  with  the  placement 
insurance  and  other  risk  solutions  products  by  Aon. 

aintiffs  allege  that  the  Contingent  Commissions  represent  wrongful 
mention  and/or  misappropriation  of  money  paid  as  premiums  by  Class 
embers.  Defendants  deny  these  allegations  and  any  wrongdoing.  The 
;fendant  companies  include  Aon  Corporation,  Aon  Group,  Inc.,  Aon 
;rvices  Group,  Inc.,  Affinity  Insurance  Services,  Inc.,  K&K.  Insurance 
|iecialties,  Inc.,  and  K&K  Insurance  Group,  Inc.  The  relief  provided 
i  this  Settlement  applies  to  all  subsidiaries  and  affiliates  of  Aon. 

n  I  a  Class  Member? 

[Hi  may  be  a  member  of  the  Class  if: 

•  You  were  a  resident  of  the  United  States,  and 

•  You  directly  or  indirectly  used  an  Aon  subsidiary  or  affiliate  in  the 
United  States  to  place,  renew,  consult  on  or  service  insurance  or 
other  similar  risk  solutions  products  wherein  Aon  received  or  was 
eligible  to  receive  Contingent  Commissions,  and 

•  You  purchased  your  insurance  policies  during  the  period  between 
January  1,  1994  and  December  31,  2004. 

)  verify  that  your  insurance  was  through  an  Aon  company,  please 
intact  your  insurance  broker.  You  also  may  locate  contact  information 
ir  the  law  firms  appointed  by  the  Court  to  represent  Class  Members 
ailed  "Class  Counsel")  by  visiting  the  Web  site  or  calling  the  toll-free 
unber  below. 

hat  Does  the  Settlement  Provide? 

ie  Settlement  creates  a  fund  of  at  least  $38  million  to  compensate 
lass  Members  who  purchased  insurance  through  Aon  between  January 
1994  and  December  31,  2004  (the  "Daniel  Fund").  The  Settlement 
so  limits  Aon's  conduct  in  offering  insurance  services.  Class  Members 
ho  purchased  insurance  through  Aon  between  January  1,  2001  and 
ecember  3 1 ,  2004  also  may  receive  payments  from  the  separate  $  1 90 
^llion  fund  ("Attorney  General  Fund"),  created  as  part  of  Aon's 
sttlement  with  State  Attorneys  General. 

ow  Much  Will  I  Be  Paid? 

»ur  share  of  the  Daniel  Settlement  Fund  will  depend  on: 

•  When  you  used  Aon  for  insurance  services. 

•  The  amount  of  premiums  you  paid, 

•  An  estimate  of  the  Contingent  Commissions  attributed  to  your 
policies,  and 

•The  number  of  claims  that  are  submitted. 


What  Are  My  Legal  Rights? 

If  you  did  not  previously  exclude  yourself  from  the  Class,  you  will  he 
bound  by  any  decision  of  the  Court  and  you  may  be  entitled  to  receive 
a  payment.  If  the  Settlement  is  approved,  you  will  give  up  your  right  to 
sue  Aon  and  other  Defendants  in  this  lawsuit  for  the  claims  in  this  case. 

Rejoining  the  Class 

If  you  previously  excluded  yourself  from  the  Class  and  wish  to  accept 
the  benefits  of  the  Settlement,  you  must  submit  a  written  request  to 
Daniel  Settlement  Class  Counsel,  c/o  Kirby  Mclnemey  &  Squire  LLP, 
830  Third  Avenue,  10th  Floor,  New  York,  NY  10022.  The  request  must 
include  your  name,  address,  and  telephone  number.  This  request  must 
be  postmarked  by  August  19, 2005. 

Objecting  to  the  Settlement 

Your  objections  must  be  in  writing  and  postmarked  by  August  19, 2005. 
as  outlined  in  the  Notice  of  Proposed  Class  Action  Settlement,  which  is 
available  by  visiting  the  Web  site  or  calling  the  toll-free  number  below. 

Who  Represents  Me? 

The  Court  has  appointed  several  law  firms  called  Class  Counsel  to 
represent  you.  You  don't  have  to  pay  Class  Counsel  for  their  services. 
You  may  hire  your  own  lawyer  to  appear  in  Court  for  you,  but  it  is  not 
necessary  and  you  have  to  pay  that  lawyer  yourself. 

Class  Counsel  intends  to  ask  the  Court  for  an  attorneys'  fee  in  the  amount 
of  $19  million  and  reimbursement  of  their  expenses.  The  requested 
attorneys'  fee  is  about  8.3%  of  the  total  monetary  benefits  available  to 
the  Class  from  the  combined  Daniel  and  Attorney  General  Settlement 
Funds.  The  Court  may  award  less  than  that  amount.  Defendants  and 
the  Court  acknowledge  that  Class  Counsel's  efforts  were  a  substantial 
factor  resulting  in  the  Attorney  General  Settlement,  as  well  as  the  Daniel 
Settlement.  The  fees  and  expenses  for  Class  Counsel  will  be  paid  from 
the  Daniel  Fund. 

When  and  Where  Will  the  Court  Decide  to  Approve  the  Settlement? 

The  Court  will  hold  a  Fairness  Hearing  at  10:00  a.m.  on  October  11, 
2005  in  Room  25 1 0  of  the  Richard  J.  Daley  Center,  50  West  Washington 
Street,  Chicago,  IL.  At  this  Hearing,  Judge  Nowicki  will  consider 
whether  the  Settlement  is  fair,  reasonable  and  adequate  and  the  amount 
of  attorneys'  fees  and  costs  to  be  awarded.  If  there  are  any  objections, 
the  Court  will  consider  them.  After  the  Hearing,  the  Court  will  issue  its 
ruling.  If  you  wish  to  speak  at  the  Fairness  Hearing,  you  must  submit 
your  comments  or  objections  in  writing  as  outlined  in  the  Notice  of 
Proposed  Class  Action  Settlement  and  state  that  you  want  to  be  heard  at 
the  hearing.  Objections  must  be  postmarked  by  August  19,  2005. 

Providing  Policy  Information  to  Aon 

Aon  is  using  its  own  records  to  identify  eligible  Class  Members.  If  you 
did  not  receive  a  mailed  Notice  from  Aon  by  July  20, 2005,  please  go  to 
the  Web  site  to  download  a  claim  form  or  call  the  toll-free  number  to 
request  one.  To  verify  that  your  insurance  was  through  an  Aon  company, 
please  contact  your  insurance  broker. 


This  Notice  is  only  a  summary.  For  More  Information  on  the  Settlement,  Your  Rights 
and  a  Copy  of  the  Notice  of  Proposed  Class  Action  Settlement, 

Visit:  wvvw.Aon-Daniel-Settlement.com  Call:  1-800-714-9815 

>r  Write:  Daniel  Settlement  Administrator,  2807  Allen  St.,  PMB  #801,  Dallas,  TO  75204-4094 
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Tough-But-Fair  Rules  H 

For  Tomorrow's  Illegal  Immigrants 


HEY  MAY  BE  HERE  illegally, 
but  they  are  certainly  not 
undocumented.  Nearly  4 
million  Mexican  citizens  living 
in  the  U.S.  hold  matriculas— 
identity  cards  issued  by  a  Mexican 
consular  office.  And  more  than  8  million 
(often  illegal)  workers  have  individual 
tax  identification  numbers  issued  by  the 
Internal  Revenue  Service  to  foreigners 

who  are  ineligible  to  receive  a  Social  Security  card  yet  hold 
jobs  or  assets  that  make  them  liable  for  U.S.  taxes.  A  rapidly 
growing  number  of  American  businesses  are  accepting  those 
documents  to  offer  the  nation's  11  million  illegal  residents 
everything  from  new  Fords  to  home  mortgages  (page  56). 

That's  not  without  controversy.  Many  angry  U.S.  citizens 
rightly  note  that  American  business  is  rapidly  legitimizing  the 
residence  of  immigrants  who  have  broken  the  law  to  enter  or 
remain  in  the  U.S.  But  there's  a  deeper  force  at  work  here:  the 
American  Dream.  Its  promise  of  opportunity  and  a  better  way 
of  life  has  become  such  a  powerful  symbol  worldwide  that  it 
is  almost  naive  to  expect  foreigners  to  accept  that  it's  reserved 
only  for  those  who  are  here  legally.  And  since  America  shares 
a  porous  2,000-mile  border  with  a  developing  nation,  Mexico, 
stemming  the  resulting  wave  of  illegal  immigration  is 
increasingly  like  trying  to  hold  back  the  ocean's  tide. 

Besides,  let's  be  real:  Rightly  or  wrongly,  the  U.S.  is  not 
about  to  arrest  and  herd  millions  of  men,  women,  and 
children  into  boxcars  for  transport  back  across  the  Rio 
Grande.  That's  a  nativist's  fantasy  that  will  never  come  to  be. 
So  it's  time  for  Washington  to  come  up  with  a  reasoned, 
consistent  way  to  deal  with  the  illegal  immigrants  who  are 
already  here  and  to  set  tough-but-fair  new  rules  for  those 
seeking  to  work  in  the  U.S.  in  the  future. 

FIRST,  ANY  GUEST-WORKER  program  should  be  targeted  at 
Jobs  the  U.S.  has  difficulty  filling.  Although  Mexican  President 
Vicente  Fox  has  taken  considerable  heat  for  his  racially 
insensitive  remarks  in  recent  months,  he  is  correct  that  there 
are  some  jobs  that  few  Americans  of  any  race  want— at  least 
not  at  the  low  wages  they  currently  command.  Think  farm 
work  or  service  jobs  such  as  lawn  workers  or  restaurant 
dishwashers.  Many  of  those  jobs  already  go  to  illegals,  who 
accept  minimal  wages  because  they're  more  than  comparable 
pay  back  home.  Identifying  these  job  categories  and  setting 
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up  registries  where  guest  workers— as  well  as  American  | 
workers— can  see  available  openings  would  ensure  that 
foreigners  got  jobs  otily  after  U.S.  citizens  have  taken  a  ] 
And  all  employers  should  be  required  to  withhold  payroj 
income  taxes  from  the  earnings  of  guest  workers. 

NEXT,  THERE  MUST  BE  reasonable  limits  on  the  number! 
guest  workers— probably  fewer  than  400,000  per  year,  uj 
policymakers  can  study  the  effect  on  U.S.  labor  markets- 
on  how  long  they  may  work  in  the  U.S.  The  McCain-Kenl 
immigration  bill  currently  in  the  Senate  would  let  guests! 
remain  for  three  years,  with  one  three-year  extension  bef[ 
they  must  either  attain  green  card  status  or  return  home] 
government  has  every  right  to  charge  for  these  guest  viss 
a  scarce  and  precious  commodity  in  the  eyes  of  foreign 
workers— and  should  definitely  charge  considerably  morl 
any  applicant  who  is  already  living  in  the  U.S.  illegally.  T| 
one  way  to  deal,  partially,  with  criticism  that  a  guest  proj  | 
rewards  foreigners  who  entered  the  country  illegally.  An< 
would  be  to  strengthen  enforcement  of  current  laws  reqij 

employers  to  ascertain 
applicants'  immigration  sta 
before  they  are  hired— a  pnl 
often  ignored  by  employers] 
hungry  for  cheap  labor. 
Third,  guest-worker 
legislation  should  ensure  gil 
maintain  financial  ties  to  th{ 
native  countries,  perhaps  b\| 
requiring  a  certain  dollar  lef 
annual  remittances  to  famill 
back  home  or  by  maintainin 
^^^^^^^^  foreign  household  while  in  1 

U.S.  While  difficult  to  enforc 
requiring  active  economic  ties  back  home  boosts  the 
likelihood  guests  will  leave  when  their  visas  expire. 

Last,  any  guest-worker  setup  must  include  increased 
incentives  to  boost  economic  activity  in  Mexico— the  sourci 
most  illegal  immigration  to  the  U.S.  Unless  the  U.S.  works 
harder  to  give  more  poor  Mexicans  a  reason  to  stay  home,  t 
will  continue  to  flood  the  shadow  economy  north  of  the  boi 
So  helping  Mexico  develop  jobs,  particularly  in  poor  region 
from  the  U.S.  border,  is  in  our  own  national  interest. 

The  need  for  such  reform  is  certainly  distasteful  to  mar 
Americans,  but  it's  unavoidable.  If  some  conservative 
lawmakers  feel  they  have  to  hold  their  noses  while  suppor 
President  George  W.  Bush's  call  for  guest-worker  legislate 
so  be  it.  Unfortunately,  this  late  in  the  game— a  new  Bear, 
Stearns  Asset  Management  study  puts  the  tally  of  illegals 
up  to  20  million— principle  must  yield  to  pragmatism. 
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"It  leaves  Windows  XP  in  the  dust." 

-  Walter  Mossberg,  The  Wall  Street  Journal 


"It's  the  most  elegant,  useful  and  powerful  operating  system  I've 

ever  used  in  three  decades  of  computer  ownership.  It  runs  circles 

around  Windows." 

-  Mike  Wendland,  Detroit  Free  Press 


"Spotlight  isn't  just  a  fast  Find  command.  It's  an  enhancement 

that's  so  deep,  convenient  and  powerful,  it  threatens  to  reduce 

the  20-year-old  Mac/Windows  system  of  nested  folders  to 

irrelevance." 

-  David  Pogue,  The  New  York  Times 


"Want  to  see  what  the  future  of  personal  computing  looks  like? 

Don't  wait  for  Microsoft  to  show  you;  go  out  and  get  yourself 

a  copy  of  Apple's  latest  operating  system  release,  OS  X  Tiger.  It's 

that  good." 

-  Michael  Gartenberg,  Computerworld 


"Not  only  is  Spotlight  super  fast,  but  it  looks  through  absolutely 

everything:  email  messages,  contacts,  the  information  attached 

to  digital  photos,  even  a  page  you  scanned  in  or  a  map  you 

downloaded  from  the  web." 

-  Chris  Taylor,  Time 


"/  remember  writing  an  article  about  Lotus  1-2-3  back  when  the 

product  was  released  during  the  80s....  It  may  have  been  nearly 

two  decades  since  I  wrote  that  column,  but  it  took  Spotlight  less 

than  2  seconds  to  find  it." 

-  Larry  Magid,  CBSnews.com 
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AND,  SOON  TO  BE, 
WORLD  TRAVELER. 
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Fidelity 
Jtirement  Income 
Advantage^ 


If  you're  like  Carol,  retirement  is  a  time  for  finally  doing 
all  the  things  you've  always  dreamed  of.  And  that's 


PLANNING 
INVESTING 

income  management        only  fair  considering  the  challenges  you've  overcome 


and  the  goals  you've  achieved.  The  trick  is  making 

i  your  next  job  isn't  managing  your  retirement.  With  multiple  sources  of  income  and  rising 

Ith-care  costs,  managing  your  finances  in  retirement  can  be  challenging.  Fortunately,  we 

help  by  enabling  you  to  simplify  and  manage  all  of  your  income  and  expenses  from  one 

ount.  After  all,  you've  worked  hard  enough  to  reach  retirement;  now  is  the  time  to  enjoy  it. 


etirement  on  track?  Find  out  for  free  in  about  30  minutes. 
'.ALL  TODAY  1.800. FIDELITY*  Fidelity.com/plan 
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Smart  mover 


It  took  us  125  years  to  use 
the  first  trillion  barrels  of  oil 


We'll  use  the  next  tri  ion  in  30. 


^> 


Energy  will  be  one  of  the  defining  issues  of  this  century.  One  thing  is  clear: 
the  era  of  easy  oil  is  over.  What  we  all  do  next  will  determine  how  well  we  meet 
the  energy  needs  of  the  entire  world  in  this  century  and  beyond. 

Demand  is  soaring  like  never  before.  As  populations  grow  and  economies 
take  off,  millions  in  the  developing  world  are  enjoying  the  benefits  of  a  lifestyle 
that  reguires  increasing  amounts  of  energy.  In  fact,  some  say  that  in  20  years 
the  world  will  consume  40%  more  oil  than  it  does  today.  At  the  same  time, 
many  of  the  world's  oil  and  gas  fields  are  maturing.  And  new  energy  discoveries 
are  mainly  occurring  in  places  where  resources  are  difficult  to  extract, 
physically,  economically  and  even  politically.  When  growing  demand  meets  tighter 
supplies,  the  result  is  more  competition  for  the  same  resources. 

We  can  wait  until  a  crisis  forces  us  to  do  something.  Or  we  can  commit  to  working 
together,  and  start  by  asking  the  tough  guestions:  How  do  we  meet  the  energy 
needs  of  the  developing  world  and  those  of  industrialized  nations?  What  role  will 
renewables  and  alternative  energies  play?  What  is  the  best  way  to  protect  our 
environment?  How  do  we  accelerate  our  conservation  efforts?  Whatever  actions 
we  take,  we  must  look  not  just  to  next  year,  but  to  the  next  50  years. 

At  Chevron,  we  believe  that  innovation,  collaboration  and  conservation  are  the 
cornerstones  on  which  to  build  this  new  world.  We  cannot  do  this  alone. 
Corporations,  governments  and  every  citizen  of  this  planet  must  be  part  of  the 
solution  as  surely  as  they  are  part  of  the  problem.  We  call  upon  scientists 
and  educators,  politicians  and  policy-makers,  environmentalists,  leaders  of 
industry  and  each  one  of  you  to  be  part  of  reshaping  the  next  era  of  energy. 
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engine  production  line  at  Toyota  Motor  Manufacturing,  West  Virginia. 


It  takes  local  talent  to  build 
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WO  I    I  Q  "  C  I  3  S  S     6  M  Q  I  M  6  S  ■  Since  Toyota  began  building  vehicles  in  the  U.S.  in  1986, 
we've  been  committed  to  investing  in  local  manufacturing.  Today  in  our  eight  U.S.  plants,  Toyota  team  members  build  engine 
transmissions  and  cylinder  heads,  as  well  as  more  than  one  million  quality  cars  and  trucks  a  year*  And  with  two  more 
manufacturing  plants  under  construction,  our  growth  will  continue  to  be  powered  by  local  investment. 

'Toyota  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  €2005 
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BAD  for  three  months  on 
ab.  On  July  11,  Morgan 
ey  announced  that  Co- 
ident  Stephen 
/ford  resigned, 
ig  just  gotten 
pot  on  Mar. 
or  his  trouble, 
ill  take  home 
million, 
theory,  Craw- 
is  walking 
'  with  what  he 
d  have  earned 
le  held  the 
for  two  years, 
in  practice, 
gan  Stanley  is  paying 
vford  an  obscene  sum, 
by  Wall  Street 
dards,  for  being  co- 


ODUCT  PEEK 

EYING  TO 

}UEEZE 

ACKBERRY 

OROLA  WILL  soon  unveil  a 
lenger  to  the  BlackBerry 
,e  ubiquitous  mobile  e- 
l  device  made  by  Research 
otion— based  on  Moto's 
k,  hot-selling  Razr  phone, 
bed  the  RazrBerry  by 
•heads,  it's 
to  pack  a  key- 
•d  and  a 
dows  Mobile 
"ating  system 
)  a  candy-bar-size 


president  for  a  mere  15 
weeks.  That's  $53,000  an 
hour,  assuming  he  put  in  an 
average  40 -hour  week. 

Of  course,  given  the  bank's 
recent  tumult,  Crawford 
probably  had  to  work  longer 
days.  Still,  even  if  he  toiled  16 
hours  a  day,  seven  days  a 
week,  during  his  short  stint, 
he  would  have 
made  $19,000  for 
each  hourlong 
meeting  he  atten- 
ded. Lead  director 
Miles  Marsh  de- 
clined comment, 
as  did  Crawford. 
But  a  company 
spokesman  says 
the  deal  was  de- 
signed "to  ensure 
management  sta- 
bility" during  a 
search  for  a  new  CEO.  Never 
mind  that  Crawford's  promo- 
tion was  a  major  cause  of  the 
turmoil.    -Emily  Thornton 


phone  just  as  slim  as  the  Razr. 
"It's  a  compelling -looking 
device,"  says  Charles  Golvin, 
a  Forrester  Research  analyst. 
But  he  notes  the  cool  factor 
won't  matter  much  if  the 
gizmo  doesn't  function  as 
smoothly  as  a  BlackBerry. 

A  Motorola  spokesperson 
says  the  company  won't  com- 
ment on  unreleased  products, 
but  techie  blogs  such  as 
engadget.com  and 
msmobiles.com  have  already 
posted  leaked  pics  of 
prototypes.  A  version  of  the 
RazrBerry  (that  won't  be 
its  official  name)  ought 
to  hit  stores  by  year's 
end.  -Roger  O.  Crockett 


RETAIL 

Wellness  in  a 
Great  Big  Box 

CONSIDER  ALL  THIS  under  one  retail  roof:  wellness  books,  a 
pharmacy,  high-end  skin-  and  hair-care  products,  and  blood- 
pressure  and  diabetes  monitoring  devices.  There  are  also 
health-care  seminars,  a  day  spa,  Pilates,  and  yoga.  Don't  forget 
the  Caribou  Coffee  Shop.  "It's  seems . . .  different,"  quips 
Bernstein  Research  retail  analyst  Colin  McGranahan. 

Particularly  for  the  retailer  behind  it,  Best  Buy,  which  has 
nearly  saturated  North  America  with  838  big  box  stores.  It  just 
opened  the  18,800-square-foot  concept  store,  called  eq  life,  in 
its  hometown  of  Richfield,  Minn.  Eq— the  name  comes  from  the 
Latin  for  balance— has  multiple  competitors,  but  eq  President 
Mike  Marolt  says  its  one-stop  shop  will  appeal:  "There's  a  hole 
in  the  market  for  this."  A  second  eq  opens  in  St.  Paul  this  fall. 

Other  tech-centric  companies  also  see  opportunity  in  an 
aging  population  with  health  concerns.  Intel,  according  to  one 
person  familiar  with  the  project,  is  developing  a  product  that 
helps  manage  weight-loss  info  on  PCs;  it  could  be  sold  at  eq 
and  elsewhere.  Motorola  is  gearing  up  technology  that  stores 
data,  such  as  glucose  levels,  on  cell  phones.  And  Samsung 
digital  thermometers  are  already  on  eq  shelves.  -Robert  Berner 
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Q&A 

THENAACP'S 
NEW  LEADER 
SOUNDS  OFF 

ON  JULY  14,  Bruce  S.  Gordon 
became  the  15th  president  of 
the  NAACP.  A  former  top 
executive  at  Verizon,  Gordon 
now  faces  far  different  chal- 
lenges—moribund member- 
ship numbers,  a  meager  bud- 
get, and  an  apathetic  White 
House  among  them.  Here  are 
edited  excerpts  from  a  recent 
chat  with  BusinessWeek 
correspondent  Roger  O. 
Crockett  (For  more  see 
businessweek.com/extras) : 

You  just  released  a  report  card 
grading  companies  on  how 
they  serve  people  of  color. 
Would  you  boycott  or  picket 
those  who  didn't  give  data  for 
the  report? 

Malcolm  X  said,  "By  any 
means  necessary."  I  believe 
in  that.  When  companies 
don't  respond,  they're  saying, 
"I  don't  want  to  play.  I'm  not 
in  the  game."  I  don't  accept 
that.  Target  got  an  F  [because 
it  didn't  respond].  One  of  our 
great  assets  is  the  people  in 
our  2,200  local  branches  who 
we  maybe  need  to  tell,  "Stay 
out  of  Target."  If  Target  sub- 
mitted and  got  a  D,  I  wouldn't 
be  mad.  Saks  is  not  in  the 
game.  If  Saks  doesn't  want  to 
respond  to  the  NAACP,  then 
we  damn  sure  shouldn't 
spend  our  money  there. 
[Ed.  note:  Target  and  Saks  say 


they  didn't  respond  be- 
cause they  believe  the 
survey  doesn't  accur- 
ately reflect  their  diver- 
sity views  and  efforts.] 

What  do  you  think 
about  Corporate 
America's  unprece- 
dented number  of 
black  CEOs? 
The  best  thing  is 
when  if  s  not  even  a 
topic  of  conversation.  Today 
you  don't  even  think  about 
how  many  black  quarterbacks 
there  are.  We  can  still  count 
up  the  black  CEOs.  But  at 
some  point  in  time  they  [will 
not  be]  a  matter  of  discussion. 

What  other  problems  persist 
in  the  financial  world? 

Black  folks  have  a  problem 
getting  access  to  capital. 
There's  megabillions  sitting 
in  corporate  pension  funds. 
Why  shouldn't  black  asset- 
management  companies  get 
a  bigger  piece  of  that  action? 
If  s  totally  unacceptable. 


TELETALES 

IMMOBILE  PHONE 

Art  or  advertising? 
Samsung  says  its 
nearly  50-foot 
cell-phone  sculp- 
tures, adorning 
airports  around 
the  world,  are 
both.  They  display 
video  of  passersby, 
the  time,  temperature, 
and  ads.  Paris'  Charles 
de  Gaulle  was  the  first  site,  in  2002.  A  doze 
more  have  gone  up  since,  with  plans  for  26 
toto.  On  July  23,  the  U.S.  will  get  its  first 
giganta-phone  inside  the  Dallas/Fort  Worth 
Airport.  Samsung  pays  airports  a  rental  fee 
the  space,  or  provides  technology  for  termi 
such  as  LCD  TVs.  The  campaign  nas  seem 
boost  Samsung's  brand  recognition:  The  Pa 
sculpture  was  recently  voted  one  of  the  are; 
most  memorable  billboards.  -Elizabeth  Wo 


DRAWN  &  QUARTERED 


ANOIUERUNPERCCVER 
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THE  U/NCH  LADIES 
WERECAUGWT  DEALING 
FRENCH  FRIB  AND 
7WINKES 
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New  systems  work  faster  and  perform  better. 

(Of  course,  you  already  knew  that.) 


HP  Compaq  Business  Desktop  dx2000 


•  Intel  Pentium  4  Processor  (2.80GHz) 

•  Memory:  256MB 

•  40GB  hard  drive 

•  10/100/1000  Ethernet 

•  Windows  XP  Professional 


Acer  TravelMate  4652  Notebook 


•  Intel  Centrino    Mobile  Technology 

-  Intel   Pentium  M  Processor  740  (1 ,73GHz) 

-  Integrated  Intel  PRO/Wireless  2200  Network 
Connection  (802.11b/g) 

•  Memory:  512MB 

•  DVD+/-RW  drive 

•  15"  active  matrix  display 


S^IQ    DESKTOP 
*JC.U    CDW 73919; 


acer 


SH/IQ    NOTEBOOK 
■^11*+-/    CDW  773498 


$499 

S50  Mail-In  Rebate  Available' 

Recommended  accessories  and  services: 
HP  Compaq  512MB  memory  upgrade  $79  (CDW  586440) 
HP  Compaq  1 7 "  LCD  monitor  $329  (CDW  51 5635) 
HP  Care  Pack  3-year,  next  business  day,  9x5,  onsite 
ity  upgrade  $93  (CDW  51 4298) 


$949 


Recommended  accessories: 

Acer  256MB  memory  upgrade  $110.47  (CDW  780304) 

Acer  docking  station  S289.57  (CDW  751670) 


Intel  Centrino  Mobile  Technology 
-Intel  Pentium  M  Processor  740  (1.73GHz) 
-  Integrated  Intel  PRO/Wireless  2915  Network 
Connection  (802.11a/b/g) 
Memory:  256MB 
CD-RW/DVD-ROM  combo  drive 
14.1"  active-matrix  display 

^1^/1  Q    NOTEBOOK 

ThinkPad        ■"  I  J^rJ  cdw771064 


$1349 


Recommended  accessory: 

ThinkPlus  port  replicator  $189  (CDW  461019) 


The  Technology  You  Need  When  You  Need  It. 

Upgrading  your  systems  neans  upgrading  your  productivity.  At  CDW,  we  have  the  top-name 
desktops,  notebooks  and  servers  to  do  just  that.  Our  account  managers  provide  fast  answers  to 
your  product  questions.  And  with  access  to  the  largest  in-stock  inventories,  you'll  get  what  you 
need  when  you  need  it.  So  why  wait?  Get  new  systems  today  and  start  benefiting  tomorrow. 


oi  company:  offer  ends  7/31/1 


ntium  II,  III  or  Intel  Celeron;  AMD  processors  do  not  qualify:  trade-in  values  are  estimates  only;  actual  trade-in 

all  products  must  be  in  good  working  condition  and  have  a  fair  market  value;  call  your  CDW  account  manager  for 

CDW  account  manager  about  S50  mail-in  manufacturer  rebate;  maximum  rebate  up  to  $500  for  individual  user 

r  subject  to  CDW's  standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©  2005  "~ 


The  Right  Technology.  Right  Away. 

CDW.com  •  800.399.4CDW 

In  Canada,  call  800.387.21 73  •  CDW.ca 
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AN  AMERICAN 
DRIVER  FOR 
TOYOTA  USA 

It  took  Jim  Press  35  years  at 
Toyota  Motor  Sales  USA  to 
become  its  first  American 
chief.  And  that's  pretty  quick, 
he  says,  considering  the 
carmaker's  policy  oijiwa- 
jiwa  ("slow  and  steady"). 
Press's  bump  to  president  in 
June  comes  as  Toyota  has 
seized  13%  of  the  U.S.  mar- 
ket. He  sees  more  growth 
potential  as  hybrids  take  off. 
When  11,314  Prius  hybrids 
sold  in  April,  Press  crowed: 
"That's  more  than  the  entire 
Mercury  [car]  line." 

He  shrugs  off  Detroit's 
"employee  discounts"  for  all 
comers.  General  Motors'  deal 
just  pulled  more  buyers  into 
the  market,  he  says,  lifting 
Toyota's  June  sales  by  10%. 
Toyota  resists  incentives,  he 
adds,  because  "they  make 
customers  loyal  to  the  deal, 
not  the  product."  While 
Toyota's  overall  rebates  have 
crept  up  in  2005,  on  average 
they're  only  28%  of  GM's.  As 
GM  and  Ford  falter,  he  doesn't 
fear  political  intervention:  "The 
geopolitical  walls  are  coming 
down."  Toyota  has  seven  plants 
and  37,000  employees  in  North 
America-and  now,  an  Amer- 
ican boss.  -Kathleen  Kerwin 
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HIGH  COURT 

THE  FIGHT 
BEFORE THE 
REAL  FIGHT 

THE  SKIRMISHES  have  begun 
in  the  war  over  the  U.S. 
Supreme  Court.  Even  before 
President  Bush  picks  a 
nominee  to  replace  retiring 
justice  Sandra  Day  O'Connor, 
lobbyists  on  both  sides  are 
fighting  over  who  will  lead 
the  armies  of  special  interests 
into  battle. 

Conservatives  tried  to 
scare  Democrats  away  from 
picking  former  Senate 
Majority  Leader  George 
Mitchell  of  Maine  to  lead 
their  high  court  team  by 
noting  Mitchell's  role  as 
chairman  of  Walt  Disney, 
parent  of  ABC  News.  "If  s  a 
pretty  serious  potential 
conflict,''  says  C.  Boyden 
Gray,  head  of  Committee  for 
Justice,  a  conservative  group 
involved  in  the  Supreme 


HEALTH 

WEIGHTY  KIDS 
ARE  A  FEAST 
FOR  FAT  CAMPS 

GOING  OFF  to  spend  a  slim- 
down  summer  has  lost  some 
of  its  stigma.  The  number  of 
accredited  U.S. 
weight-loss  camps 
has  nearly  doubled 
in  the  past  five 
years,  says  the 
American  Camping 
Assn.  And  these 
days  the  camps 
emphasize  a  less 
militarized  fitness 
regimen  in  favor  of 
"wellness." 

That's  helping  to 
boost  enrollments. 
At  Camp  Shane  in 
Ferndale,  N.Y., 
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POT  AND  KETTLE?  Gray  (left)  is 
a  Fox  commentator;  Mitchell 
chairs  ABC  parent  Disney 

Court  battle.  "How  could  you 
trust  the  fairness  of  ABC?" 

Earlier  in  his  career,  Gray 
was  White  House  counsel  to 
President  George  H.W.  Bush. 
He  is  now  a  lawyer  at  Wilmer 
Cutler  Pickering  Hale  &  Dorr 
and  a  regular  commentator 
on  News  Corp.'s  Fox  News 


owner  Dave  Ettenberg 
focuses  on  kids'  emotions  as 
well  as  their  caloric  intake. 
The  camp  has  hosted  kids  for 
37  years  and  has  seen  atten- 
dance nearly  double  in  the 
past  15  years,  to  more  than 
800  this  summer. 

At  the  Bryn  Mawr  (Pa.) 
Julian  Krinsky  Canyon  Ranch 
Young  Adult  Summer 
Program,  teens 
choose  from  a 
healthy  buffet  and 
more  than  100 
exercise  options. 

Another  reason 
for  the  boom: 
Today's  parents  are 
less  patient  when 
their  progeny  start 
packing  on  pounds. 
Still,  Ettenberg  says, 
"the  kids  were  heav- 
ier 30  years  ago." 
-  Whitney  Sparks 


Channel,  but  he  sees  no  I 
similarity  between  his  gj 
and  Mitchell's.  "I  don't 
what  relevance  I  have  tc 
anything,"  he  says.  "Fi 
private  citizen  with  no 
fiduciary  responsibility  t| 
shareholders.  If  I  ownec 
you  might  say  somethinl 
but  I'm  an  occasional  ta| 
head."  ABC  had  no  com: 
and  Mitchell  could  not  r| 
reached.  -Eamon 


THE  STAT 


The  percentage 
jump  in  sales  of 
men's  skin-care 
products  in  2004 
—more  than  twice 
the  sales  rise  for 
women's  skin-care 
products.  Sales  of 
men's  anti-aging 
products 
were  up  22%. 


Data:  IN;  \" 


rHE  RESILIENT 
NFRASTRUCTURE: 
\  GUIDE  FOR 
fHE  FEARLESS. 


>r  today's  enterprise,  the  only  constant  is  change.  And  keeping  up  with  change  is  the  ultimate  challenge 
>r  a  business  faced  with  an  endless  series  of  paradoxes:  making  information  both  secure  and  available; 
»ing  reactive  and  proactive  simultaneously;  responding  quickly  to  both  new  threats  and  new  ideas. 
ie  solution?  A  resilient  infrastructure  that  lets  you  respond  as  rapidly  to  opportunity  and  innovation  as 
>u  do  to  threats  and  disruptions;  and  where  the  elements  that  help  keep  your  company  up,  running  and 
-owing  —  security,  storage  and  recovery  —  are  firmly  in  place.  This  is  the  ideal  that  has  brought  together 
/mantec  and  VERITAS  to  form  a  single  company  with  a  single  goal:  to  help  you  build  a  fearless  enterprise. 
>r  more  information  visit  www.symantec.com/RI.  DC    FFARIF^^ 


VERITAS 


NOW 

AVAILABLE 

FROM 


^  Symantec 
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A  design  that  is  functional 
and  sophisticated  with  all 
the  bells  and  whistles  but 
costs  way  too  much  is  not 
good  design." 


BusinrsU 

THE         PRUBUCT 


-Paul  Burri 
Santa  Barbara,  Calif. 


THE  DESIGN  AWARDS 
PROMPT  HEATED  DEBATE 

WHILE  I  MARVEL  at  the  improvements 
in  technology  and  design,  I  wonder 
whether  they  have  improved  the  quality 
of  life  ("The  best  product  design,"  Annu- 
al Design  Awards  2005,  July  4).  We  can 
spend  countless  hours  debating  the  ad- 
vantages these  new  products  provide;  I 
still  feel  life  was  far  more  elegant  in  olden 
times.  Take  a  cell  phone,  for  example.  It 
has  become,  sadly,  one  of  our  favorite 
friends.  We  are  slowly  drifting  away  from 
the  notion  of  man  as  a  social  animal. 

-Srinivas  Balla 
Fairfax,  Va. 

I  HAVE  BEEN  designing  various  products 
for  many  years  and  have  always  assigned 
several  parameters  to  my  designs:  Will  it 
do  the  job?  Is  it  pretty?  Is  it  robust?  Is  it 
affordable?  A  design  that  is  functional 
and  sophisticated  with  all  the  bells  and 
whistles  but  costs  way  too  much  is  not  a 
good  design,  in  my  opinion.  A  $2,890 
Hatbox  Toilet?  A  $560  Barrel  Grill?  An 
$800  phone?  And  speaking  of  that,  when 
will  someone  design  a  portable  phone 
that  just  makes  phone  calls?  (The  one 
thing  that  would  be  useful— allowing  me 


to  make  quick  voice  notes  on  my  po 
phone— no  one  ever  seems  to  consi 

-Paul 
Santa  Barbara, 


1 


IT'S  AMAZING  that  while  so  many 
panies  boast  in-house  design  faci 
most  of  the  products  we  use  could 
been  designed  better.  If  only  they 
developed  and  tested  in  collaboi 
with  the  final  user,  keeping  their  po 
view,  usage,  and  potential  usage  in  i 
The  most  dissatisfying  thing  is  rea 
that  one  has  bought  a  poorly  desi 
car,  cell  phone . .  .the  list  will  not  enc 

-AlikKh 
Gurgaon, 


HAVING  PLAYED  guitar  for  34  years, 
lieve  your  choice  of  RKS  Guitars  is  wj 
the  mark.  The  most  famous  electric  g 
is  not  the  Gibson  Les  Paul  but  the  Fe 
Stratocaster.  The  Strat  is  made 
alder  and  not  from  an  exotic  wood  fr 
rainforest.  What  makes  an  electric  g 
design  good  is  not  the  fancy  shape  o> 
or.  Unless  you  collect  guitars  for  art. 
tars  are  judged  by  action  and  tonal  q 
ties.  Today  the  tonal  qualities 
solid-body  guitar  are  strictly  drive: 
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YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 


Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


When  our  Mutual  Series  fund  managers  discovered 
a  small  candy  company  wiih  a  potentially  vast 
international  market,  they  seized  the  opportunity 

to  purchase  its  stock  at  a  significant  discount  to  its  intrinsic  value. 

The  result:  a  sweet  deal  for  our  fund  shareholders  when  we  sold 

the  stock  at  a  profit. 

Identifying  value  like  this  requires  a  unique  perspective.  One 

that  comes  from  consistently  following  a  three-pronged  strategy  of 

digging  deep  to  find  undervalued  securities,  distressed  debt  and 

arbitrage  opportunities.  A  proven  approach  that  has  provided 

strong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your  portfolio, 

see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 

franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PE  RSPECTI VE®  > 


FUNI 

i~  5/31/05  -  Class  A* 

Overall  XXXX 

jt  of  81 7  U.S.-domiciled  Large  Value  Funds 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain 
from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does 
not  guarantee  future  results. 

Momingstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-,  and  10-year  (if  applicable) 
rating  metrics.  Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special 
risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


Source:  MndlMR  5/31/05.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
tcluding  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
ating1"  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction 
one  fund  and  rated  separately.)  The  Fund  was  rated  against  817  and  569  funds  and  received  Morningstar  Ratings  of  4  and  4  stars  for  the  3-  and  5-year  periods,  respectively  Morningstar 
ating'"  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2005  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is 
Vjprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content  providers 
B  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 


People  like  Victor  are  the  reason 
for  an  investment  firm  like  ours. 

RAYMOND  JAMES 


Readers 


CORRECTIONS  &  CLARIFICATION 

In  "The  best  product  designs  of  2005" 
(Annual  Design  Awards,  July  4),  some 
multiple  winners  in  the  table  of  2005 
Design  Firm  medalists  were  not  includ 
for  space  reasons.  They  were  Whipsaw  I 
Design,  with  two  bronze  medals,  and  Z  |, 
with  one  gold  and  one  silver.  In  the 
Corporations  table,  Stanley  Works,  witfli 
gold  and  one  bronze,  did  not  appear. 
All  winners  were  listed  online. 

"A  home  far  away  from  home"  (Personal 
Business,  July  18)  misstated  the 
deductibility  of  mortgage  interest  on 
primary  and  secondary  homes.  Interes 
may  be  deducted  on  total  loans  of  up  tc, 
$1  million.  Also,  John  Glaab  (not  Glabbn 
vice-president  for  international  market  . 
not  the  owner,  of  a  real  estate  settlemer  I 
company  in  La  Paz,  Mexico. 


i 


pickups,  effects,  and  amplification.  1  ■ 
are  guitars  with  a  metal  frame  onh  I 
no  wood  at  all  that  still  sound  good 
If  whoever  wrote  this  review  act 
played  guitar,  he  or  she  would  find 
controls  mounted  inside  a  groove 
awkward  to  reach  and  therefore  i 
transitions  difficult  during  play, 
while  Dave  Mason  is  a  good  guit 
he  is  certainly  not  a  thought  lead 
this  area. 

-Robert  Ia 
Perkasi 

I  HATE  GIBSONS.  Nevertheless,  to  < 
pare  that  green  thing  in  any  way  to  a 
son  Les  Paul  is  profane.  If  you  want  a 
ly  innovative  guitar,  you  should 
reviewed  the  Squire  '51  (Fender),  rele 
this  year.  It's  very  well  made  and  L 
fabulous.  It  sounds,  feels,  and  plays  g 
Best  of  all,  it  is  very  affordable  (u 
$200).  In  a  marketplace  with  thous; 
of  makes,  models,  and  modification! 
instrument  that  does  all  that,  straigh 
of  the  box,  is  truly  innovative. 

-Martin , 
Pii'u  Kapu,  Ha 


WHAT THE FOCUS  ON 
'PATENT  TROLLS' MISSES 

"A  PATENT  WAR  is  breaking  out  on 
Hill"  (Washington  Oudook,  July  4)  p 
erly  focused  on  "patent  trolls"  as  the  r 
controversial  issue  surrounding  the 
cendy  introduced  Patent  Act  of  2005. 
unfortunate,  though,  that  the  injunc 
relief  provision  of  the  bill  has  garnered 
majority  of  the  spotlight  The  bill  inch 
many  other  reform  provisions  that  are 
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led  to  greatly  improve  the  quality  of 
ints  issued  by  the  Patent  &  Trademark 
ce  and  the  administrative  and  judicial 
ems  for  challenging  them.  These  less- 
l-known  provisions  are  the  product  of  a 
rdinated,  multi-year  effort  of  many 
ceholder  groups  interested  in  improv- 
our  patent  system  and,  generally 
along,  enjoy  broad  support. 
Jnfortunately,  the  controversial  in- 
ctive-relief  provision,  which  had  not 
n  part  of  the  discussions  during  that 
it  and  appeared  on  the  political 
rstep  only  upon  release  of  the  work- 
draft,  stands  to  jeopardize  progress  on 
quality  issues.  This  is  what  I  consider 
>e  the  real  problem. 

-/.  Matthew  Buchanan 
Fraser  Martin  Buchanan  Miller  LLC 
Perrysburg,  Ohio 
tor's  note:  The  writer  is  a  patent  at- 
ley  and  maintains  a  blog  on  the  issue, 
•mote  the  Progress. 

OTAGON  CHECKS  AND  BALANCES 
E  BEING  IGNORED 

NTRARY  TO  the  implication  that  "It's 
•e  to  protect  the  Pentagon  from  itself 
litorials,  July  4),  the  Defense  Dept.  has 
cesses  in  place  that  could  actually 
rk  if  they  were  only  allowed  to.  The  first 
!  of  defense  against  irresponsibility  is 
Planning,  Programming,  Budgeting, 
1  Execution  (PPBE)  system,  which  is 
)posed  to  align  both  current-year  and 
year  budgets  to  national  security 
:ds.  If  PPBE  were  taken  seriously,  it 
old  force  the  cancellation  of  a  host  of 
•grams  currently  in  development 
:ause  there  is  insufficient  money  in  the 
lying  years  to  implement  them  all.  As  a 
itagon  analyst,  Franklin  "Chuck" 
nney  exposed  the  fact  that  the 
mbers  behind  the  massive  defense 
ldup  in  the  1980s  did  not  add  up. 
:h  visibility  and  candor  applied  to 
'.ay's  programs  would  help  a  great  deal, 
i  the  Bush  Administration  has  severely 
'tailed  even  the  information  it  is  willing 
;hare  with  Congress. 
Similarly,  the  handbook  for  Operation 
'the  Defense  Acquisition  System  (DoD 
;truction  5000.2)  states  that  evolution- 
acquisition  is  the  preferred  approach  to 
ding  new  capability.  It  imposes  a  mile- 
ne  review  process  to  ensure  programs 
et  objective  criteria  and  independent 
;t  reviews  before  proceeding  through 
^sequent  development  phases.  Unfortu- 
:ely,  the  application  of  this  process  to  a 
iitically  charged  program  such  as  Ballis- 
Missile  Defense  is  dubious. 
BusinessWeek  is  correct  that  Defense 
misition  is  broken.  But  it  is  not  because 


a  sound  process  does  not  already  exist.  If 
Congress  is  not  able  to  make  the  existing 
system  work,  then  it  should  not  waste 
time  trying  to  invent  something  new. 

-Harvey  R.  Greenberg 

Colonel  (Ret.) ,  U.S.  Air  Force 

Westford,  Mass. 

HAPPY  PASSENGERS 
AT  HOOTERS  AIR 

RE  "HE'S  giving  Hooters  a  lift"  (People, 
June  13)  on  the  chairman  of  Hooters  of 
America,  the  following  was  recently  over- 
heard on  a  Hooters  Air  flight: 
"Does  this  plane  go  any  slower?" 

-Timothy  B.  McBride 
McLean,  Va. 

WHY  POWER-WASHING  IS  BEST  LEFT 
TO  PROFESSIONALS 

RE  "CLEANING  IS  a  blast"  (Personal 
Business,  July  4):  I  power-wash  houses 
and  driveways  and  pool  screens  for  a  liv- 
ing, so  it  was  interesting  to  see  your  arti- 
cle about  homeowners  and  their  power 
washers.  Many  of  my  customers  have 
bought  power  washers  over  the  years, 
and  it  is  telling  that  they  are  still  my  cus- 
tomers. I  bring  my  machine  and  clean 
everything  in  sight,  while  their  own  ma- 
chines sit  idle.  As  much  fun  as  it  is  to 
power-wash  things,  it  is  still  work.  In 
some  cases,  if  s  very  nasty  work.  And  if 
you  use  any  sort  of  bleach  (as  any  serious 
power  washer  does),  part  of  the  expense 
of  owning  such  a  machine  is  found  in  the 
clothes  you  ruin  and  the  plants  you  kill. 

My  professional  advice  to  homeowners 
is  this:  If  you  are  going  to  buy  a  machine 
you  will  ultimately  neglect,  buy  a  cheap 
one.  And  store  it  next  to  the  folded-up 
treadmill  in  the  garage. 

-Don  Marsh 
Gainesville,  Fla. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 
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( '     Saving  for 
twins'  college. 


Caring  for  two    ' 
generations.    : 


Enjoying 


investment  income. 


Opening  a 
coffee  house. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 


One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 
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Technology&You 


BY  STEPHEN  H.  WILDSTROM 


The  Web  Hits  the  Stacks 

Popular  wisdom  holds  that  you  can  find  anything  on  the  Web.  And  if  you' 
looking  for  information  on  products,  transportation  schedules,  or  tourist 
attractions,  it's  probably  true.  But  there  is  a  vast  body  of  knowledge  hidde 
either  in  the  so-called  deep  Web  that  browsers  can't  find  or  in  those  archa 
but  wonderful  repositories  called  books. 


Two  factors  combine  to  make  so 
much  valuable  and  authoritative 
information  inaccessible.  The  bulk 
of  human  knowledge  represented 
by  printed  material— especially  the 
portion  that  is  more  than  25  years 
old— does  not  exist  in  digital  form. 
In  addition,  most  books  and  other 
printed  matter  published  in  the 
last  century  are  still  under 
copyright,  and  rights  owners  want 
to  know  they'll  be  compensated  for 
the  use  of  their  material. 

Yahoo!  and  Google  are  leading  the  way  in  efforts  to  open 
this  world  of  print  and  proprietary  material  to  browsing. 
Yahoo's  latest  move,  Yahoo  Search  Subscriptions 
(search.yahoo.com/subscriptions),  provides  easy  access  from 
a  search  screen  to  an  assortment  of  publications  and  other 
materials  available  only  to  subscribers.  For  example,  a  Yahoo 
search  of  the  Web  for  "Intel  chipsets"  returned  over  2  million 
hits.  A  subscriptions-only  search  returned  just  33,  mostly 
from  the  archives  of  the  Institute  of  Electrical  &  Electronic 
Engineers  (IEEE)  and  Forrester  Research. 

ANYONE  CAN  USE  SEARCH  SUBSCRIPTIONS.  But  in  general 
you'll  get  to  see  only  an  abstract  of  the  documents  you  find, 
unless  you  have  a  subscription  to  the  publication  or  database. 
So  as  it  stands,  the  new  tool,  which  Yahoo  describes  as  a  trial, 
mainly  provides  a  simple  way  to  do  a  search  that's  restricted 
to  paid  services.  I  think  Yahoo  Search  Subscriptions  needs  to 
offer  a  much  broader  menu  of  services.  Currendy  there  are 
only  seven:  the  online  versions  of  Consumer  Reports,  the 
Financial  Times,  The  New  England  Journal  of  Medicine,  and 
The  Wall  Street  Journal— plus  TheStreet.com  and  the  Forrester 
and  IEEE  publications.  In  addition,  Yahoo  should  let 
searchers  buy  individual  articles  without  subscribing.  This 
requires  solving  the  vexing  problem  of  handling  small  online 
purchases  efficiently.  You  can't  sell  something  for  50<):,  say,  if 
it  costs  25<t  to  process  the  transaction. 

Google  has  taken  a  somewhat  different  approach  to 
searching  "authoritative"  sources.  Google  Scholar 


(scholar.google.com)  limits 
search  to  sources  such  as  refer 
journals  and  professional-soci< 
archives.  But  again,  much  of  tl 
material  turned  up  by  the  sear' 
will  be  accessible  only  to 
subscribers.  Scholar— along  vn 
the  similar  Scirus.com,  operate 
by  the  technical  publisher  Red 
Elsevier— are  most  useful  to  th 
affiliated  with  universities  or 
other  institutions  that  provide 
blanket  access  to  these  matern 
Probably  the  most  intriguin 
project  is  Google  Print 
(print.google.com),  an  attempt 
scan  the  contents  of  the  world" 
books.  One  part,  developed  wit 
publishers,  lets  people  search  t 
contents  of  current  books— an 
effort  similar  to  Amazon.com's 
Search  Inside.  The  more 
ambitious  piece,  an  outgrowth  I 
the  National  Science  Foundation's  digital-libraries  initiativcf 
aims  to  put  leading  research  collections  online. 

This  project  has  a  long  way  to  go,  not  least  because 
publishers  are  already  up  in  arms  over  copyright.  So  far, 
relatively  few  books  have  been  digitized.  Among  those  are 
many  copyrighted  works  that  are  in  libraries  but  out  of  prir| 
Google  lets  you  search  the  contents  of  these  works  but  only 
serves  up  snippets  of  text  surrounding  the  search  terms. 

Even  if  I  end  up  having  to  go  to  a  university  library  to  se 
the  whole  book,  this  still  strikes  me  as  a  powerful  tool  that 
would  have  died  for  back  in  my  student  days.  As  useful  as 
Web  is,  Google  Print  shows  how  much  is  missing.  It's  good 
see  it  gradually  coming  within  clicking  distance.  ■ 

E-mail:  techandyou@businessweek.c 


BusinessWeek  online 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/go/techmaven/ 
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Competing  with  other  companies  really 
means  competing  with  their  supply 
chains.  So  where  do  you  find  an  edge? 


t  how  carefully  you  plan,  there  will  still 

ome  unforeseen  event  to  change  the  picture 

d  affect  the  movement  of  your  goods.  Clearly, 

e  more  flexible  your  supply  chain,  the  greater 

edge  you  can  have  over  competitors  who  can't 

apt.  Which  is  why  you  should  go  with  UPS'. 

herever  your  products  are  in  the  supply  chain, 
r  can  help  monitor  their  progress  and  provide 
u  with  options  to  meet  unexpected  disruptions 
changes  in  deadlines. 

te's  a  problem  with  a  major  supplier. 


We  can  help  you  move  raw  materials  and  open 
distribution  channels  to  other  plants.  Or  another 
country.  Or  what  if  a  major  customer  suddenly 
needs  an  order  much  faster  than  anticipated? 
We  can  quickly  deploy  our  vast  and  varied 
transportation  network  to  speed  your  goods 
to  market,  regardless  of  capacity. 

Every  day,  our  global  experience  and  reach  can 
give  you  greater  flexibility  in  your  company's 
supply  chain.  To  outmaneuver  your  competition. 

UPS.com/supplychainl-800-742-5727 


MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


The  'Mystical  Hold'  of  TV 

The  thing  is  this:  We  still  like  to  watch.  Or,  at  least,  advertisers  do.  Broadc 
TV  keeps  losing  audience,  but  the  hold  on  its  share  of  the  ad  pie  still  bests, 
other  big-media  competitors.  Despite  the  rightful  hype  about  fragmentati 
and  TiVo,  this  medium  has  proved  more  tenacious  than  you  might  think 
from  the  ratings.  In  the  1984-85  season,  38  million  households  tuned  in  tc 


broadcast  networks  during  prime  time, 
according  to  Nielsen  Media  Research 
Inc.  In  2003-04,  only  31  million  did. 

The  dollars,  though,  tell  a  different 
story.  In  2004,  broadcast  TV's  share  of 
U.S.  ad  dollars  was  around  18%,  which 
represents  a  19%  loss  from  its  share  in 
1984,  according  to  Universal  McCann 
data.  Print  media's  ad  share  fell  badly, 
if  not  worse,  during  the  same  period- 
magazines'  and  newspapers'  share  of 
U.S.  ad  dollars  dropped  by  18%  and 
33%,  respectively— even  though  total 
magazine  and  newspaper  circulation 
has  held  steadier  than  TV's  prime-time 
viewership.  "Declining  audiences  with 
increasing  [ad]  rates,"  muses  Jack 
Kliger,  CEO  of  Hachette  Filipacchi 
Media  U.S.  Inc.  "I  envy  that."  Plus,  last  time  I  checked,  there 
wasn't  an  exploding  market  for  devices  to  let  you  skip  print 
ads.  Keep  this  in  mind  as  the  press  chatters  on  about  the 
death  of  the  30-second  commercial,  prompted  this  time  by 
news  that  Procter  &  Gamble  Co.  will  shift  some  TV  ad  dollars 
into  things  like  product  placement.  And  results  of  this  year's 
network  upfronts  were  flat. 

THE  LONG-TERM  INDICATORS  ARE  WEAK,  so  what  is  it  about  TV? 
Let's  start  by  talking  about  upfronts,  the  annual  dog-and- 
pony  shows  at  which  networks  trot  out  their  upcoming 
prime-time  lineups.  A  network  upfront  is  loud  and  unsubtle, 
it's  not  especially  good  for  you,  and  it  attempts  to  dazzle  with 
celebrity  past  the  point  of  reason.  As  such,  it's  a  lot  like 
television.  Ad  deals  are  struck  then— in  theory  (the  deals  are 
nonbinding)— for  around  80%  of  the  next  season's  ads. 

This  year,  the  upfronts  hiccuped.  Because  of  a  weak  showing 
by  NBC,  the  advertisers  committed  to  $9.3  billion  of  ads,  about 
the  same  as  last  year  (despite  the  first  ratings  uptick  in  years). 
But  in  the  two  previous  years,  upfront  commitments  posted 
substantial  gains  despite  audience  falloff.  In  other  words,  the 
upfronts  have  consistently  gone  better  than  doubters  expected. 
So  much  so  that  Kevin  Roberts,  CEO  of  Saatchi  &  Saatchi 


Worldwide,  recendy  griped  that  nt 
works  "seem  to  be  gouging  advert 
Their  rates  are  going  up,  and  the 
return-on-investment  is  coming  dt 
One  key  dynamic  is  scarcity.  If  y 
are  hot  to  get  on  the  season  finale  c 
Desperate  Housewives,  well,  there  ai 
only  so  many  spots  to  go  around.  1 
not  an  issue  for  print .  (You  may  re 
dimly,  when  The  Industry  Standara 
published  phone-book-size  issues, 
there  is  a  market  perversity  that  fir 
networks,  says  David  Poltrack,  CB^ 
executive  vice-president  for  planni] 
and  research:  Today's  top  shows  h 
lower  ratings  than  top  shows  of  tb 
past,  but  they  still  stand  tallest  in  tl 
market.  Says  Merrill  Lynch  &  Co 
analyst  Jessica  Reif  Cohen:  "To  re£ 
mass  audience,  I  don't  see  any 
alternative"  to  broadcast  TV. 

Ad  execs  concede  that  TV  is  still 
power  and  glamour  center  at  agen 
"A  lot  of  decision-makers  in  the  ac 
marketing  businesses  have  grown 
rlfYri'f-  with  TV,"  says  one.  Another  honch 

recalls  that  historically,  TV  ads  wei 
^^^^™  agencies'  most  profitable  line,  thoi: 

this  is  changing.  And,  as  Kliger  po 
out,  it's  more  alluring  to  produce,  or  star  in,  a  TV  ad  than, 
a  radio  voice-over  or  a  static  outdoor  ad.  It  wasn't  print  th 
made  Frank  Perdue  famous. 

Celebrity  is  what  it's  all  about.  No  matter  the  numbers, 
advertisers  have  a  hard  time  forsaking  TV,  for  reasons  tha 
beyond  effectiveness  studies  and  concerns  about  the  mod 
One  ad  executive  speaks  of  "the  long-term  mystical  hold" 
TV  has  on  client  and  ad  agency  minds.  P&G  may  move  aw 
from  the  TV  spot,  but  it's  not  moving  away  from  networks 
This,  after  all,  is  America.  You  may  not  star  on  American  h 
but  you  can  still  make  sure  your  product  does.  ■ 

E-mail:  jon_jme@businessweek 
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CINGULAR     INTRODUCES     THE     BLACKBERRY    7100  g7 

works  like  a  phone, 
delivers  like  a  BlackBerry: 


Get  both  in  one  sleek  device  with  the 
BlackBerry  7100g™  from  Cingular. 

•  Real-time  access  for  up  to  10  email 
accounts,  calendar,  contacts,  and  data 

•  Hands-free  speakerphone  capability 

•  Voice  roam  to  over  150  countries 
and  access  data  services  in  over  75 
countries  with  the  largest  global 
coverage  of  any  U.S.  provider 

•  SureType'"  intuitive  software  for  easy, 
rapid  text  entry 

•  Bluetooth®  wireless  connectivity 

BlackBerry  7100g    $10099 

AFTER  $50  MAIL-IN  REBATE  CARD  WITH 

2-YEAR  UNLIMITED  DATA  PACKAGE 

AND  VOICE  PLAN 


*§s  BlackBerry 


Call  1-866-4CWS-B2B      Clickwww.cingular.com/7100g     Visit  your  nearest  Cingular  store 
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BY  ROBERT  BARKER 


P&G's  $57  Billion  Bargain 


At  $57  billion,  Procter  &  Gamble's  deal 
for  Gillette  is  likely  to  stand  as  this  year's 
biggest.  Still,  it  comes  with  some  big,  big, 
freakingly  big  numbers:  $460.4  million 
set  to  go  to  Gillette  execs,  $164.5  million 
for  CEO  Jim  Kilts  alone.  Then,  the  banks: 
Goldman  Sachs,  Merrill  Lynch,  and  UBS 
each  will  get  $30  million— plus  expenses. 

All  of  this  assumes  that  the  merger  actually  closes.  Despite 
the  strong  possibility  that  regulators  will  impose  some 
conditions— divestment,  perhaps,  of  overlapping  toothbrush 
or  dental  floss  lines— a  closing  this  fall  is  looking  likely.  On 
July  12,  shareholders  of  each  company  approved  the  merger. 
So  the  issue  for  investors  is  rapidly  turning 
from  Gillette's  diamond-studded  golden 
parachutes  to  the  value  P&G  is  getting  in 
return  for  the  nearly  1.05  billion  common 
shares  it  is  set  to  pay  Gillette  shareholders. 
With  that  in  mind,  I've  been  focusing  on 
three  different  sets  of  numbers,  all  of 
which  to  me  add  up  to  this:  P&G  stock 
looks  like  a  bargain. 

»"As  if"  results.  Suppose  this  deal  instead 
had  been  done  last  year.  What  would  sales 
and  profit  have  been  for  the  fiscal  year  P&G 
just  ended  on  June  30?  Its  latest  pro  forma 
results,  depicting  how  it  would  have  fared 
had  it  already  owned  Gillette,  stop  at  the 
nine  months  ended  Mar.  31  (table). 
Extrapolating,  I  figure  the  full  fiscal  2005  would  have 
produced  pro  forma  sales  of  $66  billion  and  perhaps  $9 
billion  in  earnings.  With  3.6  billion  shares  outstanding— the 
number  P&G  expects  when  the  deal  closes— and  a  recent 
share  price  of  $54,  that  would  give  the  merged  company  an 
equity  value  of  $194  billion,  or  21.6  times  earnings. 

How  does  that  compare?  Since  2000,  P&G's  price- 
earnings  multiples  have  ranged  from  20  to  41,  according  to 
Capital  IQ,  a  unit  of  Standard  &  Poor's.  Competitor  Colgate- 
Palmolive  today  gets  22  times  earnings.  Walk  into  Wal-Mart, 
as  I  did  the  other  day,  and  you'll  see  1475  ounces  of  Colgate 
Regular  Shave  Cream  go  for  94<t,  vs.  $1.42  for  just  11  ounces 
of  Gillette  Foamy  Regular.  For  my  wallet's  sake,  I'd  take 
Colgate;  for  my  portfolio,  I'd  get  more  for  less  with  Gillette's 
future  parent. 

»  Synergies.  The  pro  forma  results  don't  include  any  benefit 
from  potential  cost  savings  or  increases  in  revenue  that  P&G 
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Pro  Forma:  P&G 
Plus  Gillette 

(BILLIONS) 

Sales 

$50,892 

Operating  Income 

10,400 

Net  Earnings 

6,885 

Cash  and  equivalents 

7,298 

Total  Debt 

27,469 

Shareholders'  Equity 

For  the  nine  months  ended  Mar  31 

72,489 

Data:  Company  reports 


expects  will  come  with  the        ORAL  B  BRUSH 

merger.  The  annual  cost  Some  lines 

savings  alone  will  run  $1  may  be  sold  off 

billion  to  $1.2  billion  before      ^^^m 
taxes  three  years  after  the  merger,  P&G 
estimates.  That,  plus  fresh  revenue  by 
pushing  Gillette  products  through  P&G's 
better  distribution  channels  in  developing 
markets  overseas,  add  up  to  a  present  value  of 
$14  billion  to  $16  billion,  according  to  P&G. 
»  Second  opinion.  Synergies  promised  in 
mergers  are  often  derided  as  so  much  pie  in 
the  sky.  Yet  some  people  think  P&G's 
estimate  of  merger  benefits  is  way  low. 
Rajesh  Aggarwal  is  a  professor  at  the 
University  of  Minnesota's  Carlson  School  of 

Management.  He 

reviewed  the  deal  for 

Massachusetts 

regulators,  who  are 

attacking  it  as  unfair  to 

investors  in  Boston-based 

Gillette.  Using 

documents  released  by 

Gillette,  Aggarwal 

calculated  that  the 

synergies  are  worth,  in 

round  figures,  $19  billion 

to  $29  billion. 
As  Aggarwal  explained 

to  me,  "There's  a  huge 
amount  of  uncertainty  in 
valuing  any  transaction.  This  is  not  an 
exact  science"— note  the  wide  range  in 
estimates.  He  added:  "If  P&G  is  able  to 
successfully  complete  this  transaction, 
they've  gotten  a  great  deal."  And  if 
Aggarwal  is  wrong?  P&G  still  stands  to 
benefit,  only  less  so. 

Finally,  one  more  set  of  numbers  in  the 
proxy  statement  is  worth  noting.  On 
unveiling  the  merger  in  January,  P&G  committed  to 
repurchasing  $18  billion  to  $22  billion  worth  of  stock  to  c 
some  of  what  it  will  issue  to  close  the  deal.  It's  not  waiting 
Through  mid-May,  when  the  proxy  was  filed,  P&G  already 
bought  51.4  million  shares  at  an  average  cost  I  estimate  at 
$53.75  a  share.  In  other  words,  when  P&G  sees  a  bargain, 


ie 
t. 


; 


goes  right  ahead  and  grabs  it. 


E-mail:  rb@businessweek 


IAMES  C.  COOPER  &  KATHLEEN  MADIGAN 

Tie  Perils  of  Slower 
Productivity  Gains 

ey  could  fuel  labor  costs  and  inflation  as  job  markets  tighten 


U.S.  ECONOMY 


Through  the  past  four  years  of  recession  and 
.overy,  robust  productivity  gains  have  been  a  crucial  support  for  the 
)nomy.  They  have  generated  a  healthy  pace  of  income  growth  for 
th  businesses  and  households  despite  subpar  job  expansion, 
ping  to  keep  overall  demand  strong.  And  they  have  held  labor  costs 


i  for  companies,  a  key  factor  restraining  inflation. 
,  however,  productivity  growth  is  slowing  sharply, 
(question:  Does  this  new  trend  threaten  to  undermine 
conomy's  strong  performance? 
le  quick  answer:  probably  not,  but  there  are  risks.  It's 
)rtant  to  separate  the  long-term  trend  in  productivity 
th,  which  remains  strong  by  historical  standards, 
the  short-term  ups  and  downs  triggered  by  the 
ning  of  the  business  cycle.  Businesses  continue  to 
gains  from  past  investments  in  advanced 
lologies,  and  new  investments  will  keep  the  river  of 
omic  benefits  flowing  for  corporate  profits  and 
umer  living  standards  in  the  coming  years. 
st  look  at  the  trend  in  paychecks  in  this  recovery. 
s  the  recession  ended  in  2001,  real  income  from 
;s  and  salaries  has  grown  at  an  annual  rate  of  2.2%. 
's  the  same  pace  recorded  during  the  similar  period 
the  1990-91  recession,  even  though  job  growth  has 
substantially  weaker  in  the  current  upturn  than  in 
arly-1990s  recovery.  Workers'  income  gains  reflect 
greater  productivity,  especially  since  pay  has 
me  increasingly  tied  to  performance.  As  a  result, 
ter  corporate  profitability  has  aided  many  workers, 
owever,  the  cyclical  downdraft  now  under  way  in 
uctivity  growth  is  steep,  which  is  hastening  the  day 
a  the  labor  markets  shift  from  placing  a  restraint  on 
r  costs  and  inflation  to  providing  a  boost.  The  result 
d  imply  more  upward  pressure  on  interest  rates  than 
inancial  markets  expect.  Already,  the  markets  are 
ing  around  to  the  idea  that  the  Federal  Reserve's 
i.  on  lifting  rates  is  far  from  finished,  and  the 
rging  pressure  on  labor  costs  will  most  likely 
force  that  thinking. 

LABOR  DEPT.'S  employment  report  for  June 
dighted  these  strains.  Businesses  added  146,000 
kers  to  their  payrolls  last  month,  and  job  gains  in 
i  April  and  May  were  revised  up  by  a  total  of  44,000. 
ithly  payroll  gains  averaged  181,000  last  quarter, 
Lit  the  same  as  in  the  first  quarter  and  in  all  of  2004. 
k  was  enough  to  bring  the  June  jobless  rate  down  to 
w  of  5%  for  this  business  upswing.  The  rate  is 
ng  because  of  a  drop  in  the  number  of  unemployed, 


not  from  people  dropping  out  of  the  labor  force. 

And  the  job  markets  are  tightening  faster  than  might 
be  expected  given  the  modest  pace  of  job  growth.  A  key 
reason  is  that  the  labor  force,  those  workers  employed  or 
seeking  a  job,  is  growing  more  slowly  than  in  past 
expansions.  In  the  late  1990s,  for  instance,  the  labor  force 
grew  at  a  1.5%  annual  rate,  but  since  the  end  of  the  2001 

recession  the  pace  is 


MORE  WORK  HOURS  IMPLY 
SLOWER  PRODUCTIVITY 


QUARTERLY  PERCENT  CHANGE, 
AT  ANNUAL  RATES 


I '04     II        III        IV     I '05      II 
Data:  Bureau  ol  Labor  Statistics,  Global  Insight  Inc. 


down  to  0.9%.  The 
dropoff  most  likely 
reflects  less  immigration 
after  the  September  11 
terrorist  attacks  and 
a  sharp  slowing  in 
labor  force  growth 
among  women. 

Tighter  labor  markets 
in  turn  are  pushing  up 
wages^  if  only  gradually. 
Over  the  past  year  and  a 
half,  the  yearly  growth 
rate  of  hourly  pay  for  production  and  nonsupervisory 
workers  has  picked  up  from  1.6%  to  2.7%  as  of  June. 

MORE  IMPORTANT,  THE  JOBS  REPORT  offered  a 
glimpse  into  productivity's  performance  last  quarter.  The 
data  show  overall  hours  worked  in  the  second  quarter 
grew  at  an  annual  rate  of  2.8%,  the  largest  increase  since 
late  1999  (chart).  Given  that  forecasters  think  the 
economy  expanded  at  an  annual  rate  in  the 
neighborhood  of  3.5%  in  the  second  quarter,  the  jump  in 
hours  worked  implies  that  productivity  probably 
increased  at  around  1%.  Such  a  meager  gain  would  put 
the  yearly  growth  rate  of  productivity  below  2%  for  the 
first  time  since  1997.  Labor  will  report  on  last  quarter's 
productivity  on  Aug.  9. 

To  be  sure,  productivity  growth  typically  falls  off  in  a 
recovery,  as  businesses  hire  more  workers  to  keep  up  with 
the  faster  pace  of  demand.  And  it's  important  to  note  that 
the  strong  structural  trend  in  productivity  has  kept  the 
current  efficiency  slowdown  more  muted  than  in  past 
business  cycles.  Indeed,  the  slowdown  this  time  has  come 
much  later  than  it  did  in  past  business  upswings.  And  the 
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dropoff  has  been  much  more  modest.  By  the  fourth  year 
of  the  1990s  expansion,  yearly  productivity  growth  had 
already  turned  negative  for  two  quarters. 

Nevertheless,  the  productivity  downshift  comes  at  a 
bad  time.  Unit  labor  costs,  which  are  what  companies  pay 
out  in  hourly  compensation  after  taking  productivity 
increases  into  consideration,  have  been  accelerating  for  a 
year.  Unit  costs  in  the  first  quarter  were  up  4.3%  from  the 
previous  year,  the  fastest  clip  in  4/2  years.  A  further 
speedup  is  sure  to  have  occurred  in  the  second  quarter. 

Businesses  will  have  to  deal  with  surging  unit  labor 
costs  through  a  combination  of  raising  prices  to  cover  the 
increases  or  absorbing  them  through  slimmer  profits.  Not 
only  that,  companies  are  also  feeling  the  pinch  from 
costlier  oil,  which  remains  stubbornly  close  to  $60  per 
barrel  in  mid-July.  Surveys  suggested  that  businesses 
were  viewing  their  capital-spending  plans  with  increased 
caution  even  before  oil  shot  up.  How  they  deal  with  these 
new  cost  pressures  will  prove  crucial  to  the  outlook. 

Second-quarter  earnings  season,  now  getting  under 
way,  may  offer  a  clue.  If  earnings  last  quarter  held  up  well 
and  continued  to  beat  expectations,  that  may  be  because 
companies  are  having  some  success  in  passing  along 
their  higher  costs  to  their  customers. 

THERE  ARE  ALREADY  SIGNS  of  that.  Although  the 
price  jumps  for  commodities  and  materials  have  slowed, 
the  Fed's  favorite  inflation  gauge— the  price  index  for 
personal  consumption  expenditures,  excluding  energy 
and  food— is  picking  up.  The  core  PCE  is  growing  at  an 


annual  rate  of  2.2%  so  far  this  year,  up  from  a  1.59j 
for  all  of  2004.  The  more  the  core  PCE  creeps  up,  t 
more  nervous  Fed  officials  are  bound  to  get  about 
will  take  to  keep  inflation  in  the  Fed's  comfort  zon< 
generally  believed  to  be  in  the  range  of  1%  to  3%. 
That's  a  bigger  worry  now  that  strong  labor  ma] 

and  income  growt 
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given  consumers  t 
wherewithal  to  ace 
price  hikes.  Even  h 
energy  prices  seen 
having  little  effect 
consumer  demand 
Gasoline  jumped  1 
one  week  to  hit  a  re 
national  average  oi 
per  gallon  on  July  1 
(chart).  But  house 
bought  new  autos  i 
175  million  annual 
June,  up  from  16.7  million  in  May  and  matching  tb 
showing  so  far  this  year.  And  June  store  sales  look  s 
based  on  SpendingPulse,  a  new  tracking  of  nonautx 
sales  from  MasterCard  Advisors  LLC. 

Keep  in  mind  that  at  some  point  in  every  busines 
cycle,  tighter  labor  markets  begin  to  fuel  cost  pressi 
and  the  Fed's  resolve  to  keep  them  from  sparking 
inflation.  That  time  is  still  in  the  future.  But  becaust 
the  sharp  slowdown  in  productivity,  a  new  round  of 
strains  threaten  to  show  up  sooner  rather  than  later 
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SOUTH  KOREA 


Seoul's  Not  Opening  the  Spigot 


SOUTH  KOREA  APPEARS  on  its 

way  to  a  third  consecutive  year  of 
disappointing  economic  growth.  The 
only  hope  to  jump-start  the  economy 
may  well  be  an  aggressive  package  of 
fiscal  stimuli,  but  the  government 
seems  cool  on  that  option. 

In  early  July  the  government  cut  its 
forecast  for  2005  growth  from  5%  to 
4%,  and  the  Bank  of  Korea  shaved  its 
oudook,  already  at  4%,  to  3.8%.  The 
BOK  left  its 
benchmark  interest 
rate  at  a  record  low 
3.25%  at  its  July  7 
meeting,  indicating 
its  focus  on  spurring 
the  economy.  With 
inflation  at  a  three- 
year  low  of  2.7%  in 
June,  the  bank  has 
leeway  to  keep  rates 
down.  That  flexibility 
may  be  strained  in 
coming  months  by  the 


FAITH  IN  THE  ECONOMY 
IS  FLAGGING 
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pickup  in  real  estate  inflation  and  by 
the  resurgence  in  oil  prices. 

The  central  bank  sounded  upbeat 
about  second-half  prospects,  but  any 
substantial  improvement  faces 
headwinds.  The  oil-related  slowdown 
in  global  demand  and  the  10%  rise  in 
the  Korean  won  in  the  past  year  are 
eating  into  exports  and  industrial 
output.  And  domestic  demand  is 
suffering,  reflecting  weak  corporate 
profits,  business 
investment,  and  job 
gains.  June  consumer 
confidence  fell  for  the 
third  month  in  a  row 
(chart),  and  business 
confidence  dropped 
for  the  fourth  month. 

Even  so,  Korea 
continues  to  run  one 
of  the  most 
conservative  fiscal 
policies  in  Asia, 
having  maintained  a 
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budget  surplus  in  each  year  sine  j 
1998  financial  crisis.  "Measures 
as  tax  cuts  and  front-loading  the| 
budget  have  been  implemented, 
notes  Sharon  Lam  at  Morgan  Sti 
in  Hong  Kong,  "but  they  are  not 
aggressive  enough."  Even  as  the 
government  has  cut  some  taxes, 
raised  others  on  real  estate  sales 
energy.  And  while  some  spendinj 
increases  have  been  brought  forv 
they  have  done  little  to  boost  den 
Korea's  key  weakness  is  dome- 
demand,  but  spending  at  home 
depends  on  the  success  of  its  exp 
sector.  Export  growth  in  the  first 
slowed  to  11%,  down  from  31%  tl 
year  before,  and  prospects  for  a 
pickup  are  not  good.  Korea  is 
especially  vulnerable  to  a  slowdo1 
in  China.  That  means  the  best  ho 
for  stronger  domestic  demand  m; 
well  be  sizable  fiscal  stimulus.  Bu 
that's  a  move  the  government,  so 
seems  unwilling  to  embrace.  I 
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INSURANCE  AND  INVESTING  EASY. 
SO  WE  DECIDED  TO 
MAKE  IT  LESS  HARD. 


It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 
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INSURANCE        INVESTING        RETIREMENT  INCOME        I        GENWORTH.COM 


Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies 

including  mutual  funds  and  variable  insurance  products  distributed  by  Capital  Brokerage  Corporation. 

Member  NASD/SIPC  £ 2005  Genworth  Financial,  Inc.  All  rights  reserved.    GF032505 
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HOMELAND  SECURITY 


THE  BOOMING 


BUSINESS 


Anti-terrorism  consultants  are 
cleaning  up  as  companies 
everywhere  boost  spending 

BY  PAUL  MAGNUSSON  AND  SPENCER  L 


IN  THE  AFTERMATH  OF  THE 
deadly  July  7  London  transit 
bombings,  business  leaders  have  a 
new  nightmare  to  worry  about: 
Islamic  radicals  linked  to  al  Qaeda 
are  increasingh  hitting  "soft  tar- 
gets" with  high-powered  explo- 
sives carried  by  local  operatives.  This  new 
phase  in  the  terror  war  is  shining  a  spot- 
light on  a  burgeoning  worldwide  busi- 
ness: the  homeland  security  experts. 
Armed  with  a  background  in  law  enforce- 
ment, intelligence,  or  technology,  a  grow- 
ing crop  of  security  consultants  has 
sprung  up  to  help  major  corporations  in- 
crease their  defenses. 

Hawking  services  that  range  from  pro- 
viding total  security  audits  to  planning  es- 
cape routes  for  workers  in  case  of  attack, 
the  consultant  corps  is  raking  in  millions 
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in  fees  as  companies  gird  for  the  worst  Es- 
timates now  put  private  spending  for  all 
forms  of  security  at  $50  billion  annually, 
two  or  three  times  the  pre-September  11 
tally,  with  a  sizable  chunk  going  for  con- 
sulting services.  A  March,  2005,  Confer- 
ence Board  report  found  that  more  than 
half  of  companies  surveyed  had  boosted 
their  security  spending,  with  the  biggest 
hikes  among  large  outfits  in  such  high-risk 
industries  as  utilities  and  financial  services, 
especially  in  the  Northeast.  Last  year,  for 
example,  Goldman,  Sachs  &  Co.  spent  $9 
million  installing  dozens  of  metal  posts 
and  two  200-foot-long  Italian  granite 
planters  to  protect  just  one  office  building 
in  Jersey  City  after  a  consultant  recom- 
mended hardening  against  car  bombs. 

As  the  threats  have  evolved,  so  too  have 
the  consultants.  After  September  11,  the 


field  grew  quickly  as  ex-cops  printec| 
business  cards  and  converted  spare 
rooms  into  international  headqua 
But  nearly  four  years  later  the  consul  I 
ranks  have  seen  a  shakeout.  The  indul 
matured  as  companies  began  to  deml 
real-world  solutions.  "The  more  sophl 
cated  clients  are  now  looking  for  some  I 
to  give  them  advice  and  then  stay  aro| 
for  implementation,  instead  of  just  si 
ing  up  with  a  big  bag  of  toys  to  sell,'1 
Richard  A.  Clarke,  former  top  \V| 
House    counterterrorism    adviser 
founder  of  Washington-based  Good  I| 
bor  Consulting  LLC. 

Not  surprisingly,  as  the  govemnl 
gears  up  for  a  generational  war  agal 
global  terror,  Washington  has  beconj 
fertile  source  of  experts-for-hire.  Marc| 
names  from  the  Bush  Cabinet  are  set 
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ing  into  consulting, 
with  former  Attorney 
General  John  Ashcroft 
and  former  Homeland 
Security  Secretary 
Tom  Ridge  each  plan- 
ning his  own  firm.  Indeed,  the  three-year- 
old  Department  of  Homeland  Security 
has  spun  off  at  least  three  top  consult- 
ants: former  Deputy  James  Loy  and  for- 
mer Under  Secretaries  Asa  Hutchison, 
who  headed  border  and  transportation 
security,  and  Frank  Libutti,  chief  of  infor- 
mation analysis  and  infrastructure  pro- 
tection. Following  the  big  names  are  le- 
gions of  lower-ranking  officials  who  have 
spent  years  reading  top-secret  cables. 

COMPLACENCY 

THE  CONSULTING  GAME,  though,  ex- 
tends well  beyond  the  Beltway.  Giuliani 
Partners  LLC,  founded  by  former  New 
York  City  Mayor  Rudolph  W.  Giuliani  in 
January,  2002,  has  a  hand  in  everything 
from  straightforward  security  audits  to  a 
joint  venture  to  provide  biochemical 
cleanup.  In  one  typical  contract,  Entergy 
Nuclear  Northeast  hired  Giuliani's  Secu- 
rity &  Safety  division  to  review  and  devel- 
op emergency  plans  for  its  five  nuclear 
power  plants.  "There  was  some  compla- 
cency starting  to  set  in  [among  U.S.  com- 
panies], but  London  brings  to  the  fore- 
front that  we  are  still  vulnerable,"  says 
Pasquale  J.  D'Amuro,  a  former  top  FBI  of- 
ficial heading  up  Giuliani's  security  divi- 
sion. And  New  York-based  Kroll  Inc., 
which  for  30  years  has  been  conducting 
investigations  for  big  companies,  has 
lately  made  a  lucrative  business  providing 
advice  on  avoiding  kidnapping,  handling 
ransom  demands,  and  travel  safety. 

Traditional  military  hardware  suppli- 
ers, too,  are  piling  in.  New  York-based 
L-3  Communications  Holdings  Inc.,  for 
instance,  is  creating  sophisticated  video 
surveillance  systems  for  large  ports,  and 
is  designing  sensors  to  detect  chemical  or 
nuclear  radiation  for  use  in  shipping  con- 
tainers. Last  year,  the  Transportation  Se- 
curity Administration  hired  L-3  to  devel- 
op an  explosive  detection  system  for 
Amtrak  trains.  "We  have  to  focus  on  large 
hub  areas  where  you  can  have  casualties 
that  make  September  11  look  small," 
warns  L-3  CEO  Frank  C.  Lanza. 

Government  has  been  a  crucial  driver 
of  the  security  business.  Consultants  got  a 
lift  when  Congress  passed  the  2002  Ter- 
rorism Risk  Insurance  Act,  which  re- 
quired insurers  to  offer  terrorism  cover- 
age, forcing  them  to  figure  out  risks  for 
specific  incidents.  But  worried  executives 
are  creating  a  growing  market  as  well. 
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Security  Inc. 

Business  is  turning  to  a  variety  of  companies  for  advice  on 
protecting  people  and  assets.  Among  them: 


B0RDES  GROUP  Founded  in 
1978  by  Roy  Bordes,  a  Navy  and  drug- 
enforcement  vet,  this  Orlando  outfit 
specializes  in  risk  assessment  and 
terror-proof  building  design. 

GOOD  HARBOR  CONSULTING 

This  Washington 
company,  recently 
founded  by  former  White 
House  cybersecurity 
czar  and  longtime 
counter-terrorism  expert 
Richard  Clarke,  provides 

advice  on  recognizing  and  mitigating 

terrorist  threats. 

GIULIANI  PARTNERS  Former  New 
York  Mayor  Rudolph  Giuliani  has  hired 
the  FBI  inspector  in 
charge  of  the  September 
11  probe.  The  thriving 
security  arm  advises 
companies  on  protecting 
facilities  and  data. 

GUARDSMARK  It 

claims  to  have  hired  more  former  FBI 
agents  than  any  other.  The  New  York 
company's  18,000  employees  in  400 


cities  provide  guards  and  investigators 
as  well  as  risk  assessment  and  facility- 
design  services. 

KROLL  This  30-year-old  New  York 
company  has  long  been  Big  Business' 
favorite  sleuth,  investigating  wayward 
execs  and  merger  candidates.  Now, 
Kroll's  roster  of  military  and  CIA  alums 
offer  risk  assessment  and  security 
engineering. 

L-3  COMMUNICATIONS  Longtime 
defense  executive  Frank  Lanza  has 
targeted  aviation  and 
maritime  security.  L-3  has 
deployed  video-surveillance 
systems  for  ports  and  along 
U.S.  borders  and  has 
developed  a  prototype 
bomb  detector  for  trains. 

SAFIRROSETTI  Created  in 
December,  2001,  by  former  New  York 
City  Police  Commissioner  Howard  Safir 
and  former  IBM  security  head  Joe 
Rosetti,  this  subsidiary  of  Omnicom 
Group  advises  companies  on  physical 
and  information  security  as  well  as 
crisis  management. 


Midland  (Mich.)-based  Dow  Chemical 
Co.,  for  instance,  the  nation's  largest 
chemical  business,  won't  supply  specifics 
but  reports  that  it  has  spent  tens  of  mil- 
lions over  the  past  few  years  securing 
plants  and  seeking  better  monitoring  of 
workers  and  visitors.  It  has  switched  from 
quaint  picture  ID  cards  to  electronic 


badges  linked  to  biometric  detectors; 
style  burglar  alarms  have  given  way  tt 
frared  monitors  and  high-definition  dfl 
tal  cameras.  "We're  better  now,"  sfl 
Timothy  J.  Scott,  Dew's  chief  securityB 
ficer.  "Before,  we  focused  mostly  on  w* 
was  going  out  of  the  gate;  now  the  reaip 
cus  is  on  who's  coming  in  the  gate 
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No  industry  is  more  concerned  than 
nking  and  financial  services.  Several 
ajor  New  York  banks  have  hired  New 
rk-based  Michael  Stapleton  Associates 
d.  to  supply  trained  staff  and  equip- 
int  to  X-ray  and  monitor  every  pack- 
e  that  enters  headquarters.  That's  just 
tart.  One  bank  reluctant  to  be  identi- 
d  publicly  has  hired  Stapleton  and  a 
w  of  other  consultants  to  find  the  most 
st-effective  ways  of  protecting  against 
tential  problems.  Worried  about  evac- 
ting  workers  from  Manhattan  should 
idges  and  tunnels  be  cut  off  in  an  at- 
k,  Stapleton  advised  the  bank  to  keep 
-cue  boat  on  permanent  call.  It  also 
up  a  system  to  sterilize  all  hand-writ- 
1  letters  addressed  to  the  bank's  top 
ecutives  as  a  check  against  anthrax, 
e  bank  has  turned  to  other  consult- 
ts  for  advice  on  everything  from  how 
set  up  shower  stalls  in  a  makeshift  de- 
ntamination  center  for  employees,  to 
uring  out  an  inexpensive  system  to 
in  for  radiation. 

DING  SENSITIVE  DATA 

iE  BIT  OF  COUNSEL  consultants  say 
plies  to  just  about  any  business:  Don't 
st  sensitive  information  on  the  Internet. 
ys  Intellibridge  Corp.  founder  David  J. 
thkopf:  "We  could  show  a  company 
it  one  of  their  fuel  trucks  was  scheduled 
deliver  to  a  particular  site  at  a  particular 
ne,  or  show  them  on  the  Internet  blue- 
tts of  their  most  sensitive  areas."  Util- 
es, transportation  companies,  and  haz- 
lous  materials  manufacturers  quickly 
1  such  information  after  audits. 
Consultants  have  led  clients  down 
nd  alleys,  too.  Just  after  September  11 
risers  seized  on  technological  solutions 
iy  didn't  fully  understand.  Take  facial 
:ognition,  once  thought  to  be  a  quick  fix 
■  airport  security,  sports  stadiums,  and 
:  like.  The  idea:  Software  containing 
e  digitized  photos  of  faces  of  known  ter- 
dsts  would  monitor  cameras  placed  in 
blic  areas  to  pick  out  the  bad  guys.  But 
?  mug  shots  scanned  by  the  software 
ked  detail.  "They  got  hundreds  of  false 
sitives,  and  some  lawsuits  as  well,  and 
s  impaired  the  whole  implementation 
d  reputation  for  the  technology,"  says 
»y  N.  Bordes,  president  and  CEO  of  the 
•rdes  Group  in  Orlando,  which  advises 
mpanies  on  security  technology. 
As  the  business  evolves,  there  should 
fewer  missteps.  But  money  will  likely 
ep  flowing  from  corporations  willing  to 
b  the  price  for  a  little  peace  of  mind.  ■ 
-With  Michael Arndt  in  Chicago, 
Stan  Crock  in  Washington,  and 
Emily  Thornton  in  New  York 
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MANAGEMENT 


Be  Prepared-or  Get  Sued 


Think  about  the 
Unthinkable 

Guidelines  for  businesses: 


How  prepared  are  U.S. 
companies  for  a  terrorist 
attack?  Most  experts  would  say 
not  well  enough.  Now 
corporate  managers  can  add  a 
new  worry:  legal  liability.  Thanks  to  little- 
known  government  guidelines,  if  disaster 
strikes,  companies  could  find  themselves 
fending  off  huge  liability  claims  even  as  they 
struggle  to  get  operations  back  on  track.  For 
smaller  companies  that  ignore  dangers,  the 
litigation  could  prove  especially  onerous. 
"Your  only  defense  at  that  point  is 
bankruptcy,"  warns  employer  law  expert 
Garry  G.  Mathiason  of  San  Francisco  law 
firm  Littler  Mendelson. 

Odds  are  that  few  execs  beyond  security 
chiefs  at  big  outfits 
know  about  the 
guidelines.  A  collec- 
tion of  crisis  manage- 
ment pointers  first 
assembled  10  years 
ago  by  the  nonprofit 
National  Fire  Protec- 
tion Assn.,  the  46- 
page  set  of  guidelines 
was  dusted  off  in 
2004  by  the  9/11 
Commission.  The 
commission  urged 
that  the  recommen- 
dations "should 
define  the  standard  of 
care  owed  by  a  com- 
pany to  its  employees 
and  the  public  for 
legal  purposes."  More 
recently,  Congress  pressed  the  Homeland 
Security  Dept.  to  promote  the  recommen- 
dations as  well.  The  agency  since  then  has 
been  urging  such  preparedness  with  public- 
interest  advertising  and  discussion  on  such 
Web  sites  as  www.ready.gov. 

The  guidelines  are  hardly  burdensome. 
Companies  must  anticipate  problems, 
update  response  plans,  and  train  their 
staffs.  But  many  may  not  be  doing  enough, 
says  Mathiason.  And  although  the  standard 
is  voluntary,  experts  warn  that  if  a  plaintiff's 
lawyer  convinced  a  jury  that  a  company's 
preparations  fell  short,  it  could  be 
vulnerable  to  litigation  after  a  disaster.  "I 
would  not  like  to  be  in  a  defendant's  shoes  in 
that  case,"  says  Aaron  D.  Twerski,  dean  of 
Hofstra  University  School  of  Law. 


■  Anticipate  worst-case 
scenarios  and  set  up 
response  plans 

■  Find  weak  links  in 
security  and  take  steps 
to  overcome  them 


?i£!M£v> 


■  Set  up  response  teams  to 
coordinate  recovery  operations 


■  Develop  and  regularly  test  warning 
and  communications  systems 

■  Train  staff  in  response  procedures 

Data:  National  Fire  Protection  Assn..  Homeland  Security  Dept 


Moreover,  some  courts  have  suggested 
that  once-unthinkable  threats  must  now  be 
planned  for.  Four  years  after  a  1999  shooting 
at  a  Jewish  summer  camp  in  California,  an 
appellate  court  ruled  that  the  camp  was  not 
liable  but  also  warned  that  events  such  as 
September  11  "have  instilled  public  fear  of 
criminal  acts  never  before  imagined."  And, 
while  litigation  is  still  pending  over  the  New 
York  attacks,  Federal  Judge  Alvin  K. 
Hellerstein  in  late  2003  found  that  the  plane 
hijackings  were  "within  the  class  of 
foreseeable  hazards." 

Truth  is,  complying  with  the  standard  is 
manageable.  Companies  need  to  sketch  out 
what  to  do  if  a  disaster  befalls  a  plant  or 
office.  Then  they  must  answer  questions 
such  as:  How  would 
they  evacuate  or 
protect  their  people? 
Who  staffs  the 
internal  response 
teams?  What  are  the 
emergency  contacts? 
What  communica- 
tions plans  are  in 
effect?  Are  sup- 
plies and  shelter 
available?  And  do 
f  staffers  practice 
responses  to  disas- 
ters regularly? 
Soon  after 
September  11,  plenty 
of  companies, 
especially  big  or 
particularly  vul- 
nerable ones  and 
those  that  do  business  with  the  government, 
fashioned  detailed  response  plans.  Still 
others  have  long  kept  them  handy  to  comply 
with  Occupational  Safety  &  Health 
Administration  demands  or  other  safety 
requirements.  So  long  as  they  keep  their 
plans  current  and  their  staffs  updated, 
they're  probably  complying  with  the 
Homeland  Security  recommendations. 

For  those  that  have  done  little  or  gotten 
lax  about  updating  plans,  however,  watch 
out.  The  last  thing  a  company  would  need 
after  a  terrorist  attack  would  be  a  bunch  of 
lawsuits  and  an  unsympathetic  judge.  But 
because  of  the  little-noticed  section  of  the 
September  11  report,  that's  exactly  what 
could  happen. 

-By  Joseph  Weber  in  Chicago 
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THE  SUPREME  COURT 


THE  HANDS-OFF 
REHNQUIST  COURT 

Key  corporate  matters,  such  as  antitrust  law,  have 
gone  largely  unaddressed,  adding  up  to  a  mixed  legacy 


THE  REHNQUIST  COURT 
has  bestowed  many  valu- 
able gifts  on  Big  Business. 
Over  the  past  18  terms  it 
has,  among  other  things, 
placed  strict  limits  on 
punitive  damages,  cur- 
tailed the  ability  of  plaintiffs'  lawyers  to 
exploit  questionable  "junk"  science, 
granted  greater  commercial  free  speech 
protection  to  marketing,  and  prevented 
the  Americans  with  Disabilities  Act 
(ADA)  from  becoming  a  financial  night- 
mare. The  amount  of  money  these  deci- 
sions have  saved  Corporate  America  is 
enormous— certainly  in  the  high  billions, 
possibly  even  the  low  trillions. 

So  if  s  surprising  to  hear  business  at- 
torneys griping  about  the  high  court.  But 
they  actually  complain  a  lot.  The  main 
grievance:  The  justices  too  rarely  venture 
into  vital  areas  such  as  antitrust,  envi- 
ronmental, intellectual-property,  securi- 
ties, and  tax  law.  The  Supremes  haven't 
heard  a  merger  case,  for  instance,  since 
1974.  As  a  result,  key  corporate  law  issues 
remain  ambiguous.  Different  courts  ap- 
ply divergent  legal  standards  to  similar 
scenarios— creating  uncertainty  for  exec- 
utives, headaches  for  their  lawyers,  and 


forum-shopping  opportunities  for  plain- 
tiffs' attorneys.  "A  lot  of  businesspeople 
feel  that  there  are  plenty  of  important 
[corporate]  cases  that  the  court  is  turn- 
ing down  in  favor  of  some  refinement  of 
search-and-seizure  law,"  says  appellate 
specialist  Andrew  L.  Frey,  of  the  New 
York  office  of  Mayer,  Brown,  Rowe  & 
Maw,  who  has  argued  62  cases  before  the 
Supreme  Court. 

CLASS-ACTION  WOES 

NOR  HAS  THE  Rehnquist  Court  shown 
much  interest  in  what  is  arguably  the  busi- 
ness community's  most  pressing  legal 
problem:  cosdy  class  actions.  Despite  sev- 
eral opportunities,  the  justices  have  re- 
fused to  put  substantial  hurdles  in  the  way 
of  the  plaintiffs'  attorneys  who  file  these 
cases.  "This  court  just  doesn't  get  business 
litigation,"  says  Mark  K.  Moller,  editor-in- 
chief  of  the  conservative  Cato  Institute's 
Supreme  Court  Review.  "Nobody  on  the 
court  has  the  practical  experience  of  seeing 
how  these  lawsuits  play  out  in  real  life." 

This  oft-heard  criticism  suggests  that 
while  social  conservatives  will  view  Chief 
Justice  William  H.  Rehnquist  as  a  hero, 
the  business  community  will  be  far  more 
ambivalent  about  his  legacy.  This  assess- 


Not  Business-Sawy? 

Critics  charge  the  Rehnquist  Court  with  ignoring  corporate  concerns- 
a  complaint  that  is  sometimes  attributed  to  its  members'  limited  experience 
with  the  business  world 


ment  may  be  prema- 
ture, since  the  81- 
year-old  jurist,  who 
was  hospitalized  on 
July  12,  is  still  on  the 
bench.  But  clearly  the 
Rehnquist  era,  which 
began  when  Warren 
Burger  stepped  down 
as  Chief  Justice  in 
1986,  is  drawing  to  an 
end.  The  stable  lineup 
of  nine  judges  who 
have  sat  continuously 
since  1994  is  breaking  up  with  the  hi 
nent  departure  of  Sandra  Day  O'Coil 
And  there's  little  doubt  that  Rehnu 
and  85-year-old  John  Paul  Stevens  • 
leaving  soon. 

Why  hasn't  the  Rehnquist  Court  ] 
more  business  cases?  Only  the  jus 
know  for  certain.  But  outsiders— sor 
whom,   to    be    sure,    are    high-p 
lawyers  who  are  frustrated  that  they  <| 
win  a  spot  on  the  docket— believe  if  J 
cause  the  justices  do  not  have  much  t| 
ness  law  experience. 

The  court's  two  leading  intellec 
Antonin  Scalia  and  Stephen  G.  Brd 
both  built  their  reputations  as  law  scl 
professors  specializing  in  regulatory  | 
Before  donning  judicial  robes,  O'Coi 
and  Clarence  Thomas  spent  most  < 
careers  in  government.  Ruth  Bader  < 
burg  achieved  fame  as  general  counse 
the  American  Civil  Liberties  Ur 
Rehnquist,  Anthony  M.  Kennedy, 


JOB  BEFORE 
ENTERING  JUDICIARY 

BUSINESS  LAW 
EXPERIENCE 


STEPHEN  G.BREYER 


■  Professor,  Harvard  Law 
School 


RUTH  BADER  GINSBURG        ANTHONY  M.  KENNEDY  SANDRA  DAY  0'( 


■  Academic  writings  focused 
on  regulatory  policy 


i  General  Counsel,  ACLU 


i  Little 


■  Partner,  Sacramento  law 
firm 


i  State  Senator,  Ail 


■Three  small  to  midsize 
firms,  1961-1975 


■  Short  stint  in  sr 
Arizona  law  firm 
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ivid  H.  Soutcr  all  worked  for  small  to 
dsi/.c  firms  that  did  not  do  much  high- 
)file  legal  work.  Ironically,  the  only 
■mber  of  the  court  who  was  a  well- 
own  corporate  attorney  is  its  most  lib- 
I:  antitrust  expert  John  Paul  Stevens, 
'0  stopped  practicing  in  1970. 
This  collective  lack  of  relevant  recent 
sincss  experience  has  many  corporate 
orneys  hoping  President  George  W. 
sh  will  choose  one  of  their  own  to  re- 
ice  O'Connor.  Favored  candidates  in- 
idejohn  G.  Roberts  Jr.  and  Edith  Hol- 
i  Jones— two  federal  appeals  court 
Iges  who  worked  at  major  corporate 
v  firms.  The  thinking  is  that  both  would 
derstand  the  strong  yearning  among 
,  ntrust,  securities,  and  intellectual- 
jperty  lawyers,  among  others,  for  more 
tailed  guidance  from  the  high  court. 
A  prime  example  of  the  legal  confusion 
it  the  Supreme  Court  has  allowed  to  fes- 
involves  the  law  that  Congress  passed 


in  1995  to  protect  companies  from  frivo- 
lous securities-fraud  suits.  Under  the  Pri- 
vate Securities  Litigation  Reform  Act 
(PSLRA),  plaintiffs'  attorneys  were  forced 
to  meet  a  higher  "pleading  standard"— 
that  is,  to  come  up  with  more  facts  to  sup- 
port their  initial  filings.  Hut  various  feder- 
al appeals  courts  differ  on  how  much  proof 
is  necessary  for  a  case  to  go  forward.  De 
spite  complaints  from  both  the  plaintiffs' 
lawyers  that  bring  these  suits  and  the  COI 
porate  attorneys  that  defend  against  them, 
the  Supreme  Court  has  passed  on  an  op- 
portunity to  clarify  the  law. 

PUNITIVE  DAMAGES 

THE  JUSTICES  also  have  refused  to  hear 
several  cases  that  could  have  restricted 
broad  class  actions.  In  2002,  for  example, 
Visa  International  and  MasterCard  Inter- 
national asked  the  court  to  toss  out  a  class 
action  against  them  brought  by  "all  per- 
sons and  entities"  that  had  accepted  the 


REHNQUIST  two  cards  over  the  past 

Constitutional      decade. Thai  amounted 

issues  come  ,„  millions  of  retailers. 

rS*  The  case  gave  the  court 

an  opportunity  to  tight 
en  a  key  standard  for  granting  class  BC 
lions  in  the  first  place     and  many  COtpO 
rations  and  business  groups  wanted  the 
justices  to  take  the  case. 

But  theSupremes  did  not  deem  th 

sue  worthy  ofaddressing.  "If you  were  to 
talk  to  foreign  businesses  about  what 
scares  them  the  most  about  the  I  i.S.  judi- 
cial process,  they  would  say  class  actions 
and  punitive  damages,"  says  Carter  G. 
Phillips,  Of  the  Washington  oflicc  of  Sul 
ley  Austin  Brown  &  Wood,  who  has  tailed 

to  convince  the  court  to  bears  half  dozen 
class-action    appeals.    "The    Supreme 

Court  has  helped  on  the  punitive  dam- 
ages issue,  but  it  has  clone  nothing  about 
class  actions." 

Of  course,  business  advocates  aren't 
the  only  lawyers  frustrated  by  the  Kehn- 
quist  Court's  selectivity.  One  of  the  Chief 
Justice's  main  legacies  has  been  to  reduce 
the  court's  workload.  The  justices  decided 
80  cases  during  the  last  term,  about  hall 
as  many  as  was  typical  in  the  1960s  and 
1970s.  Rehnquist  &  Co.  are  applying 
higher  standards  than  ever  before  in  de- 
ciding which  cases  they  are  willing  to 
hear.  Thai  has  made  it  harder  for  litigants 
of  every  Stripe  to  win  an  audience  with 
the  high  court. 

But  there  is  an  another  factor  that  has 
made  reaching  the  Supreme  Court  even 
more  difficult  for  business:  Rchnquist's 
preference  for  constitutional  issues.  That 
tends  to  favor  disputes  involving,  for  ex- 
ample, states'  rights,  federalism,  free 
speech,  or  criminal  procedure.  In  con- 
trast, business  disputes  often  do  not  raise 
fundamental  constitutional  issues.  In- 
stead, they  frequently  revolve  around  the 
interpretation  of  vague  federal  statutes 
such  as  the  ADA,  the-  PSLRA,  the  Securities 
Exchange  Act  of  1934,  or  the  Sherman 
Antitrust  Act. 

The  next  Chief  Justice  will  have  an  op 
portunity  to  steer  the-  court  in  a  different 
direction.  Strange  as  it  may  seem,  that 
COtlld  be  good  news  for  the  business  com- 
munity—despite its  victorious  record  be- 
fore the  Rehnquist  Court.  ■ 

liy  Mike  l-'rance  in  New  York 


[MH.  REHNQUIST        ANTONIN  SCALIA 


Jfrt  Attorney 
I  U.S.  Justice  Dept. 

firm  in  Phoenix, 


■  Professor,  University  of 
Chicago  law  school 

■  Big  Cleveland  firm, 
1961-1967 


DAVID  H.SOUTER 


■  Attorney  General,  New 
Hampshire 

■  Small  firm  in  New 
Hampshire,  1966-1968 


JOHN  PAUL  STEVENS 


■  Partner,  small  Chicago 
law  firm 

■  Widely  respected 
anititrust  specialist 


CLARENCE  THOMAS 


1  Chairman,  EEOC 


■  In-house  lawyer  at 
Monsanto,  1977-1979 
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GOLDEN  GATE  Grad 

Madore  landed  a 
plum  Accenture  job 
in  San  Francisco 


years.  "This|| 
ing  to  be  a  le 
less  attractil 
cupation  foj 
pie  with  ent 
el  skills,"  says  David  Garlan,  dire*  I 
software  engineering  programs  atl 
burgh's  Carnegie  Mellon  Universitl 


a 


TECHNOLOGY 


HOME  IS  WHERE 
THE  WORK  IS 

Software  writers  with  solid  skills  are 
finding  plenty  of  jobs  stateside 


REMEMBER  TWO  YEARS 
ago  when  the  sky  was 
falling  for  software  pro- 
grammers? Not  only  had 
the  tech  downturn 
thinned  their  ranks,  but 
Indian  upstarts  were  put- 
ting tens  of  thousands  of  low-salary 
coders  to  work  on  projects  that  once 
would  have  been  done  by  Americans.  For- 
rester Research  Inc.  predicted  more  than 
3  million  U.S.  service  jobs— including 
programming— would  move  offshore  by 
2015.  It  seemed  like  the  "giant  sucking 
sound"  Ross  Perot  predicted  in  1993  was 
coming  to  pass  for  software  writers. 

Not  so  fast.  The  latest  data  from  the 
Bureau  of  Labor  Statistics  contain  a 
pleasant  surprise:  The  ranks  of  "com- 
puter and  mathematical  occupations," 
which  include  many  programmers,  actu- 
ally rose  in  the  second  quarter  by  a  robust 
7.5%,  to  3.2  million,  compared  with  the 
previous  year.  While  software  companies 
themselves  boosted  jobs  by  a  modest 
3.3%,  employment  at  establishments 
providing  custom  programming  services 
increased  by  5.6%.  By  contrast,  tech 
manufacturing  jobs  were  up  just  a  tad 
and  telecoms  are  still  cutting  staff. 
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JOBS  WHERE?! 


PERCENT 


CHANGE  IN  U.S.  COMPUTER 
AND  MATHEMATICAL 
OCCUPATIONS  OVER 
PREVIOUS  YEAR* 


Why  the  shift?  A  couple  of  reasons. 
High- end  programmers'  skills  are  in  de- 
mand as  corporations  and  tech  compa- 
nies adopt  a  slew  of  new  technologies 
from  wireless  computing  to  Web  servic- 
es—pieces of  software  that  fit  together 
like  Lego  blocks.  That  makes  it  easier  to 
add  new  features  and  to 
integrate  one  program 
with  another.  A  second 
factor:  While  Indian 
service  firms  and  their 
Western  rivals  are  hir- 
ing lots  of  program- 
mers overseas,  they're 
also  recruiting  people 
with  design  skills  and 
business  knowledge 
close  to  their  clients  in 
the  U.S.  and  Europe. 
"You  always  need  pro- 
grammers on  site  or 
nearby,"  says  analyst  Gregory  Smith  of 
Merrill  Lynch  &  Co. 

This  is  welcome  news  for  American 
programmers,  but  they're  not  out  of 
harm's  way.  The  pressure  is  still  on  to 
avoid  getting  stuck  in  routine  program- 
ming jobs  that  can  easily  be  moved  off- 
shore, and  many  likely  will  be  in  coming 
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•Including  programmers,  software  engineers, 
and  system  analysts 
Data:  Bureau  ot  Labor  Statistics 


SMART  PACKAGE  DESIGN 

CMU'S  ELITE  GRADS  have  had  littl  r 
ble  finding  jobs.  Vermonter  Ben  M  |c 
who  graduates  in  August  with  a  m-le 
degree  in  information  technology,  1  Id 
a  plum  assignment  with  tech  consulr 
Accenture  Ltd.  in  San  Francisco.  Htlc 
of  3,000  programmers  the  confc 
hired  in  the  U.S.  in  the  past  nine  m« 
He  credits  his  good  fortune  partly* 
fact  that  CMU  taught  him  to  desigiic 
ware  packages,  rather  than  just  nli 
programming.  "I  don't  want  to  be  ti» 
who's  just  hacking  out  code,"  he  saF 

But  having  the  latest  coding  skill: 
tal,  too.  Rick  A.  Kessler,  chief  inforn 
officer  of  shipper  Horizon  Lines 
nearly  through  a  five-year  project  to 
Horizon's  run-the-business  applic; 
using  Microsoft  Corp.'s  newfanglet 
services  technologies.  He  has  been  i 
two  to  three  highly  skilled  develoj 
month  to  help  get  the  job  done.  The 
centrate  on  translating  business  pr< 
es  into  a  software  design.  Then  h 
about  60  contract  programmers,  so 
his  offices  and  some  in  India  an 
Philippines,  to  do  the  routine  codin 
The  hot  strategy  for  tech  services 
parties  these  days  is  delivering  se: 
from  around  the  world.  This  goes  f 
ants  like  Accenture  and  IBM  as  well 
Indian  upstarts, 
staff  software  pr* 
with  a  combinati 
U.S.-based  prog 
mers  who  make  d 
decisions  along 
others  in  Asia,  Ea 
Europe,  or  ever 
U.S.  who  can  pre 
high-quality  pro§ 
ming  at  a  low  pric 
dia's  Tata  Consul 
Services,  for  inst 
has  10  software  ce 
in  the  U.S.,  plus 
others  outside  India. 

Software  likely  won't  be  a  jobs  gr 
engine  in  the  future.  Still,  so  long  a* 
companies  continue  to  innovate 
schools  produce  grads  with  top- 
skills,  many  American  programmer 
find  jobs  at  home.  ■ 

-By  Steve  Hamm  in  A/evi 
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VROLET  MAUBU/MAUBU  MAXX 
"HIGHEST  RANKED  ENTRY 
)SIZE  CAR  IN  INITIAL  QUALITY" 


CHEVROLET  SUBURBAN 

"HIGHEST  RANKED  FULL-SIZE  SUV 

IN  INITIAL  QUALITY" 


GMC  SIERRA  HD 

"HIGHEST  RANKED  HEAVY-DUTY 

FULL-SIZE  PICKUP  IN  INITIAL  QUALITY" 


BUICK  LeSABRE 

"HIGHEST  RANKED  FULL-SIZE  CAR 

IN  INITIAL  QUALITY" 
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BUICK  CENTURY 
HIGHEST  RANKED  PREMIUM 
)SIZE  CAR  IN  INITIAL  QUALITY" 


GOLD  PLANT  QUALITY  AWARD  SILVER  PLANT  QUALITY  AWARD 

NORTH  AND  SOUTH  AMERICA  NORTH  AND  SOUTH  AMERICA 

J.D.  Power  and  Associates  2005  J.D.  Power  and  Associates  2005 

Initial  Quality  Study.  Oshawa  Plant  #2  Initial  Quality  Study.  Oshawa  Plant  #1 


BRONZE  PLANT  QUALITY  AWARD 

NORTH  AND  SOUTH  AMERICA 

J.D.  Power  and  Associates  2005 

Initial  Quality  Study.  Hamtramck,  Ml 


LONG-TERM  ADMIRATION. 


1 


'-£*- 


CHEVROLET  MALIBU 

"MOST  DEPENDABLE  ENTRY 

MIDSIZE  CAR- 


CHEVROLET  SILVERADO  HD 

"MOST  DEPENDABLE  HEAVY-DUTY 

FULL-SIZE  PICKUP" 


CADILLAC  ESCALADE  EXT 

"MOST  DEPENDABLE  LIGHT-DUTY 

FULL-SIZE  PICKUP" 


GMC  YUKON  /  YUKON  XL 

"MOST  DEPENDABLE  FULL-SIZE 

SPORT  UTILITY  VEHICLE" 


BUICK  LeSABRE 

"MOST  DEPENDABLE 

FULL-SIZE  CAR  " 


BUICK  CENTURY 

"MOST  DEPENDABLE  PREMIUM 

MIDSIZE  CAR" 


CHEVROLET  S-10  PICKUP 

"MOST  DEPENDABLE 

MIDSIZE  PICKUP- 


CHEVROLET  PRIZM 

"MOST  DEPENDABLE 

COMPACT  CAR" 


one  car  company  took  home  8  awards  for  initial  quality  and  8  awards  for  long-term  dependability  from  J.D.  Power  and  Associates  in  2005. 

GM.  The  studies  measure  quality  and  reliability  over  the  first  90  days  and  over  a  three-year  period.  That  adds  up  to  a  record  number  of  awards  for 
te've  never  been  so  proud.  And  that's  more  reason  to  look  to  us  for  your  next  car  or  truck. 
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svrolet  Silverado  HD,  Prizm,  Malibu  and  S-10  Pickup;  Cadillac  Escalade  EXT;  Buick  Century  and  LeSabre;  and  GMC  Yukon/Yukon  XL  were  the  highest  ranked  vehicles  in  their  class  in  the  J.D.  Power  and  Associates  2005 
Dependability  Study*'  of  2002  model  year  vehicles.  Study  based  on  a  total  of  50,635  consumer  responses  indicating  owner  reported  problems  during  the  previous  12  months  of  ownership    www.jdpower.com 

I  Motors  Corp.  —  Oshawa  #2,  Ontario  (Car)  was  the  highest  ranked  plant  in  North/South  America,  Oshawa  #1,  Ontario  was  the  second  ranked  plant  and  Hamtramck,  Ml,  was  the  third  ranked  plant  in 
outh  America  among  plants  producing  vehicles  for  the  U.S.  market.  J.D.  Power  and  Associates  2005  Initial  Quality  Study sw  Study  based  on  a  total  62,251  U.S.  consumer  responses  indicating  owner  reported 
ng  the  first  90  days  of  ownership,  www.jdpower.com  ©2005  GM  Corp.  All  rights  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors. 
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THE  INTERNET 


LOOKING  FOR  A  BLOG 
IN  A  HAYSTACK 

Traffic  at  blog  search  engines  is  soaring. 
When  do  Google  and  Yahoo!  join  the  fray? 


LUNCHTIME  ON  WALL 
Street.  Let's  say  a  trader 
hears  a  rumor  of  an  im- 
pending buyout  over  his 
pastrami  on  rye.  Back  at  his 
desk,  he  wants  to  see  if  any- 
one has  talked  about  it— es- 
pecially in  the  past  few  hours.  Where  to 
look?  Google?  There,  the  top-rated  link 
might  date  all  the  way  back  to  1999.  No, 
if  you're  looking  for  today's  buzz,  the  first 
place  to  click  is  a  Web  log  search  engine 
such  as  Technorati,  Feedster,  or  Blogdig- 
ger.  By  picking  up  the  latest  posts, 
minute  by  minute,  from  some  12  million 
blogs,  these  sites  showcase  an  ever- 
changing  mosaic  of  what  is  on  the 
world's  mind.  And  from  politicos  to  ad 
execs  and  plaintiffs  lawyers,  lots  of  peo- 
ple are  hungry  for  just  that. 

Now  a  surge  of  traffic  to  blog  search 
sites  has  raised  expectations  that  giants 
Google,  Yahoo!,  and  Microsoft's  MSN 
may  soon  plunge  into  blog  search.  Blogs 
would  give  them  yet  another  vehicle  for 
the  search-based  ads  they  sell.  Just  as  vi- 
tal, blog  search  promises  to  be  a  big  traf- 
fic driver  as  more  surfers— some  40,000 
to  50,000  a  day— take  up  blogging. 

The  time  looks  ripe.  Industry  incum- 
bents appear  vulnerable  as  they  struggle 
to  sort  through  the  avalanche  of  new  data 
pouring  into  their  servers.  Adam  Hertz, 
Technorati  Inc.'s  chief 
engineer,  says  the  com- 
pany handles  850,000 
daily  blog  postings,  up 
70%  in  three  months. 
Adding  servers  is  a 
snap,  Hertz  says.  But 
revamping  systems  to 
digest  all  the  data  "is 
like  changing  a  flat  tire 
on  a  moving  car." 

Little  surprise,  then, 
that  many  blog  search 


THE  STAT 


450% 

Growth  in  visits  this  year 
to  Technorati,  a  leading 
blog  search  engine 


Data: 


engines  are  moving  at  a  crawl.  Some  drag 
on  for  30  seconds  or  longer.  And  the  blo- 
gosphere  is  echoing  with  loud  lamenta- 
tions. Bloggers,  after  all,  count  on  these 
search  engines  to  track  down  who's  writ- 
ing about  them  and  their  blogs— a  press- 
ing concern  for  most.  On  July  8  blog  en- 
trepreneur Jason  Calacanis  asked  for 
help.  He  petitioned  on  his  blog  for 
Google  and  Yahoo  to 
lend  their  muscle  to 
blog  search.  Bloggers 
quickly  seconded  his 
motion.  Technorati  CEO 
David  L.  Sifry  respond- 
ed with  a  plea  for  pa- 
tience. "I'm  sorry  if 
we're  not  meeting  your 
expectations,"  he  wrote 
on  Calacanis'  blog. 
"But  we're  going  to 
keep  working  our  asses 


off  to  provide . . .  the  most  relevant 
mation  on  the  blogosphere  you  can 
While  Yahoo,  Google,  and  Micrc 
MSN  decline  to  detail  their  plans,  i 
try  observers  say  it's  likely  a  quest 
months  before  the  big  three  div« 
blog  search— and  perhaps  scoop  u 
or  two  of  the  venture-backed  blog  s 
engines.  On  July  8  a  prototype 
blog  search  page  was  briefly  spot* 
fore  the  company  pulled  it  back.  " 
three  giants]  are  not  in  blog  search 
end  of  the  year,  I'd  be  very  surpr 
says  Forrester  Research  Inc. 
Charlene  Li. 

It  stands  to  reason.  Blogs  ar 
fastest-growing  segment  of  the  We 
the  posts— many  of  thei 
patched  directly  to 
scribers— are  perfect  fc 
kind  of  targeted  advi 
ments  favored  by  searc 
gines.  Strategically,  whic 
company  masters  blogs 
an  edge:  It  can  serve 
archived  treasures  with 
updates  from  the  blogs. 
If  blog  search  is  so 
why  are  the  giants  mo 
deliberately?  In  part,  s 
servers,  because  ble 
blogs  into  Web  search 
knotty  conundrum.  It  rei 
adding  a  new  dimem 
time— to  traditional  a 
Currently,  the  search  h 
chies  used  by  Google  a 
rivals  define  the  leader 
laggards  in  a  vast  librar 
changes  little  day  by 
Sites  rise  in  rank  as  thu 
ceive  more  visits  and  as 
sites  link  to  them. 

The  challenge  is  to  marry  this  o 
Web  with  the  blogosphere's  never 
ing  flood  of  perishable  posts.  Sear 
the  blogs  for  key  words  shouldn't 
hard.  The  challenge,  though,  is  fig 
out  which  posts  should  rank  atop  tl 
suits.  Should  it  simply  be  the  mo 
cent?  Or  from  a  popular  bloggei 
perhaps  a  blogger  already  bookm; 
by  the  user,  or  even  by  those  or 
user's  buddy  list? 

Search  engines  may  initially  wa) 
blogs  from  the  rest  of  the  Web.  Bt 
more  ambitious  goal  is  to  provide  re 
—and  advertisers— with  just  the 
blend.  This  work  will  push  the  s«| 
wizards  to  spin  their  most  dazzling 
rithms  yet.  But  those  who  pull  it  off: 
to  become  powerhouses   in   the 
world,  dispensers  of  every  day's  buz 
-By  Stephen  Baker  in  New 
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who  have  been  putting  them  into  practice  for  a  decade  or  two. 
Add  the  pragmatism  that  comes  from  applied  experience. 
Temper  with  high  ethical  standards  and  discipline.  These  are  the 
best  possible  practices.  And  the  best  possible  professionals. 

www.jeffersonwells.com 

lEFFERSON^I 
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CREDIT  CARDS 


WHY  AMEX  SUDDENLY 
LOOKS  VULNERABLE 

Its  merchant  fees  are  under  siege,  and 
rivals  are  wooing  high-end  customers 


IF  THERE'S  A  SWEET  SPOT  IN  THE 
credit- card  industry,  American  Ex- 
press Co.  appears  to  be  in  it.  Its  rich 
cardholders  are  spending  more 
than  ever,  and  the  reward  has  been 
13  straight  quarters  of  earnings 
growing  by  at  least  10%.  But  sud- 
denly, Chief  Executive  Kenneth  I. 
Chenault  is  facing  some  tough  problems. 
The  lucrative  fees  AmEx  charges  mer- 
chants are  under  attack,  and  it  has  been 
slow  to  sign  up  U.S.  banks  to  issue  its 
cards.  What's  more,  rivals  Visa  Interna- 
tional and  MasterCard  Interna- 
tional are  fast  encroaching  on  its 
high-end  turf.  In  a  July  12  re- 
port, UBS  card  analyst  Eric  E. 
Wasserstrom  said  he  expects 
the  aggressive  marketing  of 
Visa's  Signature  card,  aimed  at 
upmarket  customers,  to  slow 
AmEx's  earnings  growth.  Adds 
Duncan  MacDonald,  former 
general  counsel  for  Citibank 
cards:  "AmEx  has  to  be  scared 
for  a  bunch  of  reasons." 

Chenault  was  not  available 
for  comment,  but  the  company 
says  it's  not  worried  about  the 
future.  "Over  the  past  few  years 
we've  posted  the  strongest 
growth  and  steadiest  momen- 
tum in  the  industry,"  says 
spokesman  Michael  J.  O'Neill. 
Since  last  October,  when  the 
Supreme  Court  cleared  the  way 
for  AmEx  to  issue  cards  through 
banks,  only  one— MBNA— has 
started  to  do  so.  And  that  deal 
suffered  a  big  setback  on  June 
30,  when  Charlotte  (N.C.)'s 
Bank  of  America  Corp.,  a  pio- 
neer of  the  rival  Visa  system,  an- 
nounced it  was  buying  MBNA. 
Says  Sanford  C.  Bernstein  &  Co. 
senior  analyst  Howard  K.  Ma- 


son: "MBNA  is  likely  to  invest  less  in  the 
AmEx  brand  under  BofA's  umbrella  than 
it  would  have  as  an  independent  compa- 
ny." Meantime,  AmEx  so  far  has  signed  up 
three  other  partners:  Citigroup,  UBS,  and 
USAA  Federal  Savings  Bank.  Morgan 
Stanley  finance  analyst  Kenneth  Posner 
figures  that  bank-issued  cards  will  con- 
tribute far  less  to  AmEx's  earnings  than 
the  market  is  betting:  only  6<t  to  9<t  per 
share  even  by  2008,  vs.  the  consensus 
forecast  of  20$  to  30$. 
AmEx  hasn't  exactly  been  winning  the 


hearts  of  the  banks  lately.  Armed  vv  I 
Supreme  Court  decision,  the  co  | 
hired  star  litigator  David  Boies  last  i 
sued  eight  of  the  nation's  biggest  bs 
leging  "conspiratorial  conduct"  to  ] 
AmEx  from  issuing  cards  through  rfc. 
More  important  than  the  bank  dps 
a  looming  threat  to  a  cornerstct 
AmEx's  business.  Class-action  laler 
regulators,  and  critics  are  mob  el* 
against  the  billions  in  fees  that  all  •  ka< 
card  companies  charge  merchant  kr 
then  share  with  banks  as  an  incentl  ti 
them  to  issue  the  cards.  On  June  £ 
group  of  merchants  sued  Visa  andla 
terCard  in  U.S.  District  Court  inlo 
necticut,  arguing  that  they  illegally  Itl 
fees.  Noah  J.  Hanft^  general  counaf 
MasterCard,  says  the  fees  are  approw 
and  consumers  get  a  system  that  pnld 
"extraordinary  efficiencies  and  benp 


, 
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Suing  banks  for 

"conspiratorial 

conduct" 


Trouble  Ahead? 

American  Express  has  enjoyed  13  quarters  of 
double-digit  earnings  growth,  but  now  some 
analysts  see  warning  signs.  Here's  why: 


FEW  U.S.  BANKS  ARE  WILLING  to  issue  its  cards.  One,  MBNA, 
has  been  sold  to  Bof  A,  raising  doubts  about  the  relationship. 


MERCHANT  FEES  ARE  UNDER  FIRE  from  lawsuits  and  some 
foreign  regulators.  AmEx  profits  depend  on  merchant  charges 
that  are  among  the  highest  in  the  industry. 


TAKEOVER  TALK 

AMEX  ISN'T  NAMED  in  the  suit, 
would  feel  pressure  to  cut  fees  if  thtt 
chants  win.  AmEx  collects  an  avera 
2.6%  of  customers'  bills,  vs.  aboA 
levied  by  rivals.  Morgan  Stanley's  \m 
estimates  that  a  cut  of  one  percep 
point  off  its  fees  would  slash  profits  r« 
ly  in  half.  (Last  year's  net  income  wa4 
billion.)  AmEx  says  mercp 
pay  higher  fees  to  gain  accl 
its  high-end  customers. 

Some  Wall  Streeters  are  I 
dering  whether  AmEx  carl 
alone  much  longer.  The  \i 
MBNA  deal  and  Washul 
Mutual  Inc.'s  purchase  oil 
vidian  just  weeks  earlier  pel 
the  need  for  scale  in  a  but  I 
that  has  seen  annual  gil 
plummet  from  20%  in  the  I 
1990s  to  about  4%  now.  UM 
ican  Express  is  in  play,' I 
David  A.  Hendler  of  New  I 
research  shop  CreditSight'l 
One  of  the  few  buyers  that  J 
afford  AmEx,  with  its  ml 
cap  of  $67  billion,  is  Citigl 
"If  AmEx  was  willing  to  si 
would   be   Citi's   deal," 
Hendler.  "They're  now  No 
cards.  It's  programmed  in 
DNA  that  they  should  be  Nc 
not  the  boys  from  Charlotti 
Neither    AmEx    nor 
would  comment  on  the  sj 
lation.  But  if  AmEx  can't 
come  its  looming  obsti 
Citi  or  some  other  suitor 
come  knocking.  ■ 

-By  Mara  Der  Hovan 
in  New 
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Don't  Call  Us. 

When  a  technology  performs  flawlessly  and  is  simple 
to  use,  it  soon  becomes  something  you  don't  need 

I  to  think  about,  won't  need  to  call  about.  Fortunately 

for  your  business,  XOptionsTlex  is  exactly  that  kind 

|  of  "no  need  to  call"  technology. 

No  calling  customer  care  for  every  change.  Web-based  administrative 
portal  allows  you  to  self-administer  functional  changes  in  real  time. 

No  deciding  what  features  you  need.  Over  20  value-added  features 
built  in,  like  voice  mail  and  call  forwarding. 

No  worrying  about  bandwidth.  Dynamic  Bandwidth  Allocation 
automatically  adjusts  to  heavy  data  demands  when  voice  lines  are  idle. 

No  shopping  for  new  equipment.  Works  with  your  existing  analog 
phones  and  key  systems. 

No  surprising  monthly  bills.  Flat-rate  pricing  with  virtually  unlimited 
local  and  long  distance  calling,  bundled  with  high-speed  Internet  access 
and  Web  hosting* 

No-risk  90-day  guarantee.  Something  else  you  won't  need  to  call  us  about. 

It's  IP.  XOptions  Flex  leverages  the  national  XO  Internet  Protocol  network. 
IP  makes  it  simple,  flexible  and  a  great  value  for  your  business. 

Call  us  today  at  888-888X0X0  (9696) 
or  go  to  www.xo.com/flex 

And  then  you  may  never  have  to  call  us  again. 
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INSURANCE 


MIRACLE  CURE-OR 
WEAK  MEDICINE? 

Why  investors5  hopes  for  a  prescription- 
drug  bonanza  may  be  premature 


HEALTH  INSURANCE  MAY 
not  be  the  sexiest  of  busi- 
nesses, but  that  hasn't 
stopped  investors  from 
sending  industry  stocks 
soaring  in  recent  months. 
A  key  reason  for  the  runup 
is  the  expected  bonanza  from  the  long- 
awaited  Medicare  prescription-drug  benefit. 
Starting  next  year,  the  federal  govern- 
ment will  start  subsidizing  insurers  who 
offer  such  extra  drug  coverage  to  as  many 
as  half  the  42  million  Medicare  benefici- 
aries who  are  eligible.  Some  analysts  ex- 
pect insurers,  who  will  offer  a  range  of 
plans,  to  reap  $10  billion  from  the  pro- 
gram in  2006  and  quadruple  that  in  com- 
ing years.  That  potential  helps  explain 
why  UnitedHealth  Group  Inc.  said  on  July 
6  that  it  will  buy  PacifiCare  Health  Sys- 
tems, one  of  the  largest  providers  of  sup- 
plemental Medicare  insurance.  The  com- 
panies' stocks  have  spiked  17%  and  33% 
this  year,  respectively.  "We  look  at  this  as 
an  incredible  opportunity,"  says  United- 
Health CEO  Dr.  William  W  McGuire. 

It  well  could  be— but  perhaps  not  as 
soon  as  UnitedHealth  and  its  investors 
would  like.  Ever  since  Congress  passed 
the  prescription- drug  benefit  in  2003,  crit- 


IRRATIONAL  EXUBERANCE? 


PERCENT 

CHANGE  IN  STOCK  PRICE 

■  STANDARD  &  POOR'S  500  HEALTH  ( 

■  PACIFICARE  HEALTH  SYSTEMS 

■  UNITEDHEALTH  GROUP  INC. 


DEC.  31,  '04 

Data:  Bloomberg  Financial  Markets 


JULY  13.  '05 


ics  have  said  the  program  is  so  complicat- 
ed that  many  seniors  won't  sign  up— at 
least  not  until  they  understand  it  better. 
Since  then,  in  poll  after  poll,  seniors  have 
been  skeptical.  One  doubter  is  John  Galla- 
paga,  a  74-year-old  retired  pharmaceutical 
executive  who  counsels  Medicare  benefi- 
ciaries part-time.  He  says:  "I  don't  think 
what's  coming  will  be  that  good."  When 
informed  folks  like  Gallapaga  remain  du- 
bious, you  can  bet  insurers  will  have  their 
work  cut  out  signing  seniors  up.  "The 
traction  on  this  might  be  a  lot  slower  than 
expected,"  says  CIBC  World  Markets  ana- 
lyst Carl  McDonald. 

So  are  investors  getting  ahead  of  them- 


GALLAPAGA 

Not  sold  on 
new  health- 
care coverage 


selves?  They  cei 
seem   giddy,   an* 
just  about  United! 
^^^^  and    PacifiCare. 

^^^™  Standard  &  Poor" 

Managed  Health  Care  Index  has  s 
22%  this  year,  far  outpacing  the  bi 
S&P  500  Home  Health  Care  Index,  i 
3%  owing  to  the  troubled  drug  in 
Investors  are  flocking  to  managed 
care  not  only  because  they  believe  th 
benefit  will  be  a  boon  but  also  beca 
strong  profit  margins:  Many  of  the  p 
brand-name  drugs  have  gone  generi 
hospital  admissions  are  surprisingl 
helping  insurers  hold  down  costs 

AD  BLITZES  AHEAD 

THE  PROGNOSIS  FOR  conn 
strength,  however,  is  dicey.  Ins  I 
costs  could  soar  as  dozens  of  price;] 
biotech  drugs  hit  the  market  and 
aging  population  needs  more  m{ 
care.  And  until  this  fall,  when  the  Cd 
for  Medicare  &  Medicaid  Services  I 
out  approvals  to  insurers  who  have  I 
provide  the  Medicare  drug  plans,  n| 
can  predict  who  will  win  big. 
there's  the  chance  that  a  new  Admirj 
tion  elected  in  '08  could  change  Med 
reimbursement  rates  altogether,  ml 
the  long-term  potential  hard  to  call 
in  seniors'  reticence,  and  McDonaJ 
ures  the  drug  benefit  will  add  no 
than  1.5%  to  industry  earnings  in  2\ 

Insurers  are  working  hard  to  oven 
seniors'  resistance.  PacifiCare  alone  [ 
vesting  $50  million  this  year  to  dt 
and  market  its  Medicare  prescnj 
plans.  Although  the  major  player 
keeping  their  programs  close  to  thd 
industry  watchers  believe  many! 
launch  fall  ad  blitzes  to  educate  sej 
about  the  plethora  of  new  plans.  Ins| 
also  hope  to  capitalize  on  the  trusting 
tionships  that  seniors  form  with 
neighborhood  pharmacies:  In  n 
weeks,  UnitedHealth  has  announced 
liance  with  Walgreen  Co.,  while  Aetnl 
has  teamed  up  with  CVS  Corp.  anal 
Aid  Corp.  UnitedHealth  is  even  partnj 
with  members  of  Congress  to  hold 
munity  meetings  for  seniors,  all  desij 
to  demystify  the  new  drug  benefit. 

Cutting  through  the  confusion  ^| 
be  easy.  "There's  a  lot  of  informatioj 
there— a  tremendous  amount/ 
Robert  Denz,  a  retired  FBI  agent  in  51 
Sutton,  N.H.,  and  a  volunteer  for  ^1 
Still,  he  adds,  "I  have  questions."  Wi  [ 
the  right  answers,  UnitedHealth  arj 
rivals  may  find  it  tough  to  maintain  f 
rosy  glow  on  Wall  Street.  ■ 

-ByArlene  Weintraub  in  Newl 
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ROLLOVER     IRA 


The  New  T.  Rowe  Price 
FlexChoice  Rollover' 

Lets  you  choose  how  to  make  the  most 
of  your  old  401  (k). 


Broad  selection  of  funds  — We  have  a  wide  range  of  over  60  no-load T.  Rowe  Price  funds  to  choose 
from  for  your  FlexChoice  Rollover  IRA.You  can  also  choose  from  over  1,000  other  funds  from  leading 
fund  families.* 

Low  cost  — T.  Rowe  Price  offers  100%  no-load  funds  with  no  sales  charges  or  commissions.  And 
our  expenses  are  low— almost  all  our  funds  for  individual  investors  have  lower  expenses  than 
their  Lipper  averages.** 

Proven  performance  —  For  each  1-,  5-,  and  10-year  period  ended  3/31/05,  over  70%  of  our  funds  beat 
their  Lipper  average.***  ANT.  Rowe  Price  funds  are  managed  in-house  by  one  of  the  most  experienced 
and  respected  groups  of  fund  managers  in  the  industry.  Results  will  vary  for  other  periods.  All  funds  are 
subject  to  market  risk.  Past  performance  cannot  guarantee  future  results. 

Rollover  Specialists  to  help  — Our  Rollover  Specialists  are  here  to  answer  any  questions  you  may  have 
about  rolling  over  withT.  Rowe  Price.  If  you  want,  they  can  help  you  select  the  right  funds  for  your 
FlexChoice  Rollover  IRA  based  on  your  long-term  goals  and  tolerance  for  risk. They  can  even  help  take 
care  of  the  paperwork  and  open  your  IRA  right  over  the  phone.  So  call  one  of  our  Rollover  Specialists 
today—  it's  easy  to  get  started. 

Request  a  prospectus  or  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 


TROWEPRICE.COM/ROLLOVER 


I      1-800-566-5652 


TRoweRice 


INVEST    WITH    CONFIDENCE 


*Non-T.  Rowe  Price  mutual  funds  available  through  T.  Rowe  Price  Brokerage,  a  division  of  T.  Rowe  Price  Investment  Services,  Inc.  Member  NASD/SIPC.  **114  of  116  lunds  (excluding 
institutional  and  bank  institutional  lunds  as  defined  by  Lipper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end  data  available  as 
ol  3/31105.  (Source  lor  data:  Lipper  Inc.)  *  *  *  Based  on  cumulative  total  return,  1 10  ol  132, 64  ol  87,  and  44  ol  61 T.  Rowe  Price  funds  (including  all  share  classes  and  excluding  lunds  used 
in  insurance  products)  outperformed  their  Lipper  average  for  the  I-,  5-,  and  10-year  periods  ended  3131/05,  respectively.  Not  all  funds  outperformed  for  all  periods.  (Source  for  data:  Lipper 
Inc.)  I.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARFC071925 
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HEADLINER 

BERNARD 
EBBERS 


STIFF 
SENTENCE 

Bernard  Ebbers  orchestrated 
one  of  the  largest  corporate 
frauds  in  history— and  now  it 
looks  like  he'll  be  serving  one 
of  the  longest  sentences  ever 
meted  out  to  a  former  chief 
executive.  On  July  13,  U.S. 
District  Judge  Barbara  Jones 
sentenced  the  former  World- 
Com CEO  to  25  years  in  prison. 
A  Manhattan  jury  convicted 
Ebbers,  63,  on  Mar.  15  of 
conspiracy,  securities  fraud, 
and  seven  counts  of  making 
false  regulatory  filings.  Ebbers 
is  appealing  his  conviction. 

The  tough  sentence 
stemmed,  in  large  part,  from 
the  estimated  $2  billion  in 
investor  losses  prosecutors 
attributed  to  Ebbers'  fraud  at 
WorldCom.  Judges  can  still 
take  this  into  account  in 
determining  punishment  for 
white-collar  felons,  even 
though  the  federal  sentencing 
guidelines  were  overturned  by 
the  U.S.  Supreme  Court 
earlier  this  year. 

That  should  be  a  sobering 
thought  for  other  execs  facing 
criminal  trials  in  coming 
months,  notably  Enron's 
former  Chairman  Kenneth  Lay 
and  ex-CEO  Jeffrey  Skilling. 

-Mike  France 


APPLE: 
STILL  JUICY 

Fears  of  declining  consumer 
interest  in  iPod  and  Mac 
products  turned  out  to  be 
unfounded.  Apple  Computer 
on  July  13  reported  sales 
jumped  75%  over  its  year- 
earlier  third  quarter,  to  $3-52 
billion.  Net  income  rose  to 
$320  million  from  $61 
million  as  the  iPod 
juggernaut  showed  no  signs 
of  slowing.  Apple  hasn't 
released  any  new  products 
since  January.  Instead,  it  has 
used  enhancements  such  as 
color  screens,  music 
downloads,  and  podcasting 
software  to  spur  demand. 
The  result?  Remarkable 
616%  year-over-year  growth 
for  iPod.  And  sales  of  sleek 
flat-screen  iMacs  rose  35%  as 
Apple  fans  embraced  a  new 
operating  system.  Despite  the 
continued  momentum,  Apple 
execs  were  cautious  about  the 
back-to-school  season.  With 
the  company  planning  to 
switch  to  Intel  chips  from 
IBM's  next  year,  there  are 
concerns  consumers  may 
delay  Mac  purchases. 


FROM  VEGGIES 
TO  VISA 

Ever  since  former  Visa  U.S.A. 
CEO  Carl  Pascarella 
announced  his  retirement 
last  year,  speculation  has 
swirled  about  his  successor. 
Few  would  have  guessed  the 
job  would  go  to  John 


Coghlan,  a  former  Charles 
Schwab  exec  with  no  prior 
experience  in  the  payments 
business.  Upon  accepting  the 
post  on  July  12,  Coghlan 
stressed  his  experience  as 
founder  of  San  Francisco 
Grocery  Express,  a  now- 
defunct  grocery  delivery 
business  that  accepted  Visa 
cards.  Coghlan  joins  the  card 
association  at  a  time  when  it 
is  entangled  in  litigation  with 
merchants  over  fees  (page 
40).  Watch  for  Visa  to  give 
special  attention  to  the  cash 
register  set. 


OUT  OF  THE 
PENALTY  BOX 

Remember  the  National 
Hockey  League?  After  being 
sidelined  for  a  full  season,  the 
NHL  is  getting  ready  to  skate 
back  into  arenas  next  season. 
On  July  13,  the  league  and  the 
NHL  Players'  Assn.  announced 
a  deal  in  principle  to  end  the 
longest  work  stoppage  for  a 
major  pro  sports  league. 
League  and  players  union 
officials  weren't  talking 
details,  pending  ratification 
of  the  deal.  But  NHL 
Commissioner  Gary  Bettman 
and  the  30  teams  owners 
appear  to  have  won  a  system 
that  ties  player  salaries  to 
league  revenues.  The  lockout 
slammed  NHL  players  in  the 
wallet,  with  top  stars 
forfeiting  salaries  up  to  $10 
million.  But  the  owners  claim 
that  by  skipping  last  season, 
they  actually  gained. 


BACKFIRE 
ATHARLEY 

Harley-Davidson  is  still 
bumping  along  a  patch  of 
rough  road.  On  July  13,  the 
bikemaker  reported  a  4% 
drop  in  earnings  for  the 
second  quarter  on  flat 
revenues.  It  also  revealed  that 
the  Securities  &  Exchange 
Commission  is  looking  into 


its  April  forecast  of  slowe 
sales  growth  this  year. ' 
prediction  triggered  a : 
slide  in  Harley's  stock  prl 
sparking  shareholder  s  u  | 
alleging  top  executives  i 
dubious  accounting  to  kel 
the  stock  aloft.  Still,  invel 
shrugged  off  news  of  the  [ 
probe  on  July  13  as  Harle 
shares  rose  1.4%,  to  $50: 


ETCETERA.., 

»  PepsiCo  reported  a  135 
gain  in  second-quarter 
earnings. 

»  Colin  Powell  joined  I 
Perkins  Caufield  &  Byers  as  I 
part-time  limited  partner.] 
» Institutional  Shareholi 
Services  will  purchase 
longtime  rival  Investor 
Responsibility  Research  I 


CLOSING  BELL 


Shares  of  HCA  toe  I 
a  turn  for  the 
on  July  13,  slippir 
9%,  to  $50.04, 
after  the  nation's 
largest  hospital 
chain's  forecast  fcl 
second-quarter 
earnings  fell  shor 
of  Wall  Street's 
consensus.  Admisi 
sions  at  hospitals 
open  more  than  a 
year  are  expected 
to  decline  slightly. 
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"Can  you  say  Z3?" 


a*:  J 


Certified  glee. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


=  Certified  Pre-Owned 

IHHHHBBHBi  by  BMW  ■BHU 


We  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


BMW  Certified 
Pre-Owned 

bmwus3.com 

1-888-311-1BMW 

Q 

The  Ultimate 
Driving  Machine" 

anty  Protection  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50.000-mile  BMW  New  Vehicle  Limited 
unty.  See  participating  BMW  center  for  details  and  vehicle  availability.  For  more  information,  call  1-888-31 1-4BMW,  or  visit  bmwusa.com.  ©2005  BMW  of  North  America,  LLC. 
BMW  name  and  logo  are  registered  trademarks. 


HH 


IIIHHHHWW1IW 


^**-?. 


ZiX 


^^^ 


T^aL 


WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINI 


In  business,  keeping  people  and  information  connected  is  critical  tc 

keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 

number  of  events  can  easily  derail  that  connection.  That's  why  you 

need  a  company  like  SunGard  on  your  side.  Our  Information  Availability 

solutions  provide  redundant  systems  and  networks  at  over  60  secure 

facilities  worldwide  to  make  sure  your  customers,  employees  and 

suppliers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 

in  complete  control  of  your  data  and  applications.  So  while  you're  busy     S^JIMC^pXiHiV 

running  your  business,  we're  busy  making  sure  your  business  is  up  and 

running.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  \ 
when  something  went  wrong.  So  it's  not  surprising  that 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure 
never  go  down  in  the  first  place.  To  learn  more  about  lnform| 
Availability  and  how  we  can  save  your  company  on  average 
visit  www.availability.sungard.coin  or  call  1-800-468-7483. 


Availability  Services 


Keeping  People 
and  Information 
Connected?* 


•Potential  whop  based  on  IDC  White  Paper  E«ar*t  Inforautwi 
StrjteQL 
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>acks  in  the 
RS's  Crackdown 


ALK  UP  ANOTHER  WIN  FOR  IRS  Commissioner  Mark  W.  Everson's 
ive  to  boost  tax  enforcement.  On  July  11  the  Internal  Revenue 
rvice  announced  that  95  executives  had  agreed  to  pay  taxes- 
is  interest  and  penalties— on  $500  million  in  stock  option  in- 
me  they  diverted  into  a  complex  tax  shelter.  On  top  of  that,  the 

ncy  said  it  has  collected  $4  billion  from      University's  Transactional  Records  Access 

Clearinghouse  (TRAC),  which  follows  IRS 
enforcement.  "The  IRS  is  always  going  to  be 
behind  the  eight  ball,"  says  Ronald  A. 
Pearlman,  a  former  Assistant  Treasury  Sec- 


X)  individuals  who  used  another  scheme. 
5reat  numbers— for  now.  But  Everson's 
ckdown  could  soon  hit  its  limits.  The  as- 
lt  on  abusive  shelters  marketed  by  big  ac- 
mting  and  financial  firms  has  driven  the 
Iter  biz  underground,  making  the  next  gen- 
don  of  schemers  much  tougher  to  root 

With  an  $85  billion  surge  in  federal  rev- 
les,  pressure  for  tougher  enforcement 
Id  ease.  And  the  agency  remains  haunted 
its  own  history.  Congress,  which  traded 
lurid  tales  of  jack-booted  and  incompe- 
t  auditors  in  the  1990s,  is  slashing  Presi- 
lt  Bush's  request  for  an  8%  boost  in  IRS 
brcement  funds  in  half, 
iverson,  who  has  headed 

agency  since  2003,  says 
5  "disappointed  that  Con- 
ss  has  not  fully  funded 

enforcement  we've  asked 

in  recent  years."  Yet  he 
ists  his  tactics  are  work- 
.  The  IRS  has  boosted  its 
brcement  ranks  by  800 
ce  2003,  bringing  the  to- 
to  9,800.  "We've  got  a  lot 
re  resources  than  we 
i,"  Everson  says. 
^laybe,  but  a  decade  ago 

IRS  had  14,000  agents 
king  for  abuses.  Its  dimm- 
ed force  of  tax  cops  is  an- 
ter  sign  that  there's  less  ^^^™ 
n  meets  the  eye  to  this  crackdown.  While 
lit  counts  have  risen  from  rock-bottom, 
y're  still  far  below  '90s  rates.  According 
the  Government  Accountability  Office, 
y  about  1%  of  individuals  are  audited— 
f  the  rate  of  a  decade  ago.  Also  falling 
)rt:  audits  of  partnerships  and  Sub- 
ipter  S  corporations,  structures  that  are 
Dular  with  shelter  creators.  In  2004,  the 

audited  only  2.2  of  every  1,000  returns 
d  by  these  outfits,  according  to  Syracuse 


EVERSON  The  IRS 
has  nearly  a  third 
fewer  tax  cops 
than  10  years  ago 


retary  for  tax  policy.  "They  don't  have  the 
numbers,  and  they  never  will." 

Slip-Sliding  Away 

WHILE  ABUSIVE  TAX  shelters  are  a  top  en- 
forcement priority,  the  IRS  still  misses  many 
scams.  The  IRS  Oversight  Board,  an  inde- 
pendent panel  created  by  Congress,  reports 
that  in  2004  the  agency  pursued  only  18%  of 
known  cases  of  abusive  tax  shelters  and 
failed  to  collect  at  least  $447  million,  in  part 
because  it  can't  afford  to  bat- 
de  more  miscreant  taxpayers 
in  court.  And  negligence 
penalties  against  corpora- 
tions have  plummeted  from 
1,234  a  decade  ago  to  just  25 
in  2004,  according  to  TRAC. 
Congress  has  given  the 
agency  new  tools  to  fight 
shelters,  but  the  IRS  isn't 
making  much  use  of  them. 
Promoters  who  mass-market 
tax  dodges  now  must  dis- 
close their  deals  and  customers' 
names.  But  agency  officials  concede 
that,  despite  the  new  reporting  re- 
quirements, they  still  don't  have  a  han- 
dle on  the  abuses.  "We  have  not  fig- 
ured out  how  things  are  changing," 
concedes  a  top  IRS  official. 

Give  the  agency  credit  for  ending  the 
days  when  national  accounting  firms  and 
white-shoe  law  firms  sold  abusive  shelters 
like  so  much  Tupperware.  But  as  scamsters 
go  underground  and  their  deals  get  more 
complex,  the  IRS  is  going  to  have  to  work  a 
lot  harder  to  keep  its  enforcement  drive 
from  stalling.  II 

-By  Howard  Gleckman 


CAPITAL 
WRAPUP 

BIG  BIZ  AND  TRIAL 
LAWYERS,  ALIGNED 

IT'S  NOT  OFTEN  that 
manufacturers  and  big  insurers 
march  in  lockstep  with  trial 
lawyers.  But  a  plan  to  create  a 
$140  billion  trust  fund  for 
asbestos  victims  has  these 
longtime  adversaries  singing 
from  the  same  hymn  book.  Such 
insurers  as  Liberty  Mutual, 
Hartford,  Nationwide,  Chubb,  and 
AIG  are  recruiting  small 
manufacturers  for  a  coalition  to 
oppose  the  Fairness  in  Asbestos 
Injury  Resolution  Act,  which  they 
call  a  $140 

Both  are 

fighting 

anew 

asbestos 

liability 

trust  fund 


billion  tax  on 

business.  The 

fund, 

designed  to 

protect 

companies 

from 

bankruptcy 

and  clear  tens 

of  thousands 

of  asbestos        ^^^^ 

suits  from  the 

courts  by 

paying  victims  directly,  would 

be  financed  by  companies  and 

insurers.  Critics  say  it  shifts  the 

cost  of  asbestos  liability  from 

large  corporations  such  as 

Honeywell  International  and  W.R. 

Grace  by  extracting  inordinately 

large  payments  from  smaller 

outfits.  The  upshot:  A  bill  meant 

to  help  business  could  bankrupt 

hundreds  of  small  companies, 

claims  the  new  Coalition  for 

Asbestos  Reform. 

Despite  criticisms  of  the  bill 
by  Republicans  on  the  Senate 
Judiciary  Committee,  Senate 
Majority  Leader  Bill  Frist  says  he 
will  bring  it  to  the  floor  this 
month.  And  President  Bush,  a 
backer  of  asbestos  reform,  has 
dispatched  Chief  of  Staff  Andrew 
Card  to  help  curry  support.  With 
business  bickering,  however, 
odds  are  that  yet  another  fix  for 
the  asbestos  mess  will  go  down 
in  flames. 

-Lorraine  Woellert 
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EUROPE 


DETROIT  EAST 

Eastern  Europe,  with  its  cheap  labor  and  high  skills, 
is  becoming  the  world's  newest  car  capital 


IN  THE  VERDANT  HILLS  NORTH  of 
Bratislava,  the  capital  of  Slovakia, 
workers  at  the  sprawling  Volkswa- 
gen plant  turn  out  efficiency-boost- 
ing ideas  as  steadily  as  the  Polo 
compacts  and  Touareg  sport-utility 
vehicles  gliding  off  the  production 
line.  One  recent  suggestion  was  to  bring 
emergency  repair  teams  inside  the  facto- 
ry instead  of  housing  them  outside  in  a 
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separate  building.  Body-shop  manager 
Holger  Nestler  quickly  gave  the  idea  a 
green  light,  setting  up  eight  glass  offices 
near  the  robots  that  each  SWAT  team 
tends.  With  the  repair  staff  a  mere  shout 
away  from  the  site  of  breakdowns,  down- 
time has  been  slashed.  Back  at  VW  head- 
quarters in  Wolfsburg,  Germany,  union 
bosses  rejected  the  same  idea. 

All  the  better  for  Bratislava.  The  Slo- 


vaks recently  won  the  bid  to  pre 
Audi's  new  Q7  SUV,  beating  out 
Western  European  plants  for  the  job  I 
Bratislava  factory,  which  now  churn  I 
250,000  cars  a  year,  is  the  most  profil 
of  42  VW  plants  worldwide,  thanks  t<| 
labor  costs,  flexible  manufacturing,! 
motivated  workers.  "The  secret  is| 
mindset  of  the  10,000  employees, 
culture  of  fighting  to  win,"  says  The 


! 


Only  China 
is  building 
up  its 
carmaking 
facilities 
faster 


Schmall,  the  40-year-old 
German  chairman  of 
Volkswagen  Slovakia. 
"The  unions  ask  us  how 
we  can  increase  busi- 
ness and  how  they  can 
help  create  jobs." 

That's  not  the  attitude 
of  VW's  truculent  Ger- 
man unions,  which  have 
saddled  it  with  the  high- 
est labor  costs  in  the  in- 
dustry—close to  $50  an 
hour  for  a  28-hour  work- 
week, some  20%  over  the 
already  high  average 
wage  for  German  auto 
workers.  In  contrast,  Slo- 
vaks cost  $6  per  hour 
and  work  40  hours  a 
week,  netting  VW  annual 
personnel  cost  savings  of 
$1.8  billion,  according  to 
analysts   at   Germany's 

Sal.  Oppenheim.  If  Schmall  needs  to 
production  suddenly  to  meet  a 
in  demand,  the  new  shifts  can  be 

iged  overnight.  In  Germany,  negotia- 

with  unions  to  alter  work-time  mod- 

in  take  up  to  six  months  and  cost 

in  overtime  premiums. 

r  Europe's  auto  industry,  the  old 

Curtain  countries  are  turning  into  an 

itment  paradise.   Skilled   labor  is 

p  and  flexible.  Factories  can  run  24 

s  a  day,  seven  days  a 

without  paying  ex- 

tve  overtime,  and 

rnment  officials  vie 

ffer  investors  the 
alluring    condi- 

(.  One  telling  statis- 

The    French    and 

nans    work    1,440 

is  a  year,  compared 

nearly  2,000  hours 

lovakia,  the  Czech 

tblic,  and  Poland. 

ie  East's  first  new 
plants,   like   VW 

slava    or    General 


Motors  Corp.'s  Opel  factory  in  Gliwice, 
Poland,  were  built  or  retooled  in  the 
1990s  and  have  since  become  perform- 
ance benchmarks  for  those  manufactur- 
ers. Now  a  second  wave  of  car  factories  is 
coming  on  line,  adding  almost  1  million 
vehicles  in  new  capacity  in  the  next  12 
months.  On  May  30,  Toyota  Motor  Corp. 
and  PSA  Peugeot  Citroen  inaugurated  a 
$1.8  billion  joint  factory  to  produce 
300,000  cars  a  year  in  Kolin,  a  city  of  al- 
most 30,000  about  an  hour's  drive  east  of 
Prague  in  the  Czech  Republic.  The  plant 
will  employ  3,000  workers.  "When  it 
reaches  [full  capacity],  Kolin  will  be  Toy- 
ota's most  efficient  factory  in  the  world," 
says  Shinichi  Sasaki,  president  and  CEO 
of  Toyota  Motor  Europe. 

Toyota  is  in  good  company.  Its  partner 
PSA  will  open  another  $1.3  billion  small- 
car  plant  in  Trnava,  Slovakia,  next  year 
with  annual  output  of  300,000,  creating 
3,000  jobs.  Hyundai  Motor  Co.  is  invest- 
ing $1.3  billion  in  a  similar-size  plant  in 
Zilina,  Slovakia,  for  its  Kia  brand,  which 
will  open  in  2006  and  employ  2,400 
workers.  Suppliers  investing  near  Kia  are 
expected  to  employ  4,000  more. 

Some  are  calling  this  super-concentra- 
tion of  carmaking  Detroit  East.  The  low- 
cost  corridor  from  Warsaw  to  Bucharest  is 
one  of  the  world's  fastest  growing  centers 
of  auto  manufacturing,  second  only  to 
China.  Since  1995  auto  makers  and  sup- 
pliers have  pumped  more  than  $24  bil- 
lion into  plants  in  Eastern  Europe,  main- 
ly in  the  Czech  Republic,  Slovakia, 
Hungary,  Poland,  and  Romania.  These 
are  all  growth  markets  where  auto  pur- 
chases are  rising.  The  real  goal  of  the 
buildup,  though,  is  to  provide  low-cost 
plants  that  can  ship  cars  to  Western  Eu- 
rope, where  consumers  buy  14.5  million 
cars  a  year,  compared  with  1  million  in 
Central  and  Eastern  Europe. 

Most  auto  makers  boast  at  least  one 
factory  in  Eastern  Europe  or  Turkey, 
which  is  fast  becoming  an  adjacent  car- 
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•Includes  benefits    "The  percentage  of  a  company's  European  auto  production  located  in  Eastern  Europe 
Data:  Bank  Sal  Oppenheim  Data:  CSM  Worldwide 


manufacturing  hub  (map,  pages  52-53). 
Next  year  auto  factories  in  both  places 
will  turn  out  some  2.3  million  vehicles,  in- 
cluding midsize  cars,  SUVs,  and  even  pre- 
mium models.  By  2010  the  number  is  ex- 
pected to  grow  to  3.8  million,  or  more 
than  20%  of  Western  Europe's  produc- 
tion, industry  experts  say.  "All  new  plants 
built  in  Europe  will  be  built  in  Central  or 
Eastern  Europe,"  says  Louis  Schweitzer, 
chairman  of  French  auto  giant  Renault, 
which  rolled  out  its  $6,000  Romania- 
built  sedan,  the  Logan,  across  Western 
Europe  in  June  to  brisk  demand.  Ulti- 
mately the  East  may  claim  as  much  as 
60%  of  Europe's  total  automotive  pro- 
duction, including  supplier  output,  says 
Josep  Fornos,  vice-president  and  general 
manager  of  Tenneco  Automotive's  Euro- 
pean shock-absorber  business. 

HORSEPOWER  AND  MOBILITY 

THE  CZECH  REPUBLIC  and  Slovakia  are 
the  hub  of  Detroit  East.  By  the  end  of 
2006  the  two  small  countries  will  be  pro- 
ducing some  2  million  cars  a  year,  com- 
pared with  a  mere  170,000  in  1990.  Slo- 
vakia alone,  with  its  tiny  population  of  5.4 
million,  will  produce  nearly  half  the  total, 
or  one  for  every  six  residents,  the  highest 
car  output  per  capita  in  the  world. 

Across  the  entire  region,  the  auto  in- 
dustry is  quickly  becoming  a  growth  en- 
gine. Volkswagen,  which  has  invested 
$1.8  billion  in  Slovakia,  is  the  country's 
largest  exporter.  In  the  Czech  Republic, 
autos  represent  20%  of  industrial  out- 
put. The  auto-driven  boom  is  also 
changing  the  landscape.  Roads  are  being 
paved  and  widened,  new  hyperstores  are 
being  built,  and  factories  are  mush- 
rooming. Ten  minutes  from  VW's 
Bratislava  plant  is  a  housing  enclave 
dubbed  "Hollywood  Hills"  by  the  locals. 
There  new  managers  live  in  gracious 
homes  with  neatly  manicured  gardens. 
Near  the  VW  plant  is  a  posh  private  club 
with  a  swimming  pool,  tennis  courts, 
and  an  upscale 
restaurant.  VW  em- 
ployees, who  can 
rise  through  the 
ranks  and  increase 
their  monthly  salary 
from  $420  a  month 
to  as  much  as  $840, 
nearly  double  the 
country's  average  in- 
come, are  focused  on 
education,  career 
moves,  and  mort- 
gages. "We  couldn't 
advance  in  the  past," 
says  Peter  Slovik,  a 


...so  auto  makers  are  building 
new  plants  there 
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team  leader  for  component  production 
in  Bratislava.  "Now  if  s  finally  possible." 
No  question,  moving  east  requires  big 
investments  in  training.  Getting  a  factory 
up  to  full  efficiency  can  take  a  year  or  two, 
managers  on  the  ground  say.  But  the  in- 
vestment pays  off,  since  Eastern  workers 
are  well-educated  and  highly  ambitious. 
"These  people  are  really  hungry.  They 
want  to  improve  their  fives,"  says  Stefaan 
Yandevelde,  head  of  Delphi  Corp.'s  elec- 
tric and  electronics  business  for  Europe. 

AN  INDUSTRY  IN  THE  BODY  SHOP 

THE  OPENING  of  this  low-cost  produc- 
tion zone  will  not  just  change  Eastern  Eu- 
rope. It  will  spark  a  dramatic  overhaul  of 
Western  Europe's  largest  industry.  Auto 
makers  and  their  suppliers  fuel  a  hefty 
3%  of  Western  Europe's  gross  domestic 
product,  employing  more  than  3  million 
workers  directly  and  another  12  million 
indirectly.  Yet  West  European  labor  costs 
in  the  industry,  at  an  average  $29  per 
hour,  are  among  the  highest  in  the  world. 
In  Central  and  Eastern  Europe,  they  are 
S3  to  $6  an  hoiuvAnd  the  competition  is 
about  to  become  (sen  more  pitiless  as  the 
first  China-built  <ars  from  Honda  Motor 
Co.  arrive  in  Western  Europe.  "People  are 

Kicking  Up  Dust 


waking  up.  This  isn't  about  competition 
between  Slovakia  and  Germany.  Its  also 
about  competition  between  China  and 
Europe,"  says  VW's  Schmall.  "The  only 
chance  for  Europe  to  compete  against  the 
U.S.  and  China  is  to  use  advantages  of- 
fered by  Central  Europe." 

Will  auto  makers  shutter  whole  plants 
in  the  West  as  they  move  east?  That- hasn't 
happened  yet.  Those  rushing  to  build  new 
factories  in  Eastern  Europe,  from  Toyota 
and  Hyundai  to  Peugeot  and  Renault,  are 
the  fittest  players  in  the  West  and  for  now 
can  keep  all  their  factories  humming.  But 
in  any  future  crunch,  analysts  say,  it  is 
less-efficient  western  plants  that  will  get 
the  ax.  Within  18  to  24  months,  PSA  will 
be  making  some  500,000  of  its  3-3  million 
cars  in  East  Europe.  The  Kolin  and  Trna- 
va  plants  should  translate  into  aftertax  la- 
bor savings  of  S 187  million  for  the  French 
auto  maker,  calculates  Sal.  Oppenheim 
analyst  Patrick  Juchemich. 

What's  more,  the  rise  of  Detroit  East  is 
giving  carmakers  a  powerful  hand  to  play 
in  their  union  negotiations  in  Western 
Europe.  It's  no  secret  for  GM's  German 
workers  that  the  Gliwice  plant  in  Poland 
can  turn  out  the  same  cars  for  S600  to 
$700  less  per  vehicle.  Worried  that  man- 


agement would  transfer  pro- 
duction of  the  Zafira  minivan 
to  Poland,  labor  leaders  at 
Opel's  Bochum  factory  last 
year  agreed  to  freeze  pay  lev- 
els until  2010.  In  return,  GM 
kept  the  bulk  of  Zafira  pro- 
duction in  Germany— but 
still  added  700  new  jobs  in 
Poland  for  a  new  Zafira  line. 
"Things  are  happening  in 
Western  Europe  that  you 
couldn't  imagine  two  years 
ago,"  says  Volker  Barth, 
president  of  Delphi's  Euro- 
pean operations.  "Without 
[demanding  higher  wages], 
people  are  willing  to  talk  about  \\"| 
Saturdays  and  Sundays." 

For  now  such  concessions  are 
to  save  jobs  in  the  West.  But  the  | 
tween  East  and  West  remains! 
"Western  factories  have  two  or| 
years  to  become  competitive.  If  1 
does  not  get  flexible,  companies 
where  there  are  competitive  condi 
says  Hari  N.  Nair,  managing 
Tenneco  Automotive  in  Europe, 
shakeout  will  come  as  investmer 
sions  are  made  for  next-generatioi 


More  and  more  auto  companies  are  setting 
operations  in  Central  and  Eastern  Europe 
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ind  managers  see  the  suc- 
of  rivals'    East   Europe 
egies.  "The  first  wave  will 
when  the  small  cars  from 
i  hit  the  Western  markets," 
Robert  Weissbarth,  a  prin- 
at  Booz  Allen  Hamilton.  "Then  there 
be]  a  huge  incentive  for  other  man- 
[airers  to  do  the  same." 
estern  Europe's  $160  billion  auto- 
'■ly  industry  has  begun  to  lead  the  ex- 
>.  Germany  alone  has   lost  some 
)00  jobs,  market  analysts  say.  While 
-  makes  up  10%  to  15%  of  auto  mak- 
osts,  it's  a  huge  20%  to  40%  for  sup- 
s.  Ailing  auto  makers  such  as  VW 


and  Opel  won't  even  accept  bids  from 
suppliers  if  their  parts  are  made  in  West- 
ern Europe,  suppliers  say.  "With  labor-in- 
tensive jobs,  [Germany  has]  no  chance 
against  countries  like  Romania  or  China," 
says  Manfred  Wennemer,  CEO  of  the  $15 
billion  German  auto-electronics  and  tire 
specialist  Continental. 

U.S.  supplier  Delphi,  like  others,  is  feel- 
ing the  squeeze.  It  has  closed  five  factories 
in  Britain,  France,  Spain,  and  Portugal 
and  boosted  Eastern  Europe  production 
to  30%  of  the  total,  up  from  15%  in  2000, 
setting  up  15  plants  there.  "I  have  to 
adapt  to  the  rules  of  the  game.  If  someone 
can  produce  cheaper,  we  will  lose  the 
business,"  Barth  said  at  a  recent  industry 
VERSATILE  The  conference  in  Barcelona  spon- 
Prague  plant  sored  by  Automotive  News. 

makes  Citroens,  Of  course,  the  cost  advan- 

Toyotas,  and  tage  of  producing  in  the  East 

Peugeots  won't  last  forever.  Over  the 

next  10  to  15  years  wages  will 
rise  there,  and  the  gap  with  Western  Eu- 
rope will  narrow.  Suppliers  such  as  Del- 
phi and  Nuremberg-based  Leoni  are  set- 
ting up  shop  in  Ukraine,  Belarus,  and 
Russia  for  labor-intensive  products  such 
as  wire  harnesses,  which  are  no  longer 
economical  to  make  in  the  Czech  Repub- 
lic. Czech  labor  costs  have  been  rising 
10%  a  year,  and  are  more  than  three  times 
higher  than  Ukraine's  $1.80  per  hour.  But 


industry  bosses  say  the  vital  gains  in  flex- 
ibility and  longer  working  hours  at  their 
new  East  European  factories  won't  disap- 
pear quickly.  New  greenfield  plants 
boasting  the  latest  improvements  in 
manufacturing  design  also  will  give  East 
Europe  a  boost  for  years  to  come. 

The  full  impact  of  Detroit  East's  man- 
ufacturing muscle  will  hit  Western  Eu- 
rope around  2008.  That's  when  the 
plants  will  reach  peak  capacity,  flooding 
the  Western  market  with  cars  that  enjoy 
a  newfound  pricing  advantage.  The 
surge  will  occur  just  as  Chinese  imports 
start  to  accelerate.  The  combined  effect 
on  prices  will  make  it  increasingly  diffi- 
cult for  laggards  like  Fiat,  Opel,  and 
Volkswagen  to  maintain  expensive  ex- 
cess capacity  in  the  West.  Wolfgang 
Bernhard,  manager  of  the  Volkswagen 
brand,  has  already  warned  that  closing 
plants  is  no  longer  taboo.  The  collapse  of 
the  Iron  Curtain  brought  about  a  politi- 
cal revolution  in  Europe.  With  the  rise  of 
Detroit  East,  it  has  produced  a  manufac- 
turing revolution  as  well.  II 

-By  Gail  Edmondson  in  Kolin,  with 

William  Boston  in  Hodkivice  and  Andrea 

Zammert  in  Franfiirt 
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Aldgate  East  n^u  o  -     L  LU  I 


EAST  LONDON 

Muslims  waiting 
to  pray  at  the 
local  mosque 


'1 


BRITAIN 


ARMING  MUSLIM  YOUTH 
WITH  A  FUTURE 

With  a  jobless  rate  twice  the  country's 
norm,  they  need  more  than  social  outreach 


THE  NEWS  THAT  THE 
deadly  bombings  of  three 
subway  trains  and  a  bus  in 
London  on  July  7  were 
likely  the  work  of  four 
British  Muslims  is  a 
nightmare  for  the  Muslim 
community.  They're  putting  British  Mus- 
lims under  examination  as  never  before, 
as  Britons  of  all  kinds  try  to  figure  out 
how  anyone  could  commit  such  acts. 

It  is  true  that  many  of  Britain's  1.6  mil- 
lion Muslims  live  in  a  world  of  relative  eco- 
nomic deprivation,  isolated  from  the  rest 
of  British  society.  Such  conditions  more  of- 
ten lead  to  a  life  of  petty  crime  than  radi- 
calism, say  sociologists.  But  with  Muslims 
underrepresented  in  politics  and  with  few 
role  models  in  wider  British  society  to  fol- 
low, some  young  Muslims  are  doubtless 
alienated.  At  a  time  when  overall  British 
unemployment  has  been  the  lowest  in 
decades  at  about  5%,  joblessness  among 
Muslims  still  approaches  15%,  according 
to  the  Office  of  National  Statistics.  The  rate 
among  Muslim  youths  is  22%.  British 
Muslims  also  rank  at  the  bottom  of  the  ta- 
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bles  in  school  degrees,  quality  of  housing, 
and  other  indicators. 

But  the  statistics  don't  capture  the  oth- 
er end  of  the  Muslim  experience:  the  in- 
creasing success  many  have  had  in  busi- 
ness, which  establishes 
them    in    the    main- 
stream of  British  eco- 
nomic and  social  life. 

Some  Muslims  hold 
top  financial  jobs  in 
the  City  of  London, 
while  others  cater  to 
local  needs  in  gritty 
neighborhoods.  Am- 
jad  Pervez  owns  a  food 
services  company  with 
70  employees  in  Brad- 
ford, a  small  city  near 
Leeds,  the  apparent 
hometown  of  the  bombers.  Pervez,  who 
emigrated  from  Pakistan  in  1969,  sup- 
plies fish  and  chips  shops  around  the 
northwest.  Today,  he  worries  about  his 
vans  being  torched  and  his  employees  be- 
ing beaten  up  by  xenophobes  bent  on 
avenging  the  London  attacks. 


Data:  Office  of  National  Statistics 


Yet  such  cor 
aren't  even 
radar  screen 
^^^^  meer     Mohar 

Choudrey, 
Chief  Executive  of  Bestway  Group, ; 
billion  London  wholesaler,  which 
plies  corner  stores  with  everything 
chocolate  bars  to  toilet  paper.  "We 
think  we  have  been  helped  or  hurt  \ 
ing  Muslims,"  says  Choudrey.  "I  do 
call  anyone  asking  me  about  rel 
That  is  how  insignificant  it  is." 

Indeed,  many  Muslims  are  movi 
the  economic  ladder.  Azad  Kanani. 
partner  in  Bloomsbury  accountinj 
Blinkhorns,  says  being  a  Muslin 
never  been  an  obstacle  for  him  p 
sionally  and  is  fading  as  a  factor  fdj 
ers.  A  generation  or  two  ago,  the  M 
community  "was  restricted  to  c 
shops  and  so  forth,"  he  says.  "No^ 
see  a  lot  of  Muslim  boys  and  gir 
coming  professionals." 

Like  others  in  their  community, 
lim  business  owners  recoil  a' 
thought  of  Muslims  committinj 
murders.  "I  am  appalled  that  so 
could  do  something  like  this  to 
selves  and  innocent  people,"  says  P 
who  says  "mindtwisters"  lurk  o 
fringes  of  Friday  prayers  at 
mosques,  ready  to  recruit.  Even  Mi 
who  make  it  to  university  aren't  a 
safe  from  such  enticements.  "Th 
alienated:  They  don't  know  how 
cialize,"  says  Pervez. 

Can  Muslim  business  help  soh 
problem?  In  Bradford— which 
rocked  by  ugly  race  riots  in  2001 
other  parts  of  West  Yorkshire,  a  g 
Asian  Trade  Links,  organizes  mem 
programs  and  ii 
ships  for  yc 
"They  get  to 
people  who  are 
cessful  and  [we 
they'll]  aspire 
like  them,"  say 
shad  Javed,  who 
Shabab  Restau 
a  catering  busin 
the  area. 

The  Muslim  ( 
cil  of  Britain,  a 
don  organizatio: 
been  meeting  wi 
dustry  and  government  officials  t< 
solutions  to  the  unemployment  pro 
"It  is  trying  to  do  a  lot,"  says  Kana 
active  member.  "But  it  could  do 
more  resources."  Resources  are 
needed  for  a  fight  that  must  be  won 
-By  Stanley  Reed  in 
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Vliaf  s  Holding  Back 
l  Flood  of  Russian  Oil 


T  A  COUPLE  OF  YEARS  AGO,  energy  analysts  were  marveling  at 
!  of  the  biggest  changes  to  hit  the  international  oil  market  in 
ades:  the  remarkable  renaissance  of  the  once  moribund 
^sian  oil  industry.  After  slumping  during  the  1990s,  Russian 
fde  output  has  rebounded  by  50%  since  1999.  Today,  Russia 

ts  daily  production  of  9.3  million  bar-  Oil  executives  also  blame  the  growth 
11%  of  the  world's  total,  just  behind  drought  on  recent  hikes  in  oil  taxes.  Pe- 
troleum companies  now  pay  89<t  a  barrel 
in  taxes  for  every  dollar  they  take  in  above 
$25  a  barrel,  up  from  68  <t  in  2003.  Jeff 
Currie,  head  of  global  commodities  re- 
search at  Goldman,  Sachs  &  Co.  in  Lon- 
don, says  it's  this  hike  in  costs,  rather  than 
the  recent  slowdown  in  production,  that 
has  had  the  most  important  impact  on  the 
global  oil  price.  "This  shift  in  industry 
economics  is  a  very  significant  issue,"  he 
says,  "as  the  cost  of  access  to  this  oil  has 
gone  up  tremendously." 

It  also  doesn't  help  that  rules  governing 
foreign  investment  in  the  industry  are  still 
unclear.  The  gov- 
ernment recently 
drafted  legislation 
forbidding  foreign- 
ers from  owning 
more  than  49%  of 
natural  resource  as- 
sets defined  as 
"strategic,"  includ- 
ing oil  and  gas.  But 
the  law  is  bogged 
down  in  Parlia- 
ment. Until  the  is- 
OVER  A  BARREL  sue  is  sorted  out,  most  major  foreign 

Russian  taxes  investment  is  on  hold, 

on  oil  have  risen  The  reai  problem  with  govern- 

dramatically  ment  oij  p0iiCy5  critics  say,  is  that 

there  is  none.  "Russia  unfortunately 
has  an  energy  policy  where  everyone  has  a 
say,  so  no  one  knows  who's  in  charge," 
says  Adam  Landes,  a  London-based  oil 
analyst  at  Russian  investment  bank  Re- 
naissance Capital.  With  huge,  cheap  re- 
serves, Russia's  oil  industry  still  has  plen- 
ty of  potential  to  attract  investment.  But  if 
recent  trends  are  any  guide,  no  one 
should  count  on  it.  ■ 

-By Jason  Bush 
in  Moscow 


li  Arabia.  But  if  Russia  is  pumping  so 
h  crude,  why  does  oil  cost  $60  a  bar- 
One  reason  is  that  Russia's  oil  boom 
)een  followed  by  a  dramatic  crunch. 
ter  expanding  by  11%  in  2003  and  9% 
)04,  growth  in  Russian  oil  production 
ed  to  just  3.6%  in  the  first  half  of 
5.  Some  deceleration  was  expected, 
he  scale  of  the  recent  slowdown  has 
i  more  severe  than  predicted.  "In  the 
couple  of  years  Russia  has  surprised 
le  upside.  This  year  it  has  surprised 
ne  downside,"  says  Stephen  O'Sulli- 
head  of  research  at  investment  bank 
ed  Financial  Group 
oscow. 

te  major  reason  for  the 
off  is  clear  enough: 
Kremlin's  two-year  le- 
assault  on  alleged  tax 
ii  at  Yukos,  which  dis- 
ibered  Russia's  No.  2 
ucer.  But  some  argue 
Yukos  is  not  the  whole 
anation,  and  that 
t's  crimping  oil  invest- 
is  a  broader  break- 
n  in  Kremlin  oil  policy. 

'fined  Policy 

iRE  IS  STILL  huge  un-    

linty,  for  instance,  about  ^^^~ 
rJier  the  state's  renationalization  drive 
end  with  Yukos.  On  July  8,  President 
imir  V.  Putin  confirmed  that  Gazprom, 
riant  state-owned  gas  concern,  is  in 
to  acquire  No.  5  oil  producer  Sibneft. 
»incidentally,  analysts  say,  Sibneft  has 
died  capital  investment.  This  year  it 
pend  $884  million  on  exploration  and 
infrastructure,  versus  $938  million  in 
I.  It's  still  unclear,  though,  if  the  acqui- 
n  will  take  place. 


^V  4 


GLOBAL 
WRAPUP 


INTEL:  THE  EU'S  LATEST 
ANTITRUST  TARGET 

REGULATORS  FROM  the 
European  Union  and  four 
European  countries  carried  out  a 
series  of  coordinated  dawn  raids 
starting  July  12  on  the  European 
offices  of  chipmaker  Intel  Corp. 
and  a  half-dozen  PC  makers  and 
distributors.  Investigators  are 
probing  claims  that  Intel  has 
abused  its  monopoly  in 
microprocessors  to  coerce 
customers  into  exclusive 
contracts  that  shut  out  rival 
chipmaker  Advanced  Micro 
Devices  Inc.  Most  such  raids  lead 
eventually  to  formal  cases  by  the 
EU,  but  any  antitrust  action 
against  Intel  likely  won't  come 
until  the  fall  at  the  earliest.  In 
cases  against  Michelin  and 
British  Airways  PLC,  regulators 
have  attached  limits  to  rebates 
and  other  incentive  programs  by 
dominant  suppliers.  Intel  could 
have  a  tougher  fight  in  the  EU 
than  it  might  face  at  home  in  the 
U.S.  because  EU  antitrust  law 
considers  harm  to  both 
competitors  and  consumers. 

SEOUL  GIVES  THE  NORTH 
A  POWER  BOOST 

SOUTH  KOREA,  in  an  effort  to 
defuse  the  nuclear  crisis  with  the 
north,  has  offered  Pyongyang  a 
vast  supply  of  badly  needed 
electricity.  The  offer  was  made 
by  South  Korean  Unification 
Minister  Chung  Dong  Young  in 
June  during  a  visit  to  the  north, 
but  was  kept  secret  until  July  12, 
when  U.S.  Secretary  of  State 
Condoleezza  Rice  visited  Seoul. 
The  south  would  supply  up  to 
2,000  megawatts  of  power  if 
North  Korea  agreed  to  dismande 
its  nuclear-weapons  program. 
North  Korean  leader  Kim  Jong  II 
made  no  commitment,  but  the 
offer  apparendy  played  a  crucial 
role  in  coaxing  North  Korea  to 
renew  long-postponed  six- 
nation  talks  on  the  nuclear  issue 
later  this  month. 
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Workplace  Labor 


Struggle  for  the 

Soul  of  the  AFL-CIO 

Two  union  honchos  battle  over  reform, 
power,  and  turf  on  the  eve  of  its  convention 


TENSION  WAS  HIGH  WHEN 
national  union  leaders 
gathered  in  Las  Vegas  last 
March  for  their  annual 
winter  meeting.  A  group  of 
dissident  unions  had  been 
hammering  at  AFL-CIO 
President  John  J.  Sweeney  for  months, 
criticizing  his  leadership  and  pushing  for 
dramatic  reform.  Typically  the  labor 
chiefs  at  such  gatherings  maintain  a  po- 
lite, clubby  veneer  even  when  they  dis- 


agree. But  this  time  the  lid  blew.  Jerry 
McEntee,  president  of  the  American  Fed- 
eration of  State,  County  &  Municipal  Em- 
ployees (AFSCME),  widely  seen  as  the 
power  behind  Sweeney's  throne,  and 
Service  Employees  International  Union 
(SEIU)  President  Andy  Stern,  who  heads 
the  dissident  faction,  shouted  and  cursed 
each  other.  Each  accused  the  other's 
union  of  poaching  new  members  in  a 
hard-fought  campaign  to  sign  up  50,000 
Illinois  child- care  workers. 

The  moment  spoke  volumes  about  the 
internal  battles  dividing  the  labor  move- 
ment. They  began  with  Stern's  attack  on 
Sweeney.  But  as  the  showdown  heads  to 
a  climax  at  the  AFL-CIO's  quadrennial 
convention  from  July  25-28  in  Chicago, 
where  Sweeney  is  up  for  re-election,  the 
battle  has  morphed  into  a  face-off  be- 
tween Stern  and  McEntee.  In  1995, 
McEntee  and  Stern  together  played  key 


roles  in  putting  Sweeney  into  office 
McEntee  and  his  top  aides  aga 
spearheading  Sweeney's  campaign  | 
this  time  it's  directed  against  Ster 
tacks.  Without  McEntee's  1.4 
member  union,  Sweeney's  reelec 
fort  would  collapse. 

Although  McEntee  has  agreed  o^ 
years  with  a  good  part  of  Stern" 
cisms,  the  two  now  are  at  logge^ 
over  several  issues:  their  views  on 
reverse  labor's  long-term  meml 
slide,  power  within  the  AFL-CIO,  a| 
institutional  interests  of  their  inc 
unions.  They  and  other  top  labor  U 
continue  to  search  for  a  compromiij 
barring  a  last-minute  face-saving  I 
looks  increasingly  likely  that  Stei 
quit  the  AFL-CIO. 

He  may  be  joined  by  some  of  I 
unions  with  which  he  founded 
group  called  Change  to  Win  Coaliti^ 
eluding  the  United  Food  &  Comr 
Workers  (UFCW);  UNITE  HERE, 
tile  and  hotel  union;  and  the  Inter 
al  Brotherhood  of  Teamsters.  If  tha 
pens,  internecine  warfare  could  re^ 
intertwined    relations     among 
unions  (page  58).  "Right  now  I  do^ 
any  realistic  possibility  of  a  mea 
compromise,"  says  John  W.  Wilhel^ 
No.  2  official  at  UNITE  HERE. 

FUTURE  VISION 

STERN  AND  MCENTEE  clash  V 
part  over  a  vision  for  labor's  future] 
leader  Stern,  54,  an  impatient  fornW 
dent  activist,  has  focused  relentlesj 
expanding  his  1.8  million-member  i 
making  it  the  fastest-growing  in  th 
As  he  sees  it,  the  union  movement 
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ew  AFL-CIO  president  who  will  ag- 
isively  prod  unions  to  organize  new 
itnbers,  especially  in  the  private  sector 

We). 

;  McEntee,  in  contrast,  believes  the  AFL- 
:<  should  focus  on  bulking  up  labor's 
tical  muscle.  The  70-year-old  labor 
Iran's  priority  is  reflected  in  the  reform 
Itform  the  AFL-CIO  recently  offered  in 
ixmse  to  Stern's  attacks.   McEntee 
jjld  lift  political  spending  to  a  third  of 
I  AFL-CIO's  budget— and  leave  organ- 
g  at  only  a  quarter.  This  reflects,  in 
IcEntee's  abiding  interest  in  poli- 
:  For  many  years  he  has  headed  the 
i. -CIO   committee  that   sets   labor's 
i  rail  electoral  strategy. 
Aitting  politics  first  also  meshes  with 
Entee's  institutional  interests  as  the 
d  of  the  nation's  largest  public-sector 
on,  where  membership  gains  depend 
vily  on  elected  officials.  AFSCME  has 
led  up  tens  of  thousands  of  new  work- 
by  getting  governors  to  grant  public 
•kers  the  right  to  form  unions.  McEn- 
concedes  that  political  muscle  is  key 
is  union's  growth  but  argues  that  it's 

ial  to  winning  gains  among  private- 
or  workers,  too.  "Labor  isn't  going  to 
e  significant  organizing  until  we're 
fc  to  change  people  in  political  office 

persuade  them  to  change  the  na- 
's  labor  laws,"  he  says. 
lie  two  leaders  have  been  clashing  for 
jral  years  over  both  realms— politics 

organizing.  In  the  heat  of  the  political 
son  in  2003,  McEntee  quit  the  board 
ui  influential  527  political  lobbying 
lp  Stern  helped  found  and  set  up  his 
n  527— risking  a  splintering  of  labor's 
tience  in  the  high-stakes  2004  Presi- 

ervice  Employees 
ent  Andy  Stern, 
eads  the  dissidents, 
what  each  wants 
L-CIO  to  do: 
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ions  to  focus  on  new-member 
nt.  His  six-union  group, 
)  Win,  wants  to  shift  more 
i  to  organizing. 
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irganizing  drives 
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dential  election.  This  year,  in  addition  to 
the  jurisdictional  dispute  over  child- care 
workers  in  Illinois,  AFSCME  and  the  SEIU 
battled  over  Iowa  child-care  workers,  too. 

POWER  AND  EGO 

IN  TRUTH,  THE  SPECIFIC  differences  be- 
tween the  two  men's  visions  aren't  all  that 
great.  Stern's  coalition  would  devote 
roughly  $35  million  to  organizing  by  re- 
bating federation  dues  to  unions  that  sig- 
nificandy  step  up  recruitment.  Sweeney 
and  McEntee  have  responded  with  their 
own  rebate  program.  The  bottom  line: 
Only  about  $5  million  separates  the  two 
sides  on  recruitment— a  pittance  when 
split  among  dozens  of  unions.  "It  would 
be  unconscionable  for  them  to  withdraw 
over  such  insignificant  differences,"  says 
AFL-CIO  Secretary-Treasurer  Richard  L. 
Trumka,  who's  running  for  reelection  on 
Sweeney's  slate. 

Nor  do  their  political  differences 
amount  to  much.  Sweeney's  proposals 
would  give  the  AFSCME  chief,  in  his  role 
as  top  political  strategist,  nearly  $40  mil- 
lion to  play  with  in  major  elections.  The 
challengers  haven't  specified  how  much 
they  would  shell  out  for  electoral  battles. 
But  Stern  clearly  takes  politics  seriously: 
The  SEIU  alone  spent  more  than  $60  mil- 
lion in  last  year's  election  cycle,  while 
AFSCME  spent  $42  million.  Stern  insists 
his  differences  with  McEntee  over  priori- 
ties speak  to  labor's  broader  revival  agen- 
da. "Spending  more  on  politics  makes 
sense  for  public-sector  unions,  but  labor 
needs  a  strategy  for  other  parts  of  the 
economy,  too,"  he  says. 

If  the  specifics  aren't  so  divergent, 
what's  all  the  feuding  about?  In  part,  it's 
power  and  ego.  If  Stern  unseats 
Sweeney,  McEntee  stands  to  lose 
his  long-held  kingmaker  role  in 
the  AFL-CIO.   Sweeney's   ego, 
too,  plays  into  the  drama.  For 
years  he  vowed  to  retire  when 
he  turned  70  in  2004,  but  he 
felt  dissed  by  Stern's  attacks 
and  dug  in  his  heels.  And  Stern 
has  put  his  reputation  squarely  on 
the  line  with  his  shakeup  effort. 


Still,  the  philosophical  differences  be- 
tween the  two  power  brokers  do  matter. 
McEntee  believes  labor  can  thrive  only  by 
maximizing  its  political  strength,  while 
Stern  thinks  unions  must  make  a  massive 
recruitment  push  even  if  they  can't  elect 
sympathetic  public  officials.  It's  true,  as 
critics  charge,  that  Stern  himself  has 
turned  the  SEIU  into  the  country's  largest 
union  primarily  by  enrolling  new  public- 
sector  members.  The  ambitious  leader 
hasn't,  they  point  out,  mounted  the  kind 
of  ground-floor  challenge  to  private-sec- 
tor employers  that  he  calls  for  publicly. 
Even  so,  Stern  insists  that  given  the  grow- 
ing clout  of  global  corporations,  unions 
have  no  choice  but  to  bulk  up  and  adopt  a 
private-sector  growth  strategy— a  tangi- 
bly different  take  than  McEntee's  politics- 
and-public-sector  approach. 

The  situation  has  striking  parallels 
with  1930s  debates  over  organizing  facto- 
ry workers,  who  craft  unions  all  but  ig- 
nored. That  led  dissidents  to  start  the  Con- 
gress of  Industrial  Organizations,  which 
eventually  broke  off  from  the  American 
Federation  of  Labor.  The  two  remained  at 
odds  until  they  finally  merged,  forming 
the  AFL-CIO  in  1955.  Unless  labor's  chief- 
tains find  a  way  to  reconcile,  history  may 
be  about  to  repeat  itself.  II 

-By  Aaron  Bernstein  in  Washington 
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Workplace  Labor 


THE  AFL-CIO 


This  Would  Be  a 
Very  Painful  Divorce 


If  organized  labor  goes  through  an  ugly 
divorce,  an  outcome  that  seems  to  be 
gathering  steam,  expect  divisive  spats 
over  everything  from  politics  to  money 
to  new  members.  For  now,  AFL-CIO 
President  John  J.  Sweeney  has  a  majority  of 
union  leaders  backing  him  for  reelection  at 
the  federation's  convention  in  late  July.  But 
dissident  unions,  which  recently  formed  a 
group  called  Change  to  Win  Coalition,  are 
threatening  to  pull  out  of  the  AFL-CIO  if  the 
federation  fails  to  undertake  major  reforms 
and  reelects  Sweeney. 

In  the  past  few  months  the  possibility  of 
a  breakup  has  pushed  antagonisms  sky- 
high,  and  tensions  will  only  worsen  if 
anyone  actually  decamps.  Even  if  the 
coalition,  led  by  Service  Employees 
International  Union  (SEIU)  President  Andy 
Stern,  breaks  off  into  a  rival  federation,  both 
groups  will  have  plenty  of  incentive  to  avoid 
open  warfare.  But  it's  also  possible  that  the 
maneuvering  could  degenerate  into  tit-for- 
tat  retaliation,  causing  nasty  rifts.  If  the 
coalition  unions  quit,  "you're  looking  at  the 
total  restructuring  of  the  AFL-CIO— no  more 
solidarity,  just  divisiveness,"  says  key 
Sweeney  backer  Jerry  McEntee,  president  of 
the  American  Federation  of  State,  County  & 
Municipal  Employees. 

At  this  point  the  threats  are  aimed  at 
swaying  union  leaders'  votes  to  one  side  or 
the  other.  For  example,  Sweeney  has  told  the 
AFL-CIO's  Building  &  Construction  Trades 
Dept.  to  kick  out  the  United  Brotherhood  of 
Carpenters,  which  left  the  AFL-CIO  in  2001 
over  displeasure  with  Sweeney's  leadership 
and  recently  joined  Stern's  coalition. 
Sweeney  has  tried  to  force  the  quasi- 
autonomous  department  to  dump  the 


Carpenters  several  times  but  has  been 
rebuffed.  Why?  The  Carpenters  often  are  the 
lead  union  on  construction  projects,  so 
other  building-trades  unions  could  lose  work 
for  their  members  if  they  kick  that  union  out. 
Now,  in  an  attempt  to  intimidate  coalition 
unions,  Sweeney  has  given  the  department 
what  he  says  is  a  firm  deadline— right  after 
his  reelection-to  oust  the  Carpenters. 

The  federation  president  has  followed  up 
with  a  threat  to  cut  off  other  unions  that 
mutiny,  too.  He  has  drawn  up  a  resolution  for 
the  convention  that  would  require  other  AFL- 
CIO  bodies  to  stop  doing  business  with 


Nasty  Feuds  Ahead? 


disaffiliated  unions.  This  could  be  pre- 
election posturing,  but  if  Sweeney  carries 
out  the  threat,  the  measure  could  wreak 
havoc  among  some  of  the  AFL-CIO's  600 
plus  state  and  local  entities.  At  the  Los 
Angeles  County  Federation  of  Labor,  for 
example,  the  SEIU  makes  up  about  a  thir 
the  union's  membership.  Yet  that  group's 
political  activism  has  been  held  up  by 
Sweeney  and  others  as  a  model  for  other 
such  state  federations.  It  could  be  dealt  z 
crippling  blow  if  Sweeney's  resolution  ton 
out  the  SEIU,  says  county  federation 
President  Ricardo  F.  Icaza.  In  fact,  Icaza 
might  have  to  leave  himself  since  he  is  al< 
president  of  Local  770  of  the  United  Food 
Commercial  Workers,  a  member  of  Stern' 
coalition  that  may  quit  the  AFL-CIO.  Chan 
John  W  Wilhelm,  No.  2  at  another  coalitic 
union,  UNITE  HERE:  "The  consequences 
the  ground  will  be  overwhelming  if  Sween 
pursues  this  scorched-earth  tactic." 

His  side  has  equally  divisive  ways  to 
strike  back.  The  Carpenters  union  could 
yank  some  $500  million  it  has  invested  ii 
ULLICO  Inc.,  a  labor-owned  insurance 
company.  Coalition  unions  also  could 
withdraw  from  the  AFL-CIO's  credit-card 
program,  which  earns  unions  $52  millior 
year.  And  in  June  three  coalition  unions 
fired  a  warning  shot  at  Sweeney  by  pullin 
their  members'  names  from  the  AFL-CIO 
master  political-contact  list.  The  two 
camps  would  probably  endorse  the  sam* 
candidates,  but  labor's  clout  could  dimir 
if  unions  don't  coordinate. 

Meanwhile,  Sweeney  and  other  AFL-CI 
officers  have  urged  allies  to  cut  off  the 
Amalgamated  Bank,  owned  by  UNITE  HE: 
if  that  union  exits  the  federation.  The 
Communications  Workers  of  America, 
staunch  Sweeney  allies,  recently  pulled 
$50  million  without  waiting  to  see  if  it  doe 

Publicly,  leaders  of  both  camps  decry  1 
partisan  sniping.  But  given  the  powerful 
emotions  at  play,  a  divorce  could  cause  ri 
that  might  undermine  labor's  clout— and 
take  years  to  heal. 

-By  Aaron  Bernstein  in  Washing 


The  unions  that  recently  formed  the  Change  to  Win  Coalition  say  if  Sweeney  retains  his  job  at  the 
AFL-CIO's  July  convention,  they'll  walk.  If  that  happens,  fights  could  break  out  on  many  fronts: 


FINANCIAL 

Unions  are  already  threatening  to 
pull  out  of  entities  controlled  by 
their  opponents,  including  ULLICO, 
a  labor-owned  life  insurer,  and 
labor-owned  Amalgamated  Bank 


LABOR  BODIES 

Sweeney  has  proposed  banning 
non-AFL-CIO  unions  from 
federation  bodies,  which  could 
tear  apart  some  state  and  heal 
labor  entities 


ORGANIZING 

There  would  probably  be  more 
turf  battles,  such  as  a  recent 
clash  between  the  SEIU  and  the 
AFSCME  over  50,000  Illinois 
child-care  workers 


POLITICS 

Some  of  the  dissident  unions 
already  have  demanded  that 
AFL-CIO  remove  their  memtx 
names  from  its  master  list  of 
political  contacts 
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Just  consider  for  a 
30  years  ago,  $10  billion  in  foreign  exchange 
transactions  occurred  over  the  course  of  one  day. 
Now  those  same  transactions  take  just  one  second. 


HAIN  REACTION 


Companies  are  finding  out  that 
by  synchronizing  all  facets  of  their 
global  supply  chain,  they  are  able 
to  dramatically  outstrip  rivals. 

There's  no  denying  it.  Global  trade  matters  immensely.  It 
creates  jobs,  fosters  growth,  increases  the  standard  of  living  in 
poor  countries,  and  promotes  economic  and  political  stability. 
And  while  countries  and  companies  push  exports  to  create  jobs 
and  generate  revenues  in  new  markets,  even  imports  hold  value 
by  lowering  consumer  prices,  keeping  interest  rates  and  inflation 
low,  and  exerting  competitive  pressures  on  the  market. 

As  international  business  has  increased,  so  has  the  importance  of 
the  supply  chain  as  a  source  of  enhanced  customer  intimacy  and 


Advertisement 


competitive  advantage.  If  that  sounds  radically  different  from 
the  way  things  used  to  be  viewed,  you're  right.  In  years  past, 
the  functions  of  the  supply  chain  -  how  and  where  parts  are 
procured  and  shipped  to  the  r~*  — 
strategic  cost  centers  whose 
savings.  Not  anymore.  Today,  smau  , 
properly  managed  supply  chains  have  the  power  to  drastically 
lower  costs,  decrease  cycle  times  in  bringing  new  products  to 
market,  increase  customer  satisfaction,  and  better  manage 
uncertainty  through  increased  flexibility. 

UPS,  in  collaboration  with  Harvard  Business  School  Pub- 
lishing, has  been  exploring  the  growing  strategic 
C  value  of  synchronized  supply  chains  through  a  series 

^^        of  international  symposia  called  Longitudes. 

^^        One    notable    participant    at    the 

^^        conferences    is   Victor   K.    Fung, 

^V  chairman  of  Li  &  Fung  Ltd., 


across  40  countries.  The  company,  which  boasts  annual  reve- 
nues of  $5.5  billion,  is  often  cited  as  an  example  of  the  sup- 
ply chain  of  the  future.  He  understands  that  his  company's 
success  and  agility  comes  from  continually  refining  a  net- 
work of  suppliers  across  the  globe.  These  partners  are  tapped  for 
specific  projects  based  on  their  expertise,  availability,  and 
cost.  For  example,  when  producing  clothing,  Fung  explains 
that  the  yarn  could  come  from  one  supplier,  be  woven  and 
dyed  by  another,  and  be  cut  and  sewn  by  a  third  party. 

Synchronized  commerce  takes  supply-chain  management 
to  the  next  level.  In  its  best  form,  it  means  coordinating 
all  the  steps  of  producing  and  delivering  a  product  to  the 
end  user.  Michael  Eskew,  chairman  and  CEO  of  UPS,  runs 
a  $36.6  billion  global  enterprise  whose  mandate  is  to  help 
its  customers  get  their  goods  all  over  the  globe  as  quickly 
and  efficiently  as  possible.  He  has  seen  firsthand,  through 
UPS  customers,  that  companies  engaged  in  international 
trade  must  now  navigate  geopolitical  tensions,  disruptive 
technologies,  emerging  economies,  new  consumer  expec- 
tations, and  demographic  shifts. 

Within  his  own  organization,  Eskew  and  his  management 
team  are  constantly  working  on  developing  the  flexibility 
to  overcome  any  one  of  these  obstacles,  all  in  an  effort  to 
better  serve  UPS  customers.  Not  surprisingly,  he  has  been 
an  early  and  vocal  proponent  of  synchronized  commerce 
as  one  of  the  most  important  business  strategies  for  the 
21st  century.  Says  Eskew:  "Through  synchronized  commerce, 
we  have  the  opportunity  to  move  from  the  operational 
efficiency  stage  of  the  supply  chain  to  the  customer 
intimacy  stage  -  the  strategic  high  ground." 


Advertisement 


A  Different  Mindset 

Simply  put,  this  strategy  is  about  coordinating  the  transport  of 
goods,  information,  and  funds  up  and  down  the  supply  chain 
to  make  the  most  of  supply  and  demand  cycles.  As  Eskew 
explains,  it  involves  bringing  into  sync  every  aspect  of  the 
order  management  cycle,  and  requires  exceptional  collab- 
oration among  suppliers  and  partners,  trust,  precision,  and 
accountability.  Companies  are  finding  that  delivering  this  new, 
more  agile  demand-driven  supply  chain  requires  more  than 
simply  a  logistics  overhaul.  It  requires  nothing  less  than 
changing  the  culture  and  mindset  of  the  organization. 


"Employees  can  spend  their 
time  servicing  customers, 
and  not  worrying  about 
logistics  issues." 

Bradbury  Anderson,  CEO  of  consumer  electronics  retailer 
Best  Buy,  understands  the  complexity  of  —  and  potential 
payoff  from  —  a  synchronized  supply  chain.  Two  years 
ago,  Best  Buy  began  a  major  effort  to  overhaul  how  the 
company  does  business.  Although  sales  were  growing, 
Anderson  and  his  senior  managers  knew  that  future 
growth  would  depend  on  superior  customer  service  as  a 
way  of  differentiating  the  company  from  its  competitors. 
Making  that  happen,  says  Anderson,  would  mean  giving 
store  managers  and  frontline  employees  the  power  to 
tailor  the  product  mix  and  marketing  to  suit  the  needs  of 
local  customers.  In  the  past,  Best  Buy  had  made  those 
decisions  from  corporate  headquarters. 


To  execute  this  new  strategy,  Best  Buy's  supply  chain 
processes  had  to  be  improved.  For  example,  before  this 
initiative,  if  a  particular  television  model  wasn't  selling,  there 
was  no  efficient  way  to  get  that  information  to  the  Chinese 
factory  making  it.  Now,  a  $130  million  investment  in 
technology  —  including  the  upgrade  of  its  inventory 
tracking  systems  —  will  streamline  the  supply  chain,  says 
Anderson,  and  help  Best  Buy  better  match  customers'  tastes 
with  what  vendors  are  manufacturing.  This  cuts  down  on 
unsold  inventory  and  helps  save  money. 

Despite  the  greater  complexity  of  this  new  business  and 
supply  model,  Anderson  says  the  idea  is  to  keep  store-level 
operations  simple,  with  the  corporate  supply  chain  absorbing 
the  complexity,  so  employees  can  spend  their  time  servicing 
customers,  and  not  worrying  about  logistics  issues. 

At  the  same  time,  Best  Buy  is  revamping  its  relationships  with 
its  vendors  by  sharing  its  own  research  about  customer  likes 
and  dislikes.  Unlike  in  the  past,  when  conversations  were 
limited  to  price  negotiations,  Best  Buy  executives  now  work 
with  vendors  on  improving  delivery  times  and  keeping  out-of- 
stock  items  to  a  minimum. 


■ 


"Today,  smart  companies 
realize  that  properly  man- 
aged supply  chains  have  the 
power  to  drastically  lower 
costs,  increase  customer 
satisfaction  and  better 
manage  uncertainty." 


Partnering  101 


Synchronizing  the  supply  chain  also  helps  pinpoint  where 
a  company  needs  help.  For  instance,  Williams-Sonoma, 
the  home  furnishings  company  with  $3.5  billion  in  sales, 
understands  that  its  expertise  is  in  designing  stylish  furniture 
for  every  room  of  the  home  through  its  three  core  lifestyle 
brands  —  Williams-Sonoma,  Pottery  Barn,  and  Pottery 
Barn  Kids.  Its  strength,  says  CEO  Edward  A.  Mueller,  is  not 
in  manufacturing  its  private-label  goods,  transporting  that 
furniture  to  customers'  homes,  or  managing  warehouses  to 
store  its  products.  "Our  business  is  exploding  but  logistics  is 
in  the  way  of  our  growth,"  he  says.  "We  have  to  get  our 
supply  chain  right  or  we  can't  grow." 

Synchronized  commerce 
is  transforming  business. 

When  it  comes  to  getting  goods  to  the  customer,  Mueller 
said  he  knew  the  right  partner  was  critical.  Two  years 
ago,  Williams-Sonoma  partnered  with  UPS  to  deliver  small 
packages.  Today,  UPS  is  running  the  company's  New  Jersey 
distribution  center  and  is  in  the  process  of  implementing 
a  daily  direct-store  delivery  program  at  every  one  of  the 
company's  250  Williams-Sonoma  and  190  Pottery  Barn 
stores.  And  Mueller  says  these  areas  of  collaboration  are 
just  the  beginning.  At  some  point,  he  says,  shipments 
could  go  directly  from  a  factory  to  customers'  homes. 

By  involving  UPS,  and  having  them  assume  even  greater 
responsibility  for  Williams-Sonoma's  supply  chain,  the 
company  can  focus  its  people,  especially  its  merchants, 
on  what  they  do  best. 


When  it  comes  to  getting 
.goods  to  the  customer,  the 
right  partner  is  critical. 

While  still  early  in  its  adoption  and  practice,  synchronized 
commerce  is  already  transforming  business.  In  just 
the  past  five  years,  American  companies  have  seen 
a  10%  improvement  in  cash-to-order  cycles  because 
of  improvements  in  the  management  of  the  supply 
chain.  But  this  is  just  scratching  the  surface.  Research 
shows  that  nearly  40%  of  retailers  have  no  strategy 
in  this  critical  facet  of  their  business,  a  gap  similar 
to  that  found  in  other  industries  across  the  board.  Getting 
each  aspect  of  the  supply  chain  to  work  in  concert  will 
not  happen  overnight,  says  Eskew.  It  will  require 
continued  investment  in  technology,  infrastructure,  and 
people.  Perhaps  more  challenging,  it  will  demand 
unprecedented  collaboration  and  transparency  among 
partners,  and  the  conviction  that,  indeed,  there  is  a  better, 
smarter  way  to  do  business. 


WHAT  CAN  BROWN  DO  FOR  YOU? 
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t  200$  United  Parcel  Service  of  Aroence  Inc.  UPS  the  UPS  hi.mdm.ifk,  and  (tie  cokM  brown  . 
tiademaiks  ol  United  Parcel  Seivice  ol  America,  tnc  All  rights  reserved 
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advertising  Of,  By, 
nd  For  the  People 

letting  consumers  to  create  ads  saves  a 
)n  of  money— and  builds  buzz 


DONOVAN  UNKS,  a  28- 
year-old  biotech  re- 
searcher at  Stanford  Uni- 
versity, spent  valuable 
minutes  every  day  for 
three  months  to  follow  an 
Audi  marketing  cam- 
gn.  The  ads  for  the  new  A3  hatchback, 
searing  in  magazines  and  on  TV,  bill- 
irds,  and  the  Internet,  wove  a  compli- 
ed serialized  mystery  of  a  stolen  car. 
ne  500,000  people,  according  to  Audi, 
eked  the  story  by  following  online 
es.  But  Unks  and  his  friend  Laura 
rstein  didn't  just  play  the  game.  They 
re  drafted  to  be  characters  in  the  plot 
ad  agency  McKinney  &  Silver  in 
imam,  N.C.,  after  they  answered  an  en- 
■pted  ad  that  only  solvers  of  binary 
ie  could  read  in  The  Hollywood  Re- 
ter.  In  their  Audi  roles,  the  two  drove 
night  to  a  music  festival,  crashed  a  par- 
were  blogged  about  by  fans  of  the  sto- 


ry, and  Webcast  worldwide  on  the  final 
night  of  the  drama  at  the  Viceroy  Hotel  in 
Santa  Monica,  Calif.,  on  June  30. 

Unks,  a  BMW-owner,  ignores  most  ads. 
"But  for  Audi  to  embrace  this  type  of 
gaming  changed  my  opinion  of  them,"  he 
says,  adding  that  he  long 
considered  Audi  just  a 
weaker  rival  to  BMW. 

That's  the  kind  of  mar- 
keting punch  that  compa- 
nies such  as  Nike,  Cingular 
Wireless,  General  Motors, 
Samsung,  and  others  are 
seeking  by  drawing  con- 
sumers into  the  ad-making 
process.  Instead  of  cajoling 
consumers  into  passively 
absorbing  ads,  the  idea 
now  is  to  get  the  public  to 
create  and  participate  in 
them.  In  a  time  when  con- 
sumers can  scrub  advertis- 
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THE  STAT 


40% 

Increase  in  the 
number  of  visitors 
to  the  Converse 
Web  site  since 
it  asked  fans 
to  create  ads 


ing  from  their  lap- 
tops and  distribute 
ad-free  amateur  ra- 
dio shows  online, 
marketers  are  giving 
away  some  control 
over  their  ads.  Their 
hope  is  that  the  pub- 
lic will  accept  them 
as  entertainment 
rather  than  advertis- 
ing. The  most  suc- 
cessful have  found  it 
a  way  to  spark  buzz 
and  get  creative  ads 
on  the  cheap. 

Audi  spent  $5 
million-plus  to  run 
"The  Art  of  The 
Heist"  game.  The 
carmaker  thinks  few 
online  gamers  will 
actually  buy  an  A3. 
The  real  goal  is  to 
generate  buzz  among  the  25-to-35-year- 
old,  upper-income  males  Audi  targets, 
says  Lee  Newman,  group  account  director 
at  McKinney  &  Silver.  "If  they  see  Audi  as 
inclusive  and  innovative,  we  hope  they 
won't  turn  our  messages  off,"  says  New- 
man. During  the  three-month  campaign, 
hits  to  Audi's  Web  site  were  up  140% 
from  last  year,  with  the  heaviest  traffic 
coming  from  the  "Heist"  game  sites. 
Dealers  got  10,000  sales  leads  and  han- 
dled some  3,500  test  drives. 

The  idea  of  letting  the  public  play  in 
the  ad  game  is  what  some  call  brand 
democratization.  In  May,  2004,  when 
Sausalito  (Calif.)  agency  Butler,  Shine, 
Stern  &  Partners  pitched  Nike's  $10  mil- 
lion Converse  account,  agency  co-creative 
director  John  Butler  persuaded  Converse 
executives  to  outsource  ads  to  fans.  Butler 
solicited  60-second  films  from  anyone 
with  an  idea  and  a  camera.  After  the  ini- 
tial seven  films  about  Converse  went  up 
on  the  Net,  more  films 
flooded  in.  "Our  cus- 
tomers tend  to  be  creative, 
and  we've  given  them  the 
biggest  canvas  we  have  to 
express  themselves— our 
advertising,"  says  Con- 
verse's global  marketing 
chief,  Erick  Soderstrom. 

The  pitch  attracted  31- 
year-old  Steve  Daniels  of 
Columbia,  S.C.  Using  10 
years'  worth  of  stinky  Con- 
verse sneakers,  he  shot  a 
film,  The  Amazing  Russell, 
about  a  man  jumping  a 
line  of  sneakers  on  a  vin- 
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tage  Schwinn  girl's  bicycle.  The  film  ran 
online,  and  then  on  MTV  and  elsewhere. 
Daniels  and  more  than  30  others  whose 
ads  played  on  TV  each  got  $10,000,  a  far 
cry  from  the  $300,000-plus  cost  of  a 
regular  30-second  TV  spot. 

Generating  81  artful  ads  so  far  at  a 
fraction  of  the  Madison  Avenue  price  is 
only  part  of  the  payoff.  Converse's  Web 
site  has  been  getting  400,000  unique 
visitors  a  month,  40%  more  than  before 
the  films  launched.  And  Converse  sales 
were  up  12%  in  the  recent  quarter.  En- 
listing brand  fans  as  ad  makers  gener- 
ates positive  buzz.  Earlier  this  year, 
GM's  Cadillac  Div.  put  out  a  call  for  films 
by  the  public  and  received  2,600  entries 
before  running  winners  on  Web  chan- 
nels like  msn.com.  Over  12  days  of  so- 
liciting films,  traffic  to  Cadillac.com  was 
up  300%  from  the  previous  year. 

MEREHUCKSTERISM? 

ENLISTING  CONSUMERS  as  ad  creators 
isn't  enough  for  some  to  see  beyond  the 
sales  pitch.  Even  Laura  Burstein,  who 
co-starred  in  Audi's  ad  game,  admits:  "I 
had  fun  but  felt  slightly  uncomfortable 
being  used  as  free  advertising."  And 
McKinney's  own  report  to  Audi  con- 
tained Web  postings  decrying  the  game 
as  mere  hucksterism. 

Still,  with  many  consumers  freely 
mixing  their  own  music  and  editing 
their  own  videos,  it's  naive  to  think 
they'll  sit  attentively  while  sales  pitches 
wash  over  them.  Those  attracted  to 
playing  at  advertising  are  called  "Gen- 
eration C"  by  some  marketing  experts. 
"The  'C  is  for  creative,  and  they're  part 
of  the  tsunami  of  consumer-generated 
'content^  on  the  Web,"  says  Trend- 
watching.com  director  Reinier  Evers. 

One  of  the  most  intriguing  tools  for 
letting  consumers  create  ads  is  the  cell 
phone,  but  unlike  with  telemarketing, 
consumers  place  the  call.  This  fall, 
Samsung  will  link  users  to  interactive 
billboards  in  Hollywood  and  Manhat- 
tan's Times  Square,  possibly  allowing 
them  to  put  text  messages  up  for  thou- 
sands to  see.  Sharon  Lee  Ricketts,  a  19- 
year-old  student  from  Corpus  Christi, 
Tex.,  recently  stood  before  the  22-story 
Times  Square  Nike  billboard  fingering 
her  phone.  By  means  of  a  toll-free  phone 
link  to  the  board,  she  was  using  her 
phone  to  customize  sneakers  she  was 
ordering  online  in  front  of  1,000  or  so 
onlookers.  "This  is  way  cool.  Look  what 
I  just  did.  I  just  controlled  that  whole 
board,"  she  marveled.  And  to  think  she 
only  set  out  to  buy  a  pair  of  sneakers.  II 
-By  David  Kiley  in  New  York 
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O.K.,  Roll  Up 

Your  Sleeve 

New  vaccines  are  arriving  but  the 
economics  are  still  a  challenge 


ACH  YEAR,  SOME  500,000 
to  600,000  children 
around  the  world  die  of  se- 
vere diarrhea  caused  by  ro- 
tavirus. It  is  one  of  the  top 
five  childhood  killers  in  the 
developing  world  and  a 
leading  cause  of  childhood  hospitaliza- 
tions in  the  U.S.  and  Europe.  Two  new 
vaccines,  from  GlaxoSmithKline  PLC  and 
Merck  &  Co.,  may  soon  fight  back  against 
this  menace.  Merck  filed  for  Food  &  Drug 
Administration  approval  for  its  RoTaTeQ 
vaccine  in  April,  and  Glaxo  is  in  talks  with 
the  FDA  on  a  filing  for  its  Rotarix. 

RoTaTeQ  and  Rotarix  should  be  po- 
tent weapons  against  rotavirus— but 
they  are  not  the  first  ones.  Wyeth  Phar- 
maceuticals won  FDA  approval  of  a  sim- 
ilar vaccine  in  1998.  A  year  later,  the 
serum  was  banned  in  the  U.S.  after  15 
cases  of  intussusception,  a  rare  intestin- 
al obstruction,  were  reported  among  the 
1  million  children  inoculated.  Although 
no  definitive  link  was  made  between  in- 
tussusception and  the  Wyeth  vaccine, 
Merck  and  Glaxo  have  been  extra-cau- 
tious, both  testing  their  vaccines  on  some 
75,000  children— an  enormous  clinical 
sample.  The  high  cost  of  these  trials  will 
likely  be  reflected  in  the  price  of  the  vac- 
cines, making  it  that  much  harder  for 
Third  World  nations  to  afford  them  for 
their  children,  who  face  the  greatest 
threat  from  rotavirus. 

The  saga  of  the  rotavirus  vaccine  re- 
veals the  conundrum  facing  vaccine  de- 
velopment. On  one  side,  societies  reap 
terrific  benefits:  Polio,  diphtheria,  small- 
pox, and  rubella  have  all  been  eliminated 
in  the  U.S.  thanks  to  vaccines.  But  drug 
companies  tend  to  focus  on  the  sky-high 
development  costs  required  to  minimize 
risks  that  are  inherent  in  giving  any 
medication    to    millions    of  children. 


What's  more,  insurers  and  governi 
agencies  have  held  vaccine  prices  at 
ficially  low  levels.  Consequently, 
the  need  for  vaccines  is  soaring,  ther 
only  five  suppliers  in  the  U.S.,  comp 
with  17  in  1980. 

Despite  these  stark  realities,  some 
executives  and  health-care  experts  be 
that  vaccines  may  be  poised  for  a  rei 
sance.  One  reason  is  that  infectious 
eases  continue  to  rack  up  huge  death 
AIDS,  tuberculosis,  and  malaria 
roughly  6  million  people  worldwide 
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WHOOPING  COUGH 

The  FDA  recently 
approved  two  booster 
vaccines  for  teens 
and  adults 
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ledicine 


ij-and  Western  governments  and 
idations  are  increasingly  willing  to 
j  development  of  vaccines  to  stop  these 
i  ;mics.  Vaccine  makers  are  also  target- 
I  new  and  potentially  lucrative  market: 
I  ts,  who  may  be  willing  to  pay  a  premi- 
:  or  protection. 

AISSANCE  OR  COINCIDENCE? 

I  CENT  FLURRY  of  vaccine  announce- 
\ts,  after  decades  of  quiet,  would 
ii  to  mark  renewed  interest  in  the 

In  June,  Merck  reported  successful 
ts  in  a  trial  of  the  first  vaccine  against 
*les,  a  painful  nerve  condition  in 
is.  The  FDA  recently  approved  a 
ter  vaccine  for  adolescents  and 
•ts  against  meningitis  and  two 
nst  whooping  cough.  At  a  seminar  in 

Glaxo  detailed  an  ambitious  pro- 

I I  to  launch  five  major  vaccines  over 
tiext  five  years,  for  rotavirus,  cervical 
her,  pneumococcal  disease,  influenza, 
[  meningitis.   Glaxo   expects   those 

ucts  to  add  $10  billion  to  $18  billion 
venues  by  2010. 

le  Bill  &  Melinda  Gates  Foundation 
dso  brought  new  energy  to  the  field, 
ng  pledged  hundreds  of  millions  of 
irs  to  researchers  trying  to  come  up 
vaccines  for  the  developing  world, 
world's  richest  countries  are  follow- 


ing suit:  The  Finance  Minis- 
ters of  the  Group  of  Eight 
industrialized  countries  just 
voted  to  create  incentives  for 
companies  pursuing  vac- 
cines against  malaria,  TB, 
and  AIDS. 

All  this  activity,  however, 
could  add  up  to  less  than  it 
seems.  The  G8  has  yet  to 
fund  its  vaccine  incentives. 
And  Wyeth  research  and  de- 
velopment President  Robert 
R.  Ruffolo  notes  that  virtually  all  the  vac- 
cines approaching  the  market  today  were 
put  into  development  10  to  15  years  ago. 
"Fm  not  certain  whether  we're  seeing  a  co- 
incidence of  approvals  as  opposed  to  a  re- 
newed interest  in  the  field,"  he  says. 

Ruffolo  and  other  pharmaceutical  ex- 
ecutives say  the  biggest  problem  is  the 
difficulty  vaccine  makers  have  in  recoup- 
ing their  development  costs.  The  FDA  is 
intent  on  eliminating  risks  when  inocu- 
lating millions  of  healthy  people,  making 
vaccine  development  slow  and  expensive. 

Once  a  vaccine  is  approved,  manufac- 
turers complain  that  they  have  little  pric- 
ing flexibility,  at  least  where  children  are 
concerned.  Most  U.S.  states  require  that 
children  be  vaccinated  for  12  diseases, 
but  many  insurance  plans  do  not  cover 


Many  of  the 
"new '  drugs 
have  been  in 
development 
for  more  than 
a  decade 


Irug  industry  is  focusing  once  again 
jrttling  diseases  with  novel  vaccines: 


SEVERE  DIARRHEA 

Merck  and  Glaxo 
could  soon  be 
marketing  vaccines 
in  the  U.S. 
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CERVICAL  CANCER 

Merck  and  Glaxo  are 
in  late-stage  trials 
of  vaccines  against 
the  virus  that  causes 
this  cancer 


A  Glaxo 

?arly 
testing 


TUBERCULOSIS  The 

Gates  Foundation  is 
funding  TB  research, 
but  a  vaccine  is  at 
least  a  decade  away 

k'liiini 


■> 


. 


AIDS  A  number 

L       of  possible  vaccines 
are  in  early  stages  of 
V^     development,  but 
}*•■    they  are  still  many 
years  away 


DENGUE  FEVER 

Glaxo  is  in  early 
human  trials  of  a 
vaccine  against  this 
mosquito-borne 
disease 


immunizations.  Instead, 
some  55%  to  60%  of  vac- 
cines in  the  U.S.  are  pur- 
chased by  the  federal  Vac- 
cines for  Children  program, 
launched  in  1994  to  provide 
vaccines  to  all  uninsured 
and  underinsured  children. 
The  lack  of  alternative  buy- 
ers allows  the  program  to 
keep  a  cap  on  prices. 

Vaccines  are  also  adminis- 
tered only  once  or  a  few 
times  over  a  person's  life,  further  narrow- 
ing the  drug  company's  opportunities  to 
earn  back  its  investment.  Wyeth's  Prevnar, 
introduced  in  2000  to  protect  children  un- 
der two  against  meningitis,  pneumococcal 
bacteremia,  and  other  pneumococcal  dis- 
eases, is  the  best-selling  vaccine,  with  an- 
nual sales  of  $1  bilhon.  Lipitor,  Pfizer  Inc.'s 
cholesterol-lowering  drug,  had  sales  of  $10 
billion  last  year. 

The  difference  in  sales  is  in  no  way  a 
reflection  of  value.  "No  other  medical  in- 
tervention can  deliver  as  much  bang  for 
the  buck,"  says  Hidde  Ploegh,  professor 
of  pathology  at  Harvard  Medical  School. 
A  2001  study  by  the  Centers  for  Disease 
Control  and  Prevention  found  that  for 
every  dollar  invested  in  childhood  vacci- 
nations, $5.80  was  saved  in  direct  med- 
ical costs.  When  indirect  benefits,  such 
as  reducing  the  time  parents  take  off 
work  to  care  for  sick  children,  was 
added  in,  the  amount  saved  was  $1770. 
Newer  vaccines  in  the  works  could  be 
even  more  cost-effective.  Merck  and 
GlaxoSmithKline  both  have  vaccines 
against  human  papillomavirus  (HPV)  in 
late-stage  clinical  trials.  HPV  is  implicat- 
ed in  almost  all  cases  of  cervical  cancer, 
the  second  leading  cause  of  cancer 
deaths  in  women  worldwide.  If  the  vac- 
cines are  approved,  they  will  be  the  first 
to  prevent  cancer.  Analysts  estimate  that 
a  single  inoculation  could  cost  as  much 
as  $300— but  insurers  or  governments 
may  be  willing  to  pay:  The  U.S.  alone 
spends  some  $5  bilhon  a  year  treating 
and  screening  for  cervical  cancer. 

Stamping  out  cervical  cancer  would 
be  an  obvious  public  good.  Yet  for  each 
vaccine  win,  there  is  an  ironic  psycho- 
logical toll.  "One  of  the  worst  problems 
facing  the  industry  is  the  very  success 
of  vaccines,"  says  Una  S.  Ryan,  CEO  of 
Avant  Immunotherapeutics  Inc.  "We 
[in  the  U.S.]  no  longer  know  what 
diphtheria  looks  like.  Now  we  only  no- 
tice the  side  effects  of  a  vaccine,  not  the 
disease."  Not  the  worst  problem  for  a 
modern  society  to  have.  ■ 

-By  Catherine  Arnst  in  New  York 
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What  happened  when  GM  wanted  to| 
accelerate  fuel  cell  testing? 

They  turned  to  Dow. 


GM  is  traveling  a  new  road  by  developing  fuel  cells  for  motor  vehicles. 
And  Dow  is  providing  the  hydrogen  and  plant  facilities  they  need  for 
large-scale  testing  for  industrial  and  automotive  use.  Fuel  cells  run  on 
hydrogen  and  oxygen  and  have  the  potential  to  help  reduce  our  dependence 
on  fossil  fuels,  while  delivering  nearly  twice  the  efficiency  of  a  conventional 
vehicle.  And  if  successful,  the  only  thing  they'll  emit  from  your  tailpipe  is 
clean,  clear  water.  Which  is  cool.  We'll  need  to  make  the  most  eco-efficient 
use  of  traditional  fuels  while  fuel  cell  technology  and  other  solutions  are 
explored.  Meanwhile,  the  journey  to  a  cleaner,  more  sustainable  future  is 
off  and  running. 

www.dow.com 
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Improved  daily 
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SciTech  Developments  to  Watch 


f  curry  power  and 
lotless  planes 

•Curry  really  is  a  spice  of 
.  It  seems  to  protect 
ople  against  Alzheimer's 
■ease-India  has  the 
rld's  lowest  incidence  of 
?  ailment— and  is  also  a 
tent  cancer  killer,  at  least  in 
,t  tubes.  The  latest 
dence  comes  from  the 
iversity  of  Texas  M.D. 
derson  Cancer  Center  in 
uston.  It  found  that 
Ircumin,  one  of  the  main 
jtlogically  active  chemicals 
(turmeric,  not  only  inhibits 
!  growth  of  melanoma  cells 
in  vitro  but 
also  induces 
w     the  cells  to 
commit 
l^^.      suicide.  The 
■p    study,  in  the 
■^^^     Aug.  15  issue 

-^      °f  Cancer, 
l^uVL    comes  on  the 
J^W^    heels  of 
(■lV       earlier 
^^  reports  that 

rcumin  can  kill  breast  and 
'on  cancer  cells. 
>  AeroVironment,  builder  of 
3  Dragon  Eye  and  other 
manned  aerial  vehicles 
AVs),  has  notched  a  record: 
ing  the  first  UAV  fueled  with 
uid  hydrogen.  The  slender, 
;i-foot-wingspan  plane  has 
jht  electric  engines 
'wered  by  fuel  cells,  which 
nerate  electricity  from  a 
emical  reaction  between 
drogen  and  oxygen  in  the 
'.In  2001  the  plane  soared 
97,000  feet,  a  record  for  a 
op  plane.  AeroVironment 
;ys  it  will  soon  offer  UAVs 
iat  can  stay  aloft  for  more 
an  a  week.  Applications 
•uld  include  patrolling 
>rders,  tracking  hurricanes, 
id-using  two  UAVs  in 
tation-servingasalow- 
jst  alternative  to  satellites 
r  local  telecom  networks. 


DEFENSE 


SONAR CAN  SEARCH 
UNDERGROUND,  TOO 


SEARCHING  FOR  terrorist 
hideouts  and  arms  caches 
may  soon  get  a  sonic  boost. 
U.S.  Army  researchers  at  Fort 
Huachuca,  Ariz.,  are  working 
with  Silicon  Graphics  Inc.  on 
sonar  for  use  on  land.  Like 
the  naval  variety,  it  could  be 
active— sending  sound  waves 
pinging  through  the  ground, 
which  couJd  also  reveal  land 
mines  (photo)— or  passive, 
sensing  unnatural  sounds. 
The  original  aim  was  to 
listen  passively  with  a  king- 
size  stethoscope  for 
anomalous  sounds,  which  an 
SGI  computer  in  a  Humvee 
would  analyze  to  identify,  say, 
a  hidden  factory  or  command 
bunker.  In  tests,  the  system 
easily  hears  a  pump  being 


used  to  pull  down  fresh  air 
for  people  to  breath.  And 
from  the  way  the  pump's 
sound  changes  as  it  passes 
through  a  bunker's  walls, 
"we  can  tell  how  big  the 
bunker  might  be  and  what 
it's  made  from,"  says  SGI 
exec  Bill  Bartling. 

In  mountainous  terrain, 
cave  hideouts  could  be 
detected  with  dart-like 
sensor-transmitters  that 
penetrate  the  earth  when 
dropped  from  a  plane  or  shot 
from  a  cannon.  If  no  telltale 
sound  is  heard,  the  Army 
could  switch  to  active  mode- 
shelling  the  mountain,  then 
searching  the  seismic  echoes 
for  signs  of  a  drastic  change 
in  density,  indicating  a  cave. 


MEDICINE 

WHY ROVER 
GETS  SICK,  BUT 
FIDO  DOESN'T 

AMONG  THE  GENETIC  traits  that 
distinguish  different  canine 
breeds,  there's  one  that  dog 
owners  wish  science  would 
improve  on— predisposition 
to  disease.  Dog  lovers  take 
heart:  Researchers  at 
Imperial  College  London  are 
exploring  the  canine  genome 
in  collaboration  with 
Britain's  Kennel  Club,  which 


has  more  than  a  century's 
worth  of  meticulous  records. 
By  correlating  these  data 
with  analyses  of  DNA  swabs 
from  dogs'  mouths, 
Imperial's  David  Balding  and 
Federico  Calboli  hope  to 
learn  why  certain  breeds  are 
more  disease-prone.  Their 
findings  could  point  the  way 
to  better  foods  and  veterinary 
drugs  and  help  breeders 
avoid  crosses  that  could  make 
matters  worse.  And  because 
dogs  and  people  share  many 
diseases  in  common,  the 
work  also  promises  to  help 
human  health. 
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STROKE  THERAPY 

A  FAMILY 
OF ROBOTS 
FOR  REHAB 

CLINICAL  TRIALS  over  the  last 
seven  years  showed  that 
stroke  patients  with 
impaired  arm  movements 
improved  twice  as  quickly 
when  a  robotic  arm 
developed  at  Massachusetts 
Institute  of  Technology 
augmented  their  exercise 
efforts.  Now,  MIT  aims  to 
develop  a  whole  family  of 
physical-therapy  robots. 

The  latest  one  is  a 
prototype  dubbed  Anklebot. 
It  fits  around  the  lower  leg 
and  challenges  patients  to 
move  their  ankles  in  ways 
that  will  improve  balance  and 
gait,  since  stroke  victims  are 
often  plagued  by  falls. 

Anklebofs  tactic  is  like 
that  of  the  earlier  MIT- 
Manus  robot  arm:  A  video 
screen  shows  an  exercise, 
such  as  connecting  dots  to 
draw  a  square.  Depending  on 
how  the  patient  responds, 
the  robo-arm  moves  the 
person's  arm  through  the 
entire  task  or  just  helps  it 
complete  the  exercise. 

Similar  bots  are  being 
developed  for  the  shoulder, 
elbow,  wrist,  and  hand.  And 
MIT  has  teamed  up  with  the 
Baltimore  Veterans  Admini- 
stration to  create  a  gym 
where  future  robots  will  put 
humans  through  their  paces. 
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The  Corporation  Brand  Buildin 


SOLE  SURVIVOR  Nike 

limits  AF1  runs  to 
pique  demand 


All  the  Rage 

Since  Reagan 

Nike's  Air  Force  1,  introduced  in  the  '80s, 
still  grabs  attention— and  huge  margins 


ONCE  THE  WORD  HITS 
the  street,  hundreds  of 
teens  start  lining  up  at 
stores.  So  strong  is  de- 
mand that  new  releases 
happen  only  on  week- 
ends—so kids  won't 
skip  school.  When  the  doors  open,  they 
sell  out  in  hours.  Tickets  for  the  current 
Eminem  tour?  The  new  iPod  music  play- 
er? Nope.  We're  talking  about  a  basic  bas- 
ketball sneaker,  Nike  Inc.'s  Air  Force  1. 

Launched  in  1982,  when  Ronald  Rea- 
gan was  in  the  White  House,  the  sneaker 
is  almost  pathetically  low-tech.  Yet  the  Air 
Force  1  remains  the  definition  of  urban 
cool.  And  while  Nike  Shox  runners,  Air 
Jordans,  and  the  Cole  Haan  and  Converse 
brands  helped  drive  record  earnings  of 
$1.2  billion  on  sales  of  $13.7  billion  in  the 
fiscal  year  ended  June  27,  the  AF1  played  a 
big  role,  too,  helping  Nike  reach  No.  48 
on  the  BusinessWeek  50  list  of  top  corpo- 
rate performers.  AF1  racked  up  an  esti- 
mated $1  billion  in  sales  and  generated 
profit  margins  of  70%,  say  analysts— dou- 
ble that  of  other  hit  sneakers.  Says  Tasha- 
la  Spellman,  a  16-year-old  AF1  devotee:  "I 
like  the  style."  She'd  better:  Spellman 
owns  10  pairs. 

How  do  you  keep  a  basic  sneaker  hot 
for  a  quarter-century?  Nike's  genius  is 


THE 

BUSINESSWEEK 

FIFTY 


that  it  has  managed  to  market  a  classic 
without  alienating  teens.  At  the  same 
time,  Nike  creates  consumer  longing  by 
keeping  supplies  tight  and  releasing  col- 
lectible versions  with  minimal  hype.  "Air 
Force  1  is  maybe  the  most  dominant  bas- 
ketball franchise  in  this  industry,"  Gary 
M.  DeStefano,  president  of  Nike  U.S., 
says.  "But  there's  a  way  to  keep  it  fresh." 

The  Air  Force  1  hit  the  basketball 
courts  and  urban  play- 
grounds in  the  '80s  and 
quickly  caught  on  with  black 
youth,  thanks  to  basketball 
star  endorser  Charles  Barkley. 
But  soon  Nike  began  building 
mystique— eschewing  regular 
marketing  channels  even  as  it 
restricted  supply.  AF1  adver- 
tising is  minimal  today.  Mostly,  Nike  lets 
the  customers— and  the  rappers— do  the 
talking.  In  2002,  for  example,  hip-hop's 
Nelly  rapped  about  "my  Air  Force  Is"  and 
generated  a  No.  1  hit.  And  such  is  the 
shoe's  cult  status  that  teenagers  hang  out 
at  NikeTalk.com  and  other  chat  rooms  to 
find  out  when  the  next  AF1  is  coming. 

Every  two  months  or  so,  Nike  unleash- 
es a  newly  tweaked  shoe— a  camouflage 
version,  say,  or  one  timed  for  Mardi  Gras. 
Each  release  involves  roughly  350,000  to 
500,000  pairs  of  shoes  shipped  nation- 
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The  Best  Performers 

it  doesn't 


wide,  and  each  store  gets  about  25 
"Nike  continues  to  control  the  mi 
place  so  diligently  they  create  pent 
mand  for  the  shoe,"  says  John  Sh 
analyst  for  Susquehanna 
Group,  an  investment  bank. 

Analysts  say  retailers  caught  di» 
ing  Air  Force  Is  receive  a  smaller 
tion  the  next  time  or  none  at  all.  1 
tailers  are  happy  to  play  ball:  After 
Air  Force  1  makes  money  and  drives 
fie.  Retailers  get  full  price  for  the  sho 
sic  versions  of  which  sell  for  $85  to 
Collectible  versions,  such  as  one  desi 
by  famed  grafitti  artist  Mr.  Cartoon, 
for  $180.  And  the  AF1  boosts  deman 
other  Nike  footwear,  says  Shanley.  N 
sell-through  rate— how  fast  a  produc 
off  shelves  in  the  first  week— avei 
20%-plus  of  inventory,  compared 
industry  average  of  10%.  The  sell- 
rate  for  AFls  is  100%. 

The  Air  Force  1  is  a  Nike  profit 

chine.  Shanley  estimates  that  the  cor 

ny  sells  each  pair  to  retailers  for  a 

$48.50  but  pays  just  $12  to  make  the 

Asia.  Since  the  design  h 

^     mained       essentially 

•  changed,  there  are  few  d 

opment  costs;  all  of  the 
and  lathes  have  been  fu 
.     predated.   And,   of 
Nike  no  longer  pays  a 
promote  them.  "It  dri 
much  richer  margin 
carry  an  endorsement 
Shanley  says. 

There's  no  telling  how  long  tin 
Force  1  will  remain  hot  in  the  fai 
sneaker  business.  "If  they  ever  get 
with  the  Air  Force  1,  or  if  kids  feel  th 
being  manipulated,  you  can  see  a 
itable  business  disappear  in  a  hurry," 
Jeffrey  Bliss,  president  of  sports 
Javelin  Group.  Until  then,  take  a  n 
and  stand  in  line,  as  Nelly  says,  "So 
get  to  stompin'  in  my  Air  Force  Is. 
-By  Stanley  Holmes  in 
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Never  be  intimidated. 
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Go  on.  Be  a  Tiger. 


For  a  high  performer,  preparation  is  the  antidote  to 
pressure.  To  see  how  we  can  help  your  business  become 
a  high-performance  business,  visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 
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Toshiba  recommends  Microsoft®  Windows®  XP  Professional. 


Satellite 

Smart  notebooks  for  every  budget. 
Starting  at  $799 

Tecra® 


The  reliability  business  demands. 
Starting  at  $999 

PprtegfL8 

Thin,  light  and  powerful. 
Starting  at  $1,599 

Qosmjo™ 

Notebook.  TV,  DVR  and  stereo  in  one. 
Starting  at  $1,799 

libretto 


Power  of  a  desktop  in  the  palm  of  your  hand. 
Starting  at  $2,099 

ToshibaByDesign.com/ultra 

1.800.TOSHIBA 


Portege    R200 

Style  and  performance  come  together 
in  an  elegant  ultra  portable. 


Intel    Pentium    M  Processor  Ultra  Low  Voltage  753 
for  faster  execution  of  instructions  at  lower  power 

Microsoft   Windows    XP  Professional 

Toshiba  EasyGuard" '■'  enhancements  for  increased 
mobile  security,  system  integrity,  network  connectivity 
and  overall  ease  of  use 

Starting  at  $2,099 


Toshiba 
Notebook  PC 

Since  1985 


- 


pentium 


Magnesium  alloy  chassis 

Exterior  casework  material  used  in  aerospace 
manufacturing  maximizes  durability  without 
adding  unnecessary  weight. 


60GB  hard  drive3 

Toshiba  micro-engineering 
fits  60GB  of  data  in  a  tiny 
1.8-inch  drive. 


Thin.  Light. 
Goes  for  hours. 

Toshiba  is  always  striving  to  make  notebooks  smaller,  thinner, 
lighter  —  without  compromising  functionality.  The  Portege"  R200 
is  the  latest  result  of  that  philosophy.  Its  sleek  chassis  is  built 
from  materials  similar  to  those  used  in  fighter  jets.  And  starting 
at  2.68  lbs.1  and  just  over  half  an  inch  thin,  it  still  has  enough 
battery  life  to  last  up  to  five  hours.2  Portability  plus  performance. 
Size  plus  stamina.  That's  360°  innovation.  That's  Toshiba. 


Where  can  innovation  take  you? 
ToshibaByDesign.com/ultra 


Hard  drive 
protection4 

/3D  accelerometer 
detects  free  falls 
and  quickly 
prepares  the  hard 
drive  for  impact 
to  help  protect 
your  data. 


Fingerprint  reader 

Embedded  biometric  sensor 
helps  prevent  unauthorized 
access  for  better  security. 


Up  to  five  hours  of  battery  life2 

Proprietary  battery  design  and  low-voltage 
processor  optimizes  battery  efficiency. 


:/ 


Innovation 


■■•?tered  trademarks  ol  n  or  its  subsidiaries  in  the  United  States  and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of 

Ml  other  trademarks  are  the  property  of  their  respect  .  hile  Toshiba  has  made  every  effort  at  the  time  of  publication  to  ensure  the  accuracy  of 

lability  are  all  subject  to  change  without  notice.  Toshiba  is  not  liable  for  pricing,  typographical  or  photography 
Reseller 'Retailer  pricing  products  may  vary.     2005  Toshiba  America  Information  Systems,  Inc.  All  rights  reserved. 
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Mix.  Match, 
And  Mutate 

"Mash-ups"—  homespun  combinations  of 
mainstream  services— are  altering  the  Net 


LOOKING  FOR  A  PLACE  TO 
live  last  year,  Paul 
Rademacher  pored  over  Sili- 
con Valley  rentals  on 
craigslist,  the  popular  online 
classified-ad  site.  But  the 
3D -software  engineer  grew 
frustrated  that  he  couldn't  see  the  prop- 
erties' locations  on  one  map.  So 
Rademacher  hacked  his  own  solution— a 
Web  site  that  combines  craigslist  rentals 
with  search  engine  Google  Inc.'s  map 
service.    The    listings    on    Housing- 


Maps.com  appear  as  virtual  pushpins  on 
maps  of  nearly  three-dozen  regions 
around  the  country.  Click  on  one,  and  up 
pop  the  details.  Since  its  public  debut  in 
April,  the  free  site  has  drawn  well  over  a 
half-million  unique  visitors. 

What  they're  all  seeing  is  nothing  less 
than  the  future  of  the  World  Wide  Web. 
Suddenly,  hordes  of  volunteer  program- 
mers are  taking  it  upon  themselves  to 
combine  and  remix  the  data  and  services 
of  unrelated,  even  competing  sites.  The 
result:  entirely  new  offerings  they  call 


"mash-ups."  They're  the  Web  versic 
Reese's  ("Hey,  you  got  peanut  buttj 
my  chocolate!")  Peanut  Butter  Cups 

"The  Web  was  originally  design] 
be  mashed  up,"  says  Google  Web 
oper  Aaron  Boodman,  the  27-yea 
creator  of  a  program  called  Grj 
monkey  that  makes  it  easy  to  creatt| 
use  mash-ups.  "The  technology  is 
growing  up  and  making  it  possible. 

That's  why  mash-ups,  named 
hip-hop  mixes  of  two  or  more  song:) 
starting  to  rock.  Chicagocrime.org 
lays  local  crime  stats  onto  Google 
so  you  can  see  what  crimes  were 
mitted  recently  in  your  neighborr 
Another  site  syncs  Yahoo!  Inc.'s  real-i 
traffic  data  with  Google  Maps.  Bool 
ro  notices  when  you're  shopping 
online  bookstore  such  as  Amazonl 
Inc.,  then  taps  into  several  other  stor| 
show  price  comparisons. 

WILD,  WILD  WEB 

MASH-UPS  PORTEND  BIG  change:] 
software   companies,   Web   sites, 
everyone  online.  No  longer  just  a  cc| 
tion  of  pages,  the  Web  is  morphing : 
sort  of  global  operating  system,  a  la 
crosoft  Corp.'s  Windows.  And  now, 
pie  are  learning  to  program  Web  2.0 1 
much  of  the  same  innovative  enerj| 
the  personal  computer's  early  days. , 
the  Wild  West  all  over  again,"  says 
Taylor,  a  Monster  Worldwide  Inc.  Weil 
veloper  who  created  Amazon  LigH 
fast-loading  version  of  Amazon's  site! 
also  includes  services  from  Googlej 
hoo,  and  others. 

The  upshot:  People  are  seizing! 
more  control  of  what  they  do  onlinj 
the  process,  those  efforts  are  putting  I 
on  the  bones  of  Web  services,  the  long! 
layed  promise  of  software  and  senl 
that  can  be  tapped  on  demand.  "Th^ 
taking  little  bits  and  pieces  from  a 
ber  of  companies  and  stitching  therJ 
gether  in  some  clever  way,"  AmsT 
Chief  Executive  Jeffrey  P.  Bezos  noteJ 
cently.  "You'll  start  to  see  the  real  pc| 
of  Web  services." 

At  the  same  time,  these  bottom-ujl 
forts  present  tough  challenges  fori 
sites  on  which  the  new  services  are  bl 
Mash-ups  often  use  the  data  without  I 
ing  first,  then  present  it  in  uninterl 
ways.  Not  surprisingly,  some  Web  site! 
erators  have  bitten  back.  Yahoo  initl 
blocked  one  mash-up  site  from  usinjl 
traffic  data  with  Google  Maps  befonj 
lenting,  and  Amazon  asked  Amal 
Light's  Taylor  to  change  how  it  linkej 
potential  rival  sites.  "All  this  definf 
keeps  us  on  our  toes,"  says  Jeffrey  S.  I| 
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USPS  Mail  Carrier 


Heather  Peck 

eBay  and  PayPal 
Systems  Engineering 


Buffy  Afendakis 

Sun,  Global  Account 
Manager 


Almar  Reyes 

eBay  Community 
Specialist 


eBay  Buyer 


Share  the  goods.  Looking  for  a  vintage  chrome  bumper?  An  avocado  green  blender?  You've 
come  to  the  right  place.  More  than  147  million  buyers  and  sellers  have  gathered  together  to 
make  eBay  the  world's  online  marketplace  -  and  create  a  serious  IT  challenge.  That's  why  eBay 
collaborated  with  Sun  to  ensure  unrivaled  scalability  and  availability,  thanks  to  a  next-generation 
architecture  powered  by  Java'"  technology  and  running  on  Sun  Fire'"  servers.  It  helps  eBay  bring 
more  goods  to  more  people,  faster.  The  engine  is  the  masses.  The  network  is  the  computer.'"  Share. 
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FIRST-RATE  RETIREMENT  PLAN,  THEY 
MAY  ALREADY  HAVE  A  STRATEGY. 


Why  do  they  work?  To  secure  a  Mare  as  ilrumrUhte  as  they  are.  As  an  employer, 
you  have  special  concerns  about  your  company's  retirement  plan.  It  has  to  work  for  your 
employees.  It  needs  to  work  for  you.  And  it  must  be  flexible  enough  to  handle  growth, 
evolution  and  change.  At  the  Principal  Financial  Group,8  we  understand.  We're  a  leader 
in  total  retirement  solutions  offering  401  (k),  Defined  Contribution,  Defined  Benefit,  ESOP 
and  nonqualified  solutions.  And  we  tailor  these  solutions  to  meet  the  needs  of  businesses 
of  any  size.  You  work  hard  to  make  sure  your  business  succeeds.  We  work  hard  to 
help  make  sure  everyone  involved  succeeds,  too.  So  at  the  end  of  the  day,  everyone 
gets  more  out  of  work.  To  learn  more,  contact  your  financial  professional,  principal.com 
We 
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ana  services  provided  by  Principal  Bank.  RXC  insured.  Annuities,  Insurance.  Retirement  Ptans.  Mutual  Funds  and  Other  Securities  are  not  nsured  by  the  FWC.  are  not  oMgaoom  or  deposits  for  Pnncipal  Bank  nor  guaranteed  by  Principal  Bank  and  Involve  risk.  reludaafl 
principal  invested.  The  Principal  financial  Group.'"  "The  Principal"  and  'Principal  financial  Group  and  Design"  are  registered  trademarks  at  Prince^l  finance  Servces.  Inc .  a  member  of  the  Princdal  finance/  Group.  DCs  Moines  W  50392  #379152)07 


formation  Technolo 


jzon's  Web  services  evangelist, 
ome  mash-up  software  presents  a  po- 
rial  danger  to  users  as  well.  Grease- 
lkey,  an  add-on  to  the  Firefox  brows- 
allows  the  quick  installation  of 
.vare  "scripts"  to  customize  the  way  a 
site  works  on  a  particular  PC. 
iks  could  write  malicious  scripts— 
to  secretly  log  keystrokes  to  steal  fi- 
cial  data,  says  Book  Burro  creator 
e  Andrews.  But  he  thinks  the  threat 
be  minimized  with  software  tweaks 
peer  review  of  scripts. 

XPENSIYER&D 

\NY  CASE,  NONE  OF  that  has  slowed 
mash-up  momentum.  For  one  thing, 
fczon  and  other  Web  giants  are  now 
iracing  the  mash-up  movement  by  of- 
lg  developers  easier  access  to  their 
i  and  services.  Moreover,  they're  pro- 


tembdng  the  Web 

raft  of  services  combines  the  data  and 
attires  of  two  or  more  sites  to  create  entirely 
!Wf  independent  offerings.  Here's  a  sampling: 

IICAG0CRIME.ORG 

b  developer  Adrian  Holovaty  took  Chicago  crime  stats  and 
;rlaid  them  on  search  engine  Google's  new  Maps  service. 
)e  in  an  address,  and  up  pops  a  map  detailing  the  latest 
)orted  crimes  nearby. 

KW  BURRO 

n  you  get  that  book  cheaper  than  on  Amazon.com? 
)grammer  Jesse  Andrews'  browser  add-on  software, 
lilable  at  bookburro.org,  automatically  searches  several 
line  bookstores  at  once  to  find  the  best  price. 

IUBLETRUST 

o,  two,  two  search  engines  in  one:  Computer  science  grad 
ident  Ashish  Gupta  mixes  search  results  from  Google  and 
ioo!  into  one  list  at  DoubleTrust.net. 


).C0M 

nazon.com's  search  site  now  allows  searchers  to  make 
eries  to  any  of  hundreds  of  specific  Web  sites,  from  The 
w  York  Times  to  NASA,  without  leaving  A9.  Essentially,  A9 
ers  are  creating  customized  mash-ups. 


imming  their  services  so  that  more 
iiputing  tasks,  such  as  displaying 
ps  onscreen,  get  done  on  the  users' 
rather  than  on  their  far-flung  servers. 
ides  speeding  up  the  experience,  the 
t  makes  it  easier  for  outsiders  to  add 
i  tweaks,  says  Google  Maps  product 
lager  Bret  Taylor. 

lie  appeal  for  Web  sites?  Mash-ups  of- 

a  way  for  them  to  tap  the  creativity 

hard  work  of  the  masses,  who  do  the 

"k  and  get  out  the  word— and  the  soft- 


ware—through blogs  and  Web  sites.  "We 
want  to  encourage  community  participa- 
tion," says  Paul  Levine,  general  manager 
of  Yahoo!  Local.  "It's  essentially  research 
and  development  and  marketing  for  us." 
The  results  are  often  remarkable. 
Chicagocrime.org,  for  instance,  combines 
two  services— a  Chicago  Police  Dept. 
crime  Web  site  and  Google  Maps— and 
lets  you  type  in  an  address  to  see  recent 
crimes  nearby.  The  site  attracted  1.2  mil- 
lion page  views  in  just  the  first  two  weeks 
after  it  began  in  May.  Creator  Adrian 
Holovaty,  a  full-time  Web  developer  at  the 
Lawrence  (Kan.)  Journal-World's  online 
unit,  thinks  there  may  be  a  business  in 
mash-up  creation. 

So  far,  mash-up  business  models  don't 
extend  beyond  running  a  few  Google  ads 
and  collecting  fees  for  sending  buyers  to 
e-commerce  sites.  One  reason  is  that 
most  Web  sites  don't 
allow  for-profit  use  of 
their    data    by    out- 
siders. But  as  traffic  to 
mash-ups  grows, 

companies  may  cut 
deals— especially  if 
mash-up  sites  spur 
new  markets.  Map- 
based  mash-ups,  for 
instance,  might  finally 
attract  ultra-local 
businesses  to  adver- 
tise on  the  Web. 

Or  Web  sites  may 
do  their  own  mash- 
ups.  Amazon's  A9.com 
search  site  is  essential- 
ly a  mash-up  that  can 
be  customized  by  each 
user,  who  can  query 
specific  sites  such  as 
The  New  York  Times  or 
NASA  without  leaving 
A9.  If  A9  can  become  a 
mash-up  middleman, 
empowering  mere 
mortals  to  remix  their 
Web,  it  could  get  a  leg 
up  on  rivals.  The  idea 
HBB^^^HM  may  have  corporate 
appeal,  too:  Startup  Rearden  Commerce 
Inc.  aims  to  create  a  Web  concierge  that 
lets  each  user  combine  the  services  of 
many  sites. 

For  now,  most  mash-ups  remain  high- 
tech  versions  of  Tinker  Toys.  After  all, 
how  seriously  can  you  take  "Google  Map 
of  the  Stars,"  which  zooms  in  on  sites 
such  as  Neverland  Ranch?  But  from  such 
whimsical  experimentation  the  next  tech 
blockbuster  often  emerges.  ■ 

-By  Robert  D.  Hofin  San  Mateo,  Calif. 
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What  direction  are  your 
employees  headed? 


62%  SAY  A  GOOD  EMPLOYEE 

BENEFITS  PLAN  KEEPS 

THEM  WORKING  FOR  THEIR 

CURRENT  COMPANY 

You  can  make  a  difference  by 
simply  offering  good  benefits. 
Studies  show  that  employees 
with  great  employee  benefits 
have  greater  peace  of  mind, 
work  harder  and  perform  better. 
To  help  your  employees  get  more 
out  of  work  call  1  -800-986-3343 
(ext.  80080)  or  visit  principal.com. 
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We  understand  what 
you're  working  for.9 
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NESTLED  AMONG  THE 
cozy  restaurants  and 
boutiques  of  Bad  Hom- 
burg,  a  wealthy  Frank- 
furt suburb,  is  a  hand- 
some 19th  century  villa 
with  stained  glass  win- 
dows. Inside  are  the  offices  of  Sauerborn 
Trust,  which  manages  some  $8  billion  for 
about  100  wealthy  German  families,  in- 
cluding the  Quandts,  the  family  that  con- 
trols BMW.  Jochen  Sauerborn,  who  with 
the  Quandts  founded  the  firm  in  1987, 
had  vowed  for  years  to  stay  independent. 
But  late  last  year  he  and  his  partners  sold 
out  for  about  $160  million  to  the  leading 
Swiss  bank,  UBS.  What  changed  his 
mind?  Sauerborn  says  the  Zurich  giant's 
commitment  to  private  banking  was  key. 
"All  the  [UBS  executives]  speak  the  same 
language  we  do,"  he  says. 


UBS  is  on  the  hunt  for  other  jewels 
like  Sauerborn  Trust.  A  creation  of  the 
$25  billion  merger  of  Union  Bank  of 
Switzerland  with  its  smaller  but  more 
aggressive  Basel-based  rival  Swiss  Bank 
Corp.  (SBC)  in  1997,  UBS  now  has  the 
largest  market  capitalization  of  any  Con- 
tinental European  bank— $875  billion. 
Yet  it  doesn't  want  to  be  a  financial  su- 
permarket like  Citigroup  or  HSBC.  In- 
stead, the  management  of  private 
wealth,  in  the  grand  Swiss  tradition,  is 
its  core  business.  UBS  has  almost  $2  tril- 
lion in  personal  and  corporate  assets  in- 
vested, among  the  world's  largest  pools. 

NEW  MILLIONAIRES 

WITH  ACQUISITIONS  such  as  Sauerborn, 
UBS  is  pursuing  a  bold  strategy  that  is  not 
without  risks.  It  is  expanding  rapidly  be- 
yond its  Swiss  base.  It  is  also  taking  on 


clients,  such  as  those  at  Sauerborn, 
had  chosen  not  to  put  their  wealth  i 
hands  of  a  big  institution.  But  UBS  fij 
if  it  can  win  the  confidence  of  thes 
business  families,  its  position  in  Eur 
largest  economy  will  get  a  boost. 

By  reinventing  the  art  of  Swiss  t 
ing,  UBS  has  quietly  become  one 
globe's  most  profitable  financial  in." 
tions.  Morgan  Stanley  forecasts 
pretax  profits  at  $8.9  billion  in  200 
8%  year-on-year  gain.  Revenues  are 
cast  to  hit  $37  billion.  Return  on 
should  outpace  a  wide  range  of  rival 
eluding  Citigroup,  Goldman  Sachs, 
Credit  Suisse  Group  (chart).  In  pi 
banking,  UBS  boasts  margins  of  clc 
50%,  and  it  holds  a  leading  position 
highly  fragmented  market.  UBS 
Peter  A.  Wuffli  is  confident  that  mor 
tiques  such  as  Sauerborn  will  bee 
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The  private- 
banlang 
business  at 
UBS  has 
margins  of 
close  to  50% 


available  as  the  increas- 
ing cost  of  regulation 
makes  life  tough  for 
smaller  wealth  man- 
agers. "We  feel  we  are 
just  at  the  tip  of  the  op- 
portunity,'' he  says. 

UBS's  operations  al- 
ready span  the  globe 
from  Sao  Paulo  to 
Shanghai,  making  it  eas- 
ier to  court  the  growing 
legions  of  newly  minted 
millionaires  and  spot 
companies  to  add  to  its 
stable.  Its  biggest  acqui- 
sition was  the  $12.5  bil- 
lion purchase  of  U.S. 
brokerage  PaineWebber 
in  2000.  But  the  deals 
keep  coming.  Sauerborn 
is  just  one  of  nine  mostly 
deluxe  money  manage- 
ment firms  Wuffli  has 
bagged  since  he  took 
over  as  chief  executive  in 
2003.  Among  other  re- 
cent acquisitions:  Merrill 
Lynch  &  Co.'s  German 
private-banking  busi- 
i  and  the  North  American  unit  of 
Bs  rival  Julius  Baer.  Wuffli  and  his  pri- 
S-bankmg  chief,  Marcel  Rohner,  are  on 
lookout  for  more  shops  to  acquire, 
ichner  just  got  even  more  clout  as  a 
lit  of  a  June  30  reorganization  that 
fed  U.S.  brokerage  operations  to  his 
cfolio.  Although  UBS's  private-bank- 
business  is  richly  profitable,  Rohner 
ds  to  boost  the  margins  of  its  broker- 
operations.  Huw  Van  Steenis,  an  ana- 
|  at  Morgan  Stanley  in  London,  also 
Isions  Rohner  pursuing  targets  such 
I.S.  Trust  Co.,  the  old-line  wealth  man- 
r  now  owned  by  Charles  Schwab  &  Co. 
tart  of  the  shuffle,  deputy  CEO  and  in- 
ment  banking  chief  John  P.  Costas  is 
•ping  down  to  manage  an  in-house 
ge  fund  and  trading  operation,  Dillon 
d  Capital  Management, 
ihe  boys  from  Zurich  are  acting  on  a 


UPSWING  AT  UBS 


Assets  under  management 
are  rising  again... 

TRILLIONS  OF  DOLLARS 

INVESTED  ASSETS 


plan  they  hatched  a  few  years  ago. 
Around  the  world,  customers  were  be- 
coming more  sophisticated  about  their  fi- 
nances, and  regulators  were  closing  in  on 
tax  havens.  Old  World  secrecy  and  discre- 
tion were  no  longer  as  important.  Clients 
were  far  more  interested  in  a  banker  who 
could  analyze  their  financial  needs  and 
deliver  performance  than  one  who  could, 
as  one  insider  puts  it,  find  a  nice  private 
school  for  their  children  or  a  walker  for 
their  dogs.  This  shift  spelled  trouble  for 
the  smaller  Swiss  banks.  But  UBS  execs 
realized  that  if  they  could  update  the  core 
of  Swiss  banking— money  manage- 
ment—they would  have  a  great  brand 
name  they  could  roll  out  worldwide. 

FOR  THE  LONG  HAUL 

THE  UPSHOT:  UBS  revamped  its  private- 
banking  operations  so  clients  could  ex- 
pect a  uniform  experience  whether  they 
were  in  Hong  Kong,  New  York,  or  Zurich. 
UBS  advisers  are  trained 
to  administer  a  lengthy 
interview  designed  to 
determine  the  client's  fi- 
nancial situation  and 
risk  appetite,  and  then 
tailor  a  package  of  in- 
vestments from  its  vast 
repertoire.  "It's  like  go- 
ing to  the  doctor"  to 
give  a  medical  history, 
says  Martin  Liechti, 
chief  of  private  banking 
for  North  America.  Rival 
private  bankers  use 
similar  techniques,  but 
UBS  has  used  the  ap- 
proach to  become  the 
top  wealth  manager  in 
Asia  and  a  force  in  Eu- 
rope and  the  Americas. 

Not  all  of  this  expan- 
sion is  producing  easy 
money.  UBS's  European 
private-banking  busi- 
ness outside  Switzerland 
lost  an  estimated  $186 
million  in  2004,  and 
competitors  wonder  how 
long  it  will  tolerate  such 
results.  Wealth  manage- 
ment, Wuffli  counters,  is 
"one  business  where  you 
do  need  a  long-term 
commitment." 

UBS's  wide  margins 
in  private  banking  give 
it  the  strength  needed 
for  lengthy  turn- 
arounds. Each  chunk  of 
new  money  generates 
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...which  is  buoying  an 
earnings  recovery... 

BILLIONS  OF  DOLLARS, 

BEFORE  AMORTIZATION  AND  GOODWILL 
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•GOLDMAN  SACHS  ESTIMATE 
Data:  UBS,  Goldman  Sachs  &  Co..  Morgan  Stanley 


fees  of  1%  or  more  per  year,  but  the 
added  cost  of  managing  it  is  next  to 
nothing  because  UBS  can  use  the  same 
back-office  and  investment  programs. 
Most  customers  tend  to  be  loyal  and  not 
sensitive  to  UBS's  fees,  which  are  hard  to 
figure  out  in  any  event  because  some 
charges  are  embedded  in  the  products. 
Since  its  name  is  now  known  worldwide, 
UBS  finds  it  easy  to  attract  more  mon- 
ey—$16.3  billion  in  the  first  quarter  of 
2005.  As  king  of  the  hill,  the  bank  can 
spend  more  on  advisers  and  marketing 
than  rivals  can."  It  is  tough  to  see  anyone 
catching  up  with  them,"  says  Richard 
Ramsden,  a  banking  analyst  at  Goldman 
Sachs  in  London.  "If  anything,  the  gap 
widens  in  five  years." 

Just  five  years  ago,  though,  UBS  was 
floundering.  Disgusted  with  its  poor  per- 
formance, longtime  asset  management 
clients  were  pulling  out  money— $53  bil- 
lion in  2000  alone— and  UBS  was  virtual- 
ly unknown  in  the  U.S. 
market.  What  turned 
things  around?  In  asset 
management,  Wuffli 
veered  away  from  a  con- 
servative, value-style  ap- 
proach that  turned  off 
investors.  UBS  hustled 
to  offer  its  clients  so- 
called  alternative-in- 
vestment products,  in- 
cluding hedge-fund-style 
plays  and  the  chance  to 
move  into  private  equity 
and  real  estate.  These 
products,  which  typical- 
ly earn  much  higher  fees 
than  run-of-the-mill 
mutual  funds,  now  ac- 
count for  12%  of  UBS 
portfolios,  vs.  3%  in 
2000.  One  hot  per- 
former: a  synthetic  se- 
curity called  a  PERLES 
that  bets  on  a  basket  of 
five  Brazilian  stocks.  It's 
up  close  to  60%  since 
being  issued  a  year  ago. 
UBS  execs  insist  that 
today's  hedge-fund 
woes  won't  hurt  them 
because  they  are  mas- 
ters at  spotting  lemons. 
UBS  is  the  leading  pur- 
veyor of  "funds  of 
hedge  funds,"  a  fast- 
growing  segment  of  the 
alternative-investment 
industry.  Global  Asset 
Management  (GAM), 
the  London  fund  man- 
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and  boosting 
equity  returns 
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ZURICH  Wuffli  believes 
global  wealth  management| 
largely  untapped 
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ager  UBS  bought  from  financier  Gilbert 
de  Botton  in  1999,  is  the  main  manager 
of  the  $477  billion  it  has  invested  in 
those  funds.  Rivals  say  UBS  doesn't  have 
better  people  or  products,  but  that  it 
runs  a  bigger,  more  efficient  machine. 
"This  is  the  best  asset  gatherer  the  world 
has  ever  seen,"  says  a  rival. 

Although  private  banking  is  a  primary 
focus,  UBS  has  also  climbed  into  the  big 
leagues  of  investment  banking  and  trad- 
ing, where  other  European  banks  have 
flopped.  For  the  first  half  of  2005,  UBS  was 
world  leader  in  global  equity  deals,  with 
$19.1  billion,  and  the  fifth-largest  in  merg- 
ers and  acquisitions,  with  $245.8  billion, 
says  Thomson  Financial.  The  risk-free  rev- 
enue that  comes  from  private  banking  can 
buy  plenty  of  firepower  in  investment 
banking,  from  traders  to  analysts,  and  puts 
UBS  in  a  position  to  take  greater  risks.  In 
the  U.S.  in  the  first  half  it  ranked  third  after 
Goldman  and  Morgan  Stanley.  UBS  repre- 
sents Gillette  in  its  proposed  $57  billion 
merger  with  Procter  &  Gamble,  and 
MBNA  in  its  $35  billion  sale  to  Bank  of 
America."They  do  business  in  a  quality 
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way,"  says  Jack  Levy,  co-chairman 
for  global  M&A  at  Goldman,  which 
worked  with  UBS  on  Gillette. 

Chairman  Marcel  Ospel,  55, 
who  ran  SBC  before  the  merger, 
has  been  in  on  all  key  moves.  That 
he  is  the  only  one  allowed  to 
smoke  inside  Zurich  headquarters 
suggests  how  much  clout  he  re- 
tains. "All  roads  lead  to  Ospel,"  re- 
marks one  insider.  Ospel  was  the 
brains  behind  a  stream  of  acquisi- 
tions by  SBC,  starting  with  O'Con- 
nor &  Associates,  a  cutting- edge  Chicago 
trading  house  SBC  bought  in  1990.  In 
1997,  SBC  effectively  took  over  Union 
Bank  of  Switzerland,  which  was  rocked  by 
derivatives  losses,  and  adopted  its  name. 
If  Ospel  is  the  man  who  built  UBS,  Wuf- 
fli is  the  executive  who  makes  it  work.  He 
was  elevated  to  CEO  after  serving  as  chief 
financial  officer  and  then  as  head  of  asset 
management.  Wuffli  was  a  business  re- 
porter for  Switzerland's  Neue  Zurcher 
Zeitung  newspaper  before  joining  McKin- 
sey  &  Co.  in  1984.  In  1994  he  left  to  be- 
come CFO  of  UBS.  Insiders  give  the  boyish 
47-year-old  a  lot  of  the  credit  for  per- 
suading the  various  parts  of  UBS  to 
work  together.  "You  can  express  an 
opinion  without  it  being  a  prejudicial 
thing,"  says  Huw  Jenkins,  the  bank's 
new  investment-banking  chief.  Wuffli 
also  belies  Switzerland's  reputation 
for  secrecy  by  publishing  reams  of  in- 
formation: Last  year's  annual  results 
came  in  three  volumes.  And  Wuffli  is 
huffing  and  puffing  to  keep  the  stock 
price  up,  returning  about  70%  of  cash 
flow  to  shareholders  through  buy- 
backs  and  dividends. 

One  key  Wuffli  strategy  is  the  drive 
to  get  investment  banking  business 


The  Swiss 
giant  has 
even  made  a 
mark  in  U.S. 
investment 
banking 


from  wealth-management 
The  investment  bank,  for 
creates  lots  of  "structured 
ucts"  for  private-banking 
These  might  be  securities 
a  floor  under  a  large  stock  p< 
or  bet  that  the  dollar  wi 
Goldman's    Ramsden    es 
that  UBS  makes  10%  to  15% 
securities  revenues— aroun 
billion— from  private-client 
ness.  UBS  executives  also 
wealthy         money-manag 
clients  will  favor  its  inv< 
bank  when  they  wish  to  sel 
companies  or  raise  money. 
What  could 
the  bank?  UBS 
vulnerable  to 
gyrations.  Alt 
profits  rose  ove 
the  first  quarte 
vestment  bankin 
fered  from  a  fall 
the  equity  and 
income  busim 
Improving  profit 
at    Wealth    Ma 
ment  USA,  most 
old  PaineWebbei 
ness,  has  been  a  struggle.  Wuffli  cor 
that  PaineWebber  today  probably  w 
n't  fetch  the  $12.5  billion  he  paid 
Yet,  he  insists,  "If  we  hadn't  bought 
wouldn't  be  anywhere  in  U.S.  invest 
banking,  and  we  wouldn't  be  a  $ 
wealth  manager." 

Meanwhile,  Switzerland  remain* 
because  UBS  books  about  40%  of  it 
enues  from  there.  But  the  old  pledj 
anonymity  are  fading.  The  bank  cl 
scrutinizes  clients  and  makes  a  clea 
tinction  between  criminal  activity,  \ 
includes  tax  fraud,  and  tax  avoid 
which  Swiss  law  does  not  recognize 
criminal  offense.  Each  year,  UBS  re1 
clients  who  may  be  "politically  expo 
including,  says  Wuffli,  "ministers,  1 
of  state,  and  kings,  and  [we]  form  a_ 
ment  about  whether  they  are  accept? 
These  days,  UBS  can  afford  to  sacri 
billion  or  two  from  a  politico  in  the 
light  The  latest  crop  of  millionaire 
compensate  for  the  loss.  ■ 

-By  Stanley  Reed  in  Zurich 
Emily  Thornton  in  New 


For  a  first-person ! 
at  UBS's  private-banking  services  and  its 
strategy  in  Asia,  go  to  www.businessweek 
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In  Salvador  da  Bahia,  Brazil,  3-6  October  2005 
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ITU  Telecom  Americas  2005  combines  the  right  technologies,  information  and  people 
at  the  region's  most  influential  telecommunications  event.  Through  a  major  Forum 
and  Exhibition,  we  provide  the  right  platform  for  you  to  grow  your  business,  network 
with  the  industry's  top  names  and  help  shape  the  future  of  telecommunications  in  the 
Americas,  itutelecom@itu.int  Tel.:  +41  22  730  6161  Fax:  +41  22  730  6444 
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YOU'VE  GOT  STANDARD  &  POORS 


At  Standard  6c  Poor's  our  analytic  services  are  performed  as  entirely  separate  activities  in  order  to  preserve  the  independence  and  oj 
credit  ratings,  is  held  in  confidence.  Our  analysts  do  not  disclose  non-public  information  outside  their  specific  analytic  areas. 


Give  the  future  a  warm  embrace. 


en  it  comes  to  stocks,  ask  the  question  good 

financial  advisors  never  grow  tired  of  answering: 

'What  does  S&P  think? 
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ic  process.  All  non-public  information  received  during  any  analytic  process,  including 
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Motor  City's 
Motor  Mouth 

Peter  DeLorenzo  blasts  the  Big  Three 
on  his  blog— and  then  they  hire  him 


. 


IF  IT'S  WEDNESDAY  IN  DETROIT, 
then  if  s  likely  that  everyone  from 
Ford  Chairman  and  Chief  Execu- 
tive William  C.  Ford  Jr.  on  down  is 
logging  on  to  Autoextremist.com  to 
catch  Peter  M.  DeLorenzo's  weekly 
rants,  raves,  and  often  astute  obser- 
vations about  the  car  industry.  DeLoren- 
zo's six-year-old  site  draws  some  65,000 
readers  a  week  and  could  soon  rival  the 
industry  bible,  Automotive  News,  in  popu- 
larity and  clout. 
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In  a  typically  brash  posting,  DeLoren- 
zo, a  53-year-old  former  ad  executive,  re- 
cently called  Mercedes-Benz  Chief  Eck- 
hard  Cordes  and  Toyota  Motor  Corp. 
Chairman  Fujio  Cho  "boneheads"  for 
making  what  he  considered  stupid  pub- 
he  statements.  Cordes  said  that  trying  to 
get  to  the  top  of  J.D.  Power  &  Associates 
Inc.'s  quality  ranking  might  be  more 
trouble  than  it  was  worth.  (J.D.  Power, 
like  BusinessWeek,  is  owned  by  The  Mc- 
Graw-Hill Companies.)  Cho  mentioned 


that  Toyota  might,  in  a  rare  act  of  c] 
rate  diplomacy,  raise  prices  to  hi] 
struggling  General  Motors  Corp.l 
more  cars.  The  only  kind  words  the{ 
cible  blogger  had  were  for  GM,  of  all 
parties:  DeLorenzo  liked  its  decisii] 
sell  the  2006  HHR  retro-styled  wagc| 
a  reasonable  $15,990  to  $18,790. 
think  GM  nailed  it,"  he  wrote. 

NO  DETAILS 

YOU  MIGHT  THINK  DeLorenzo 
feel  obligated  to  let  on  that  he  worh 
GM  last  fall  or  that  he  lost  a  five- 
(per  month)  consulting  gig  with 
lerChrysler  in  2003  after  some  ma 
ment  changes.  But  you  would  be * 
While   DeLorenzo  discloses   in 
terms  that  he  consults  with  auto : 
from  time  to  time,  nowhere  does  he 
vide  any  details.  (Our  own  disclosi 
his  June  23,  2004,  blog,  DeLorer 
vorably  reviewed  this  reporter's 
about  BMW.) 

At  a  time  when  other  bloggers  anl 
ting  one  another  out  for  taking  ad  ml 
from  companies  they  write  about,  ■ 
Lorenzo  hardly  thinks  he  has  anylB 
more  to  explain.  He  doesn't  charge  fcfl 


to  his  site,  nor  does  he 
any  advertising.  "My 
ers  know  that  I  am  con- 
ng,  and  they  know 
s  the  only  way  I  earn," 
ivs. 

rw  want  to  deny  De- 
nzo  that.  "I  like  the  way 
lishes,  and  I  don't  see 
biases,"  says  Tom  Car- 
er, a  retired  car  sales- 
who  began  logging  on 
■  seeing  a  quote  from  De- 
nzo  in  a  newspaper. 
eLorenzo  isn't  shy  about  explaining 
he  uses  his  critiques  to  market  him- 
Tll  write  something  that  someone 
ks  is  smart,  and  they'll  pay  me  to  come 
nd  elaborate  in  front  of  a  group  or 
I  a  deeper  analysis,"  he  says.  Recendy 
inounced  the  launch  of  his  own  Auto- 
;mist  Auto  Leadership  Index,  which 
rank  companies  and  brands  based  on 
eys  of  consumers,  auto  enthusiasts, 
industry  insiders.  And  natch,  he  is  set- 
up DeLorenzo  Image  Management  to 
companies,  especially  those  who  do 
ly  in  the  ranking,  advice  on  how  to 
•ove.  A  "Bill  O'Reilly-style"  TV  show 
podcasts  are  in  the  works,  too,  if  he 
find  sponsors. 

eLorenzo  is  chasing  consulting  busi- 
frora  all  the  car  companies,  but  it's 
he  knows  best.  His  father  ran  GM's 
lie-relations  office  from  1957  to  1979. 
ped  in  what  makes  "The  General,"  as 
called  in  Detroit,  tick,  DeLorenzo 
es  like  the  insider  he  is.  "Reading  Pe- 
an  be  like  standing  in  a  backyard  bar- 
le  in  Bloomfield  Hills  or  Grosse 
ite,"  says  John  McElroy,  host  of  Auto- 
Detroit,  a  local  talk  show, 
readers  don't  see  potential  conflicts 
/een  DeLorenzo's  blog  and  his  busi- 


In  the  works: 
Rankings,  a 
"Bill  O'Reilly- 
style"  TV 
show,  and 
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ness,  what  about  auto  executives?  That  of- 
ten depends  on  who's  paying  him  and 
what  they  think  they're  paying  him  for.  "I 
read  his  stuff  every  week,  but  it's  intellec- 
tually dishonest  sometimes  [not  to  disclose 
who  he's  working  for],"  says  Jason  Vines, 
DaimlerChrysler's  head  of  corporate  com- 
munications. In  2003,  DeLorenzo's  work 
for  Chrysler  Group  included  retooling 
an  auto  show  presentation,  even  persuad- 
ing then-Chief  Operating  Officer  Wolf- 
gang Bernhard  to  ride  a  $550,000  Dodge 
Tomahawk  motorcycle  on  stage.  But  a  few 
months  after  DeLorenzo  lost  the  job,  he  let 
loose.  Of  Chrysler's  new  marketing  chief, 
Joe  W.  Eberhardt,  he  wrote:  "Eberhardt 
hasn't  done  one  scintillating  thing  since 
having  that  job  handed  to  him,  other  than 
to  avoid  screwing  up  the  marketing  for  the 
home-run  products  dumped  in  his  lap." 
About  that,  DeLorenzo  says:  "The  two 
things  were  not  connected." 

MIXED  MESSAGES 

LATER,  HE  TORE  into  Chrysler's  design 
of  the  new  Dodge  Charger  and  lambasted 
the  company  for  recycling  the  Charger 
name.  Vines  says  he  called  DeLorenzo  to 
remind  him  that  while  on  Chrysler's  pay- 
roll he  had  endorsed  the  car.  "I  admit  I 
changed   my   mind    about   using   the 


Charger  name,"  says  De- 
Lorenzo. 

Maybe  Vines  just  expects 
too  much.  Bill  Ford,  whose 
company  hasn't  hired  De- 
Lorenzo as  a  consultant, 
takes  a  more  sanguine  atti- 
tude toward  the  autoex- 
tremist's  rants:  "Some- 
times I  feel  he  is  wrong,  but 
other  times  Peter  is  dead- 
on,"  he  says.  Presumably, 
DeLorenzo  was  the  former 
when  he  recently  wrote  about  the  glitch- 
ridden  Ford  GT  street  racer  car,  trumpet- 
ed by  the  CEO  as  "the  pace  car"  of  the 
company's  revival.  DeLorenzo's  consid- 
ered opinion:  "They  blew  it." 

It's  at  GM,  though,  where  DeLorenzo 
may  have  the  biggest  impact  and  where— 
for  the  time  being,  anyway— he  is  held  in 
the  highest  regard.  "I  like  Peter's  thinking 
because  he  is  fair  and  doesn't  pull  any 
punches,"  says  Mark  LaNeve,  GM's  vice- 
president  for  sales  and  marketing,  who 
doesn't  mind  DeLorenzo's  public  criticism 
of  GM.  LaNeve  hired  the  critic  for  two 
months  last  year  to  help  sort  out  a  few 
things  at  Buick  and  Pontiac.  As  a  result, 
the  two  brands  will  soon  have  as  few  as 
four  models  each  and  will  be  combined 
into  one  portfolio  with  GMC  trucks.  It's  a 
strategy  DeLorenzo— surprise— recently 
lauded  on  his  site. 

And  in  a  June  posting,  he  finally  found 
something  to  praise  over  at  Chrysler:  a 
great  conference  about  the  German- 
owned  company's  U.S.  investments. 
Whether  DeLorenzo  is  bucking  for  anoth- 
er Chrysler  gig,  only  he  knows.  II 

-By  David  Kiley  in  New  York 


A  car  expert  who  isn't  afraid  to 
speak  his  mind,  to  put  it  mildly: 


BORN  Sept.  24, 1951,  in  Flint, 
Michigan. 

EDUCATION  B.A.  in  Communications, 
Michigan  State  University,  1976. 

FAMILY  Married,  no  kids. 

SELF-APPOINTED  TITLE  The 

Autoextremist.  DeLorenzo  is  the 
brains  behind  one  of  Detroit's  most 


respected  blogs 
about  the  car  industry. 

BACKSTORY  Worked  in  the 
advertising  business,  on  accounts  for 
Nissan,  Dodge,  and  Chevy,  for  two 
decades.  Then  in  1999,  launched  the 
often  petulant  Web  site.  He's  getting  by 
on  consulting  fees;  often  he's  hired 
after  a  particularly  astute  rant. 


FAVORITE  CAR  OF  ALL  TIME 

The  Shelby  Cobra  (specifically,  the 
narrow-bodied  289  version,  above). 

FAVORITE  CARS  IN  SHOWROOMS 
TODAY  The  2006  Corvette  Z06  and 
the  Porsche  Carrera  GT. 
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Personal  Business  Retirement  Guic 
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Taking  the 
Long  View 

Here's  BusinessWeek's  annual  guide  to  help  you 
get  the  most  out  of  your  retirement 
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URE,  RETIREMENT  CAN  STILL  BE 

about  lolling  on  the  beach.  But 

many  retirees  are  not  ready  to 

just  veg  out.  They  may  be  trading 

their    pinstripe    suits    for 


in 


S 

^^^m  Hawaiian  shuts  and  chinos  and 
Wt^  taking  more  time  off  than  they 
i  to,  but  they're  still  picking  up  a  paycheck. 
>  matter  how  you  see  your  retirement,  it 
$  a  lot  of  serious  thought  to  get  there.  Fi- 
lial planning  is  paramount,  of  course,  be- 
se  it  gives  you  the  freedom  to  make  choic- 
5o  is  the  planning  for  what  you  will  do  with 
r  time,  and  where  you  will  live. 

BusinessWeek's  Annual  Retirement 
de,  we  help  you  think  through  these  issues. 


We've  tested  new  money-management  servic- 
es that  will  help  you  invest  and  spend  wisely. 
We've  looked  at  immediate  annuities,  which 
can  be  a  good  way  to  make  sure  you  don't  run 
out  of  money.  We've  also  identified  several 
great  mutual  funds,  any  of  which  can  make  a 
worthwhile  addition  to  your  portfolio. 

Many  retirees  are  choosing  to  work,  often  to 
fulfill  a  dream  that  got  sidetracked  by  practical 
concerns.  We  look  at  how  some  are  reinvent- 
ing themselves  for  the  next  stage  of  their  work 
lives.  Finally,  we  show  you  how  to  make  your- 
self more  comfortable  by  incorporating  prac- 
tical design  features  into  your  home. 

We  hope  this  advice  can  help  you  make  your 
retirement  whatever  you  want  it  to  be. 
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For  more  of  our 
Retirement  Guide,  go  to 
businessweek.com/extras 


Personal  Business  Retirement  Guk 


How  to  Tap  Your  Nest  E^ 
—And  Not  Go  Broke 

New  software  and  services  are  designed  to  make  sure  your  retirement  funds 
last  as  long  as  you  do.  BY  ANNE  TERGESEN 


AFTER  YEARS  OF  CAJOL- 
ing  baby  boomers  to  in- 
vest for  retirement,  the 
financial-services  indus- 
try is  gearing  up  to  ad- 
vise people  on  how  to 
spend  their  nest  eggs 
without  going  broke.  Along  the  way,  the 
firms  hope  to  attract  some  of  the  estimat- 
ed $300  billion  the  boomers  are  expected 
to  transfer  annually  from  employer-spon- 
sored retirement  plans  as  they  leave  their 
jobs— plus  whatever  other  savings  and 
investments  they've  accumulated. 

At  the  core  of  the  new  offerings  is  in- 
vestment guidance  designed  to  maximize 
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the  chances  your  money  will  last  as  long 
as  you  do.  The  programs  also  estimate 
how  much  you  can  afford  to  spend  in  re- 
tirement and  counsel  you  on  how  to  tap 
your  accounts  to  minimize  tax  bills. 

Some  of  the  new  services  come  with 
sophisticated  cash-management  tools. 
For  example,  Fidelity  Investments'  In- 
come Management  Account  and  Merrill 
Lynch's  Retirement  Paycheck  Service, 
slated  for  launch  in  early  2006,  can  track 
your  income  and  spending.  They'll  also 
monitor  the  value  of  your  investments 
and  issue  warnings  when  your  portfolio 
falls  short  of  your  financial  plan.  The 
products  offer  other  conveniences  as 


well,  such  as  automatic  bill  paj 
With  some  retirement  services 
market  and  many  more  in  the  worl 
nessWeek  decided  to  test-drive 
programs  from  Fidelity  and  Merrill 
and  a  six-year-old  competitor 
Rowe  Price  called  Retirement 
Manager.  Since  our  staff  is  still  too  I 
retirement  to  use  these  tools— the  ic 
Rowe  Price  candidate,  for  examj 
within  two  years  of  retiring— we  asi 
firms'  financial  planners  to  crunch 
bers  for  a  fictional  New  Jersey  coup 
Smiths,  who  currendy  earn  a  cor 
$200,000  a  year  and  are  both  about 
tire.  Because  the  Smiths  are  fairly1 


we  figured  they  could  afford  to 
retire  early— she's  just  shy  of  60 
and  he's  a  bit  over— without  do- 
ing any  part-time  work.  At  first, 
they  won't  be  eligible  to  collect 
Social  Security.  But  they  will  re- 
ceive an  annual  company  pen- 
sion of  close  to  $30,000. 

We  gained  insight  into  the 
difficulties  of  balancing  a  budg- 
et in  retirement.  With  an  annual 
income  of  $200,000,  the 
Smiths,  we  figured,  were  used  to 
a  comfortable  lifestyle.  So  we 
gave  them  a  yearly  budget  of 
$10,000  for  travel,  more  than 
$2,000  for  clubs  and  hobbies, 
and  $6,000  for  entertainment 
and  restaurants.  Combined  with 
daily  living  expenses— including 
mortgage  payments,  property 
taxes,  home  and  auto  insur- 
ance, maintenance,  groceries, 
and  health-care  costs— the 
grand  total  came  to  about 
$9,000  a  month.  We  also  gave 
the  Smiths  a  $2  million  portfo- 
lio. We  put  more  than  70%  of  it 
into  stocks,  with  the  rest  divided 
between  bonds,  cash,  and  other 
ultra- conservative  investments, 
.fortunately,  we  learned  that  the 
ns'  $2  million  retirement  nest  egg 
dn't  support  that  lifestyle— never 
the  $500,000  we  had  hoped  they 
il  leave  their  heirs— even  when  sup- 
ented  by  Social  Security  and  a  pen- 
that  together  are  worth  almost 
)00  a  year.  In  fact,  Fidelity,  Merrill 
l,  and  T.  Rowe  Price  all  warned  us 
it  this  level  of  spending,  the  Smiths 
d  run  a  substantial  risk  of  depleting 
assets.  All  three  services  project  to 
ist  age  90.  Why?  Because  if  both 
bers  of  a  couple  make  it  to  65, 
's  a  50%  chance  at  least  one  of  them 
ive  to  92,  according  to  Fidelity. 

IKING  PAST  65 

FINANCIAL  PLANNERS  offered 
us  trade-offs  to  improve  the 
hs'  odds  of  achieving  financial  secu- 
ti  old  age.  Working  longer  is  one  op- 
Merrill,  for  example,  gave  the 
is  a  greater-than-90%  chance  of 
ig  enough  money  to  last  on  our  pro- 
i  spending  plan  (adjusted  for  infla- 
I  provided  the  husband— the  bigger 
Iwinner— postpones  retirement  un- 
e65. 

ie  firms'  investment  recommenda- 

had  substantial  differences  (table). 

ill  Lynch  advised  the  Smiths  to  put 


MAKING  THE  MOST  OF  YOUR  MONEY 


We  asked  Fidelity,  Merrill  Lynch,  and  T.  Rowe  Price  to  work  out  an  investment  plan  for  a 
hypothetical  New  Jersey  couple  who  are  about  to  retire  with  a  $2  million  nest  egg.  The 
goal  is  for  the  money  to  last  at  least  30  years  until  they're  in  their  90s.  Fidelity 
assumes  most  prices  will  rise  at  a  rate  of  2.2%  and  health  care  will  go  up  7%;  Merrill 
and  T.  Rowe  both  use  a  single  inflation  rate,  of  2.5%  and  3%,  respectively.  Here's  how 
each  would  allocate  the  investment  portfolio: 


FIRM 

STOCKS 

BONDS 

CASH/EQUIVALENTS 

FIDELITY 

70% 

25% 

5% 

MERRILL  LYNCH 

50 

40 

10 

T.  ROWE  PRICE 

54 

33 

13 

The  three  firms  also  worked  out  a  plan  for  drawing  down  the  nest  egg,  based  on 
projected  expenses  BusinessWeek  gave  for  such  items  as  groceries,  housing,  utilities, 
taxes,  health  care,  travel,  and  entertainment.  The  couple  will  also  receive  Social 
Security  and  pensions  of  close  to  $60,000  a  year.  Merrill's  plan  extends  to  age  90; 
Fidelity  and  I  Rowe  project  well  into  the  90s.  Here  are  the  recommended  monthly 
withdrawals  from  investment  accounts. 


FIRM 

YEAR1 

YEAR  5 

YEAR  10 

YEAR 15 

YEAR  20 

FIDELITY 

$4,822 

$3,160 

$3,722 

$4,811 

$5,597 

MERRILL  LYNCH 

8,961 

4,997 

4,640 

5,249 

5,939 

T.  ROWE  PRICE 


5,802 


6,530 


7,570 


8,776 


10,174 


50%  of  their  money  into  equities— nearly 
the  same  as  T.  Rowe  Price's  54%  target  But 
Fidelity's  stock  allocation  was  70%.  "Based 
on  their  time  frame  and  risk  tolerance,  we 
felt  that  was  the  more  optimal  portfolio," 
says  David  Olsen,  our  Fidelity  adviser. 
While  all  three  counseled  the  Smiths  to  cut 
spending,  Merrill  gave  them  the  green  light 
to  withdraw  $8,961  a  month  from  their  in- 
vestments in  the  first  year  of  retirement 
while  Fidelity  held  the  line  at  $4,822  a 
month  and  T.  Rowe  came  in  at  $5,802. 
(Each  forecast  assumes  the  Smiths  will  re- 
tire early  and  is  designed  to  give  the  couple 
at  least  a  90%  chance  of  having  enough 
money  to  last  their  entire  lives.) 

Why  the  differences?  For  one  thing,  Fi- 
delity assumes  health-care  expenses  will 
rise  7%  annually,  with  most  other  ex- 
penses increasing  by  2.16%.  But  T.  Rowe 
Price  and  Merrill  use  a  single  inflation 
rate— 3%   and  2.5%,  respectively.  The 

The  financial  planners 
offered  trade-offs  to 
improve  the  odds  of 
achieving  financial 
security  in  old  age 


Data:  Fidelity  Investments.  Merrill  Lynch,  T  Rowe  Price  Group 

plans  also  cover  different  time  periods. 
Merrill  projects  five  years  beyond  average 
life  expectancy— to  age  90  in  this  case.  To 
provide  some  extra  insurance,  T  Rowe 
Price  targets  age  95.  Fidelity  plans  to  age 
92  for  men  and  age  94  for  women.  T 
Rowe  Price's  projections  assume  you'll 
shift  to  a  more  conservative  asset  alloca- 
tion over  time,  while  Fidelity's  and  Mer- 
rill's don't.  (You  can  ask  them  to  change 
their  default  assumptions.) 

Fees  vary.  Investment  plans  are  free  at 
Fidelity  and  Merrill.  T  Rowe  Price 
charges  $500,  although  that  fee  is 
waived  for  those  with  $1  million  or  more 
at  the  firm.  Those  with  $250,000  or 
more  of  assets  at  T.  Rowe  Price  get  free 
annual  reviews. 

The  plans  we  tested  have  different 
strengths  and  weaknesses.  Here  are  some 
factors  to  consider: 

»  Handholding.  Nearly  all  of  these  prod- 
ucts require  you  to  work  with  a  financial 
adviser.  What  that  means  varies.  At  Mer- 
rill, you  can  sit  down  with  someone  face- 
to-face.  At  Fidelity  and  T.  Rowe  Price,  you 
can  do  so  at  an  investor  center.  (Fidelity 
has  103  nationwide,  while  T.  Rowe  Price 
has  11.)  Otherwise,  advisers  and  clients 
communicate  by  phone  and  e-mail.  And 
at  T  Rowe  Price,  one  adviser  will  craft 
your  plan,  while  another  adviser  may 
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handle  the  periodic  reviews. 
If  you  want  to  draft  your  own 
investment  and  spending  plan 
and  are  a  Fidelity  client,  you 
can  log  on  to  Fidelity's  Web- 
based  Retirement  Income 
Planner.  It  took  us  about  two 
hours  to  input  all  the  requested 
information,  including  the 
Smiths'  projected  income  and 
expenses.  In  general,  the  pro- 
gram is  user-friendly.  But  we 
relied  on  our  financial  adviser 
for  help  in  navigating  some  of 
the  more  sophisticated  fea- 
tures, including  an  expense 
tool  that  permits  you  to  vary  estimates 
from  year  to  year. 

»  Thoroughness.  Each  program  we  tested 
starts  with  a  questionnaire  that  asks  you 
to  estimate  retirement  income  and  ex- 
penses. You'll  also  have  to  disclose  the 
contents  of  your  brokerage,  bank,  tax-de- 
ferred, and  other  accounts.  Fidelity's 
questionnaire  was  by  far  the  most  de- 
tailed and  time-consuming.  Its  budget 
worksheet  alone  asks  for  43  entries,  cov- 
ering everything  from  mortgage  pay- 
ments to  Internet  access  fees.  (For  those 
who  lack  the  time  or  already  have  a 
budget  worked  out,  there's  also  an  ab- 
breviated version.)  In  contrast,  T.  Rowe 
Price's  questionnaire  simply  asks  the 
"amount  of  desired  monthly  pretax  in- 
come" the  Smiths  will  want  to  withdraw 
from  their  portfolio.  Our  T.  Rowe  Price 
counselor,  Robert  Matricardi,  says  advis- 
ers typically  work  with  their  clients  on 
budget  projections. 

»  Portfolio  Customization.  You  may  think 
you're  getting  individualized  investment 
advice.  But  the  services  we  tested  fit 
clients  into  one  of  a  preset  menu  of 


More  on  Retirement,  Only  at  BusinessWeek.com 

"One  Day  I'd  Like  To..."  Take  our  quiz  and  start  thinking  about 
how  you  want  to  spend  the  next  20  years  or  so. 

How  Sweet  It  Is:  At  64,  Russell  Labowitz  is  giving  up  a  35-year 
medical  career  to  pursue  his  dream  of  opening  an  ice  cream  shop 

Sizing  Up  Software:  How  will  having  a  child  affect  your 
retirement  plans?  What  happens  if  Aunt  Martha  4eaves  you  a 
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Slide  Show:  Easy-to-grab  handles?  A  curbless  shower?  Here  are 
some  features  to  consider  for  your  post-retirement  home. 
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"model"  portfolios.  At  Fidelity,  there  are 
six,  while  T.  Rowe  Price  has  13.  Merrill 
offers  five,  each  with  two  versions— one 
with  alternative  investments,  such  as 
real  estate  investment  trusts  and  hedge 
funds,  and  one  without.  Which  portfolio 
you  land  in  depends  in  part  on  how  you 
answer  questions  about  your  risk  toler- 
ance. Fidelity  asks  just  two  questions, 
while  Merrill  lists  nine. 
»  Recommended  Funds.  Both  Fidelity  and 
Merrill  build  portfolios  from  their  own 
funds  and  those  of  rivals.  Fidelity  picks 
from  among  4,500  funds,  while  Merrill's 
universe  encompasses  more  than  3,000. 
Fidelity  advised  that  we  dump  the 
Smiths'  current  portfolio,  including  Fi- 
delity Growth  &  Income  and  Fidelity  Se- 
lect Technology  funds.  Instead,  the  firm 
selected  nine  funds  that  passed  its 
screens  for  above-average  performance 
and  below-average  fees.  Among  them  are 
three  Fidelity  funds:  Fidelity  Export  & 
Multinational,  Fidelity  Short-Term  Bond, 
and  Fidelity  Mortgage  Securities.  (If  you 
prefer  to  hold  on  to  an  investment,  the 
services  will  plan  around  that.) 


HOW  THE  INCOME  MANAGERS  STACK  UP 

FIDELITY 

RETIREMENT  INCOME 
ADVANTAGE 

MERRILL  LYNCH 
RETIREMENT 
PAYCHECK  SERVICE* 

T.  ROWE  PRICE 
RETIREMENT  INCOME 
MANAGER 

WHAT'S 
GOOD 

Questionnaire  leaves  no 
stone  unturned 

This  cash  management 
tool  has  lots  of 
conveniences 

The  13  standard 
portfolios  allow  more 
customization 

WHAT'S 
BAD 

Only  six  standard 
portfolios  leave  less 
room  for  variation 

Works  best  if  you  have 
your  money  at  Merrill 

Annual  reviews  include 
only  assets  at  T  Rowe 
Price 

THE 

BOTTOM 

LINE 

We  loved  the  cash- 
management  tool- 
Fidelity  Income 
Management  Account- 
that  this  service  links  to 

The  cash-management 
tool  can  be  paired  with 
investment  advice 

Our  adviser  spent  a  lot 
of  value-added  time 
with  us 

•Planned  debut  m  early  2006 

T.  Rowe  Price  sticks 
to  its  own  funds.  All  thr' 
recommend  you  consu 
adviser  to  assess  the  tax 
of  a  sale. 

»Plan  Monitoring.  Fi 
Income  Management 
and  Merrill's  Retireme 
check  Service  can  trac 
income  and  spending 
frequently  updating 
portfolio's  value.  The> 
warn  you  if  any  of 
deviate  from  your 
plan.  They  work  by  rou 
your  income— Social  S 
and  pension  checks,  as  well  as  i 
and  dividend  income— into  a  sin 
count  held  at  the  firm.  Any  mon 
spend  should  also  be  withdraw 
this  single  account. 

These  two  services  have  shortc 
They  can  track  the  value  of  acco 
at  other  companies.  But  they  c 
look  inside  those  accounts  to  see 
tual  holding  if  the  firm  where  th 
are  housed  permits  it,  Fidelity  say 
The  services  have  a  lot  of  fril 
Fidelity  will  notify  you  if  your  Soc 
curity  check  is  late,  your  taxes  a 
or  you're  up  against  a  deadline  tc 
distribution  from  a  tax-deferr 
count.  Merrill  has  a  version  of  Pa 
that  can  estimate  your  quarte 
payments.  Ask  about  fees.  For  ex 
Fidelity  charges  $6.95  a  month 
payment,  although  the  fee  is  wah 
der  certain  circumstances.  Wh 
overall  cost  of  the  service  is  $50  a 
Fidelity  and  $125  at  Merrill,  it's  < 
satisfy  requirements  that'll  get 
fees  waived. 

At  T  Rowe  Price,  there's  less  mi 
ing.  Clients  transfer  the  amount  th 
ice  calculates  they  can  afford  to  wit 
from  their  investments  for  the  c 
year  to  a  money  market  account, 
the  firm  will  update  your  financii 
annually  to  assess  how  you're  dc 
will  do  so  only  for  the  portion  of  y 
sets  held  at  T  Rowe  Price. 

These  services  can  help  retiree 
erate  a  stream  of  income  for  li 
simple  task— in  an  era  in  which  fii 
depend  more  on  investment  saw 
on  a  predictable  pension  checl 
they're  only  as  good  as  the  assum 
they  make.  So  before  signing  on 
sure  you're  comfortable  with  yo 
assumptions  regarding  longevity, 
expenses,  inflation,  and  the  lik< 
don't  want  to  risk  running  out  of: 
because  of  faulty  estimates.  I 
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OK.  YOUR  LAST  JOB  WASN'T  SO  GREAT. 
SO  WHY  IS  YOUR  401(k)  MONEY  STILL  THERE? 


E  ROAD  TO  FINANCIAL  INDEPENDENCE  NOW  HAS  A  GUIDE: 
E  AMERITRADE  ROLLOVER  IRA,  POWERED  BY  AMERIVEST. 

u've  moved  on  from  an  old  job,  but  your  401  (k)  account  hasn't,  chances  are  it's  not  pulling  its  weight.  Here's 

ution:  an  Ameritrade  Rollover  IRA,  powered  by  Amerivest.  Amerivest  is  an  online  investment  advisory  service  -  a 

gation  system"  to  help  keep  your  investments  on  course. 

You  choose  your  goal,  time  frame,  risk  tolerance.  Amerivest  recommends  an  investment  portfolio  to  meet  your 

needs. 

If  your  goals  or  financial  outlook  change,  you  can  rebalance  your  portfolio  quickly  and  easily  anytime,  with  a  few 

clicks  of  the  mouse. 

You  pay  Amerivest  one  low,  quarterly  fee.  No  Ameritrade  commissions  or  order-handling  fees. 

an  even  help  you  with  the  rollover  paperwork,  right  on  the  phone.  So  it's  easy  to  get  started. 

II  INFO?  NEXT  STEPS?  TALK  TO  AN  AMERIVEST  SPECIALIST:  877.783.2835 
flSIT  WWW.AMERIVEST.COM/ROLLOVER 


AMERITRADE   A: 


AMERIVEST 


vest  is  an  online  investment  advisory  service  of  Amerivest  Investment  Management,  LLC,  an  SEC  registered  investment  advisor.  Brokerage 
es  provided  by  Ameritrade,  Division  of  Ameritrade,  Inc.,  member  NASD/SIPC.  Ameritrade,  Inc.  and  Amerivest  Investment  Management,  LLC 
)th  wholly  owned  subsidiaries  of  Ameritrade  Holding  Corporation. 

vest  Investment  Management,  LLC,  will  assess  an  advisory  fee  based  on  the  total  value  of  assets  in  your  Ameritrade  Investing  Account.  The 
al  fee  for  account  values  of  $100,000  or  more  will  be  35  basis  points,  assessed  quarterly  at  a  rate  of  8.75  basis  points.  The  annual  fee  for  account 
;  between  $99,999  and  $20,000  will  be  one-half  of  one  percent  (50  basis  points),  assessed  quarterly  at  a  rate  of  one-eighth  of  one  percent  (12.5 
points).  1  he  annual  fee  for  account  values  of  less  than  $20,000  will  be  the  lesser  of  $100  or  2.95%  (295  basis  points),  assessed  quarterly  at  a  rate 

lesser  of  $25.00  or  73.75  basis  points.  The  fee  will  be  assessed  on  the  first  trading  day  of  each  quarter  in  advance  for  that  quarter  and  will  be 
:ed  for  accounts  opened  and  closed  during  the  quarter.  Ameritrade,  Inc.,  will  not  charge  commissions  for  ETF  trades  placed  in  your  Ameritrade 

ng  Account.  Ameritrade  Investing  Accounts  offer  Internet  trades  only,  and  only  in  connection  with  Amerivest. 

not  an  offer  or  solicitation  in  any  jurisdiction  where  we  are  not  authorized  to  do  business.  Amerivest,  Ameritrade,  and  Ameritrade  logos  are 
narks  or  registered  trademarks  of  Ameritrade  IP  Company,  Inc.  ©2005  Ameritrade  IP  Company,  Inc.  All  rights  reserved. 
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Follow  the 
Smart  Money 

We  polled  top  financial  pros  to  find  five  of  their 
favorite  funds.  BY  adrienne  carter 


IN  THEORY,  MUTUAL  FUNDS  ARE  A 
convenient  and  cost-effective  way  to 
invest  for  retirement.  In  reality,  there 
are  thousands  out  there,  and  many 
are  high  in  costs  and  low  in  returns. 
We  went  to  some  leading  financial 
advisers,  people  whose  job  it  is  to 
ferret  out  the  best  funds  for  their  clients. 
Using  their  recommendations,  we  assem- 
bled a  small  but  diverse  list  of  smart 
funds,  any  of  which  you  could  easily  work 
into  an  investment  program.  For  sure, 
hundreds  of  other  funds  could  work,  too. 
But  you  won't  go  wrong  with  any  of  these. 

»iShares  Dow  Jones 
Select  Dividend  Index  Fund 

Dividends  are  a  pretty  sweet  deal  these 
days.  The  tax  rates  on  most  are  now  15%, 
down  from  35%  or  more  two  years  ago. 
Plus,  in  a  market  like  this  one  that  stub- 
bornly refuses  to  move  much  in  either  di- 
rection, a  fairly  predictable  stream  of  div- 
idends is  the  closest  thing  investors  have 
to  a  sure  bet.  Exchange-traded  fund 
iShares  Dow  Jones  Select  Dividend  Index 
is  one  of  the  cheapest  and  easiest  ways  to 
boost  any  portfolio's  dividend  income. 

The     $7.1     billion     fund— it     only 
launched  in  late  2003— focuses  on  com- 


panies that  have  steadily  increased  their 
dividends  over  the  past  five  years.  Not 
surprisingly,  the  100-company  portfolio 
is  chock-full  of  utilities,  industrials,  and 
financial  companies.  But  it  also  has  a 
good  dose  of  health-care  holdings  such 
as  pharmaceutical  giants  Merck  and 
Bristol-Myers  Squibb. 

Now  the  fund's  yield  is  a  shade  over 
3%,  vs.  1.7%  for  the  Standard  &  Poor's 
500-stock  index.  One  caveat:  Not  all  the 
dividends  qualify  for  the  15%  tax  rate.  In 
2004  the  fund's  $1.91  a  share  distribution 
included  28<t  of  nonqualified  income, 
which  was  taxed  at  the  shareholders'  reg- 
ular income  tax  rate.  As  with  any  ETF, 
you'll  need  a  brokerage  account  to  buy 
shares.  Still,  for  a  small  price  up  front,  this 
fund  has  a  pretty  hefty  payout. 

»T.Rowe  Price 

Capital  Appreciation  Fund 

It  isn't  easy  to  define  T.  Rowe  Price 
Capital  Appreciation.  Indeed,  fund  ana- 
lysts disagree  on  how  to  classify  this  $6.4 
billion  portfolio.  Morningstar  calls  it  a 
moderate  allocation  fund,  while  Lipper 
counts  it  as  a  multi-cap  value  fund. 
BusinessWeek's  Mutual  Fund  Scoreboard 
labels  it  a  domestic  hybrid— a  combo  of 


M 


stocks,  bonds,  and  cash.  But  with 
usual  invest-anywhere  strategy,  th 
not  only  defies  categorization,  it  de\ 
odds.  It  hasn't  had  a  single  losin 
since  1990. 

The  idea  is  simple:  Manager  S< 
Boesel  seeks  out  undervalued 
ments,  whatever  they  may  be.  H 
load  up  on  stocks,  high-yield  bond 
vertible  securities,  or  even  cash,  dt 
ing  on  which  offers  the  best  oppor 
"The  fund  has  a  split  personality," 
Boesel,  who  has  run  the  fund  sincel 

He  generally  keeps  the  equity  si  | 
60%  to  70%  of  assets,  though  it  caJT 


BANG  FOR  THE  BUCK 

FUND/ 

CATEGORY 

MANAGER 

SALES 
CHARGE 

EXPENSE 
RATIO 

TOTAL  RETURN* 

SYMBOL 

1-YR.           3-YR.           ! 

iShares  Dow  Jones  Select  Dividend  Index  DVY 

Large-cap  Value 

Team 

None** 

0.40% 

14.45%      NA 

T.  Rowe  Price  Capital  Appreciation  PRWCX 

Domestic  Hybrid 

Stephen  Boesel 

None 

0.78 

10.72      12.62%     i; 

Dodge  &  Cox  International  Stock  DODFX 

Foreign 

Team 

None 

0.77 

22.45      19.59 

Pimco  CommodityRealReturn  Strategy  PCRAX 

Natural  Resources 

John  Brynjolfsson 

5.5%*** 

1.24 

15.53         NA 

Metropolitan  West  Total  Return  Bond  MWTRX 

Intermediate  Bond 

Team 

None 

0.65 

7.81         7.85 

'  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  for  periods  ending  June  30. 2005.  Multi-year  returns  are  average  annual- 

•  Exchange-traded  fund,  subiect  to  stock  brokerage  commissions 

•  No-load  shares  are  available  through  Schwab.  Fidelity  T  D  Waterhouse  and  other  mutual  fund  supermarkets  3t  applicable 


Data:  Mcmngstar.  Busnessfl 
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.  Currently  around  two-thirds  of  the 
is  stocks,  mainly  "fallen"  growth 
anies.  Given  the  threat  of  rising  in- 
rates  and  a  flattening  of  the  yield 
,  Boesel  avoided  bonds.  Some  20% 
ash,  but  he's  looking  to  put  some  of 
nto  convertibles. 

e  ability  to  change  course  gives  the 
a  stability  that  an  all-stock  fund 
1't  have.  "It's  never  going  to  return 
in  a  year,"  says  Robert  Steffen,  a 
nly  financial  planner  in  Blooming- 
Vlinn.  "But  it's  never  going  to  lose 
either." 

dee  &  Cox 
national  Stock  Fund 

y  Rogers  would  be  impressed. 
1  it  comes  to  the  stocks  in  their  port- 
the  seven-person  team  at  Dodge  & 
nternational  Stock  knows  when  to 
them,  and  it  knows  when  to  fold 
.  But  they're  not  gamblers.  Group 
bers,  who  together  must  reach  a 
nsus  on  investments,  take  a  hard 
at  each  company's  valuation  and 
th  prospects.  Behind  the  team  are 
alysts  who  cover  the  globe, 
depth  research  gives  them  the 
lence  to  load  up  on— or  unload— 


specific  sectors  or  countries.  The  man- 
agers now  have  just  10%  of  the  fund's  as- 
sets in  European  financial  stocks.  That's 
about  half  the  weighting  in  the  Morgan 
Stanley  Capital  International  Europe 
Asia  Far  East  Index,  the  fund's  bench- 
mark. They  have  15%  in  emerging-mar- 
kets companies,  including  the  Brazilian 
energy  giant  Petrobras  and  South 
Africa's  Standard  Bank  Group.  The 
MSCI  index  doesn't  have  any  exposure  to 
that  fast-growing  group. 

Dodge  &  Cox  developed  this  research- 
intense,  team-style  investing  in  the 
1930s,  originally  with  domestic  equities 
and  bonds.  So  far  if  s  paying  off  for  the 
company's  four-year-old  international 
value  fund.  The  fund's  19.59%  annualized 
returns  since  mid-2002  put  it  in  the  top 
2%  of  its  peers.  The  firm's  top-drawer 
equity  and  balanced  funds  are  so  popular 
they're  now  closed  to  new  investors. 

»  Pimco  CommodityRealReturn 
Strategy  Fund 

To  be  truly  diversified,  you  need  more 
than  stocks,  bonds,  and  cash.  That's  why 
owning  a  fund  like  Pimco  Commodity- 
RealReturn Strategy  makes  sense.  Hard 
assets  such  as  oil  and  gold  help  hedge 
against  inflation,  and  they  tend  to  do  well 
when  financial  assets  are  doing  poorly. 
"Stocks,  bonds,  and  cash  have  been  the 
mantra  because  that  combination  has 
done  quite  well  over  last  couple  of 
decades,"  says  Michael  Francis,  an  inde- 
pendent consultant  to  401(k)  plan  spon- 
sors. "Now  we're  in  an  economic  cycle 
that  warrants  diversifying  your  retire- 
ment portfolio  into  nonfinancial  assets." 

Some  investors  look  to  the  stocks  of  oil 
drillers,  gold  miners,  or  steel  manufac- 
turers to  gain  exposure  to  commodities. 
That  may  work,  but  stocks  are  imperfect 
proxies.  An  accounting  snafu  or  a  man- 
agement scandal  could  crush  the  stock  re- 
gardless of  what* s  happening  with  com- 
modities. Such  companies  also  tend  to  be 
more  highly  correlated  with  the  S&P  500 
than  commodity  prices,  making  them  a 
less  useful  tool  for  diversification. 

This  $9  billion  Pimco  fund  tracks  the 
Dow  Jones  A1G  Commodity  Total  Return 
Index  using  derivatives.  So  it's  a  direct 
play  on  the  prices  of  energy,  precious  and 
industrial  metals,  and  agricultural  prod- 
ucts. It's  a  good  balance  to  the  equity 
funds  in  a  portfolio,  since  commodities 
tend  to  go  up  when  stocks  go  down.  In 
fact,  there  have  been  only  two  years  since 
the  1970s  when  both  stocks  and 
commodities  have  gone  down.  To  avoid 
the  hefty  5.5%  sales  charge,  you  can  buy 


the  no-load  D-class  at  Charles  Schwab 
and  Fidelity  Brokerage  Services  and  oth- 
er mutual  fund  supermarkets. 

»  Metropolitan  West 
Total  Return  Bond  Fund 

The  trio— Tad  Rivelle,  Laird  Landmann, 
and  Stephen  Kane— who  run  Metropoli- 
tan West  aren't  afraid  to  make  sizable 
bets.  They  will  load  up  on  corporate 
bonds  or  mortgage-backed  securities, 
even  if  most  managers  are  running  the 
other  way,  and  their  contrarian  thinking 
has  paid  off.  Over  the  last  five  years,  the 
fund  has  earned  an  72%  average  annual 

Hard  assets  like  oil 
and  gold  help  hedge 
against  inflation,  and 
do  well  when  financial 
assets  are  struggling 

return,  outpacing  its  peers  by  a  half  a  per- 
centage point  a  year. 

It's  not  always  easy  going  against  the 
crowd.  In  2002  the  fund  got  burned  by 
sizable  stakes  in  the  bonds  of  telecommu- 
nications and  energy  companies.  The 
fund  lost  1%  that  year,  a  period  when  the 
Lehman  Brothers  U.S.  Aggregate  Bond 
Index  was  up  10%.  But  the  managers— 
who  cut  their  teeth  at  the  bond  behemoth 
Pimco— remained  patient,  arguing  that 
despite  the  industries'  woes  the  bonds 
had  huge  potential.  They  were  vindicated 
during  a  subsequent  corporate -bond  ral- 
ly, and  many  of  their  holdings  surged. 
Over  the  past  three  years,  the  fund  has 
produced  annualized  returns  of  79%, 
putting  it  in  the  top  5%  of  intermediate- 
term  bond  funds. 

Today,  Metropolitan  West's  managers 
are  more  cautious.  They've  lowered  the 
duration— the  fund's  sensitivity  to  inter- 
est rates— to  3.7  years,  compared  with 
four  years  for  their  benchmark  index.  And 
they've  pared  back  their  positions  in  cor- 
porate bonds  and  mortgage-backed  secu- 
rities. At  the  same  time,  they've  increased 
their  stake  in  asset-backed  securities, 
mainly  triple-A  rated  home-equity  loans, 
which  they  think  are  a  better  value  and  of- 
fer more  protection  from  rising  interest 
rates  than  regular  mortgage-backed  debt. 

What  also  helps  the  MetWest  stay 
ahead  is  an  eye  on  overhead.  Its  expense 
ratio  is  0.65%,  vs.  1.07%  for  its  peers.  In  a 
low  interest-rate  environment,  those  frac- 
tions of  a  percentage  point  really  count.  ■ 
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Insuring  Your 
Income 

Immediate  annuities  do  just  that,  but  don't  rush  into 

a  contract.  BY  ELLEN  HOFFMAN 


THAT  PEOPLE  ARE  LIVING 
longer,  healthier,  and  more 
active  lives  is  a  sign  of  a  so- 
ciety's economic  success. 
But  with  that  success 
comes  the  risk  that  you 
could  outlive  your  money 
or  see  its  purchasing  power  seriously 
eroded  by  inflation. 

In  either  case,  buying  an  immediate— or 
income— annuity  is  a  way  to  limit  these 
risks.  An  insurance  contract  that  gives  you 
immediate  income  as  soon  as  you  buy  it 
and  keeps  paying  for  as  long  as  you  live,  it 
takes  many  forms  and  offers  varying  levels 
of  income  (table,  page  94).  The  amount 
you  get  depends  on  your  age  and  gender 
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(on  average,  women  live  longer  and  will 
receive  payouts  for  more  years)  and  on  the 
insurer's  decision  about  how  much  to  pay 
you,  given  its  current  and  future  invest- 
ment returns,  its  overhead,  and  its  profit. 

An  immediate  annuity  shouldn't  be 
confused  with  a  variable  annuity,  which  is 
an  investment  product  used  to  save  for  re- 
tirement. Variable  annuities  have  been  crit- 
icized for  high  fees  and  surrender  charges, 
which  you  must  pay  if  you  want  to  take  out 
your  money  before  a  specified  period. 

Before  you  start  shopping  for  an  im- 
mediate annuity,  determine  whether  you 
need  one.  That  means  drawing  up  a 
spending  plan  and  comparing  that  to 
your  income  sources  such  as  Social  Secu- 


rity and  pensions.  Most  likely,  th 
an  income  gap  to  fill.  But  if  you 
hefty  nest  egg— say,  $3  million— c 
are  that  regular  withdrawals  fro 
portfolio  of  4%  or  5%  a  year  woul 
trick,  and  you  would  not  need  an  a 
If  your  income  falls  short  o 
spending  plans,  an  immediate 
could  help.  You  can  buy  one  wit 
IRA  or  401(k)  money.  The  payouts 
ceive  from  the  annuity  will  be  sut 
ordinary  income  tax,  and  even  if 
not  59/2  yet,  you  won't  have  to  p 
10%  early  withdrawal  penalty.  Vc 
have  to  annuitize  the  entire  amc 
money  in  all  your  IRAs  or  in  your 
to  do  this. 

WISER  TO  WAIT 

IF  YOU  PURCHASE  AN  annuity 
money  from  outside  a  retirement  aq 
you're  getting  a  "non-qualified''  a 
which  is  taxed  differently.  Suppose 
a  70-year-old  man  who  puts  in  $50 
Based  on  estimates  of  your  Ion 
you're  expected  to  receive  $750,00 
your  lifetime.  The  Internal  Revenv 
vice  considers  $250,000— or  one-t] 
the  total— as  not  having  been  taxt 
will  require  you  to  pay  income  tax  o 
third  of  each  check  you  receive. 

Even  if  you  think  you'll  need 
come  annuity,  you  should  conside- 
poning  the  purchase  for  a  few  year 
you  retire.  One  reason  to  hesitate 
the  older  you  are,  the  more  you'll  { 
your  money,  because  the  insurance 
pany  will  be  covering  you  for 
years.  Another  is  that  "once  you're 
product,  most  immediate  annuities 
allow  you  to  get  out,"  says  Ti 
Pfeifer,  principal  and  actuarial  exj 
consulting  firm   Milliman  in  Ch 
Pfeifer  points  out  that  some  annuit 
offer  a  "limited  liquidity  window," 
ing  you  to  get  out  if  you  go  into  a  m 
home  or  become  disabled. 

If  you're  ready  to  buy  an  income 
ity,  you  need  to  zoom  in  on  the  fei 
you  want.  What's  key  is  how  changii 
terms  of  the  contracts  affects  the  p: 
With  the  Lifetime  Income  Annui 
"annuity  with  cash  refund"  sold  bj 
York  Life  Insurance,  a  65-year-old 
putting  down  $500,000  could  r^ 
$2,981  a  month  and  be  assured  th 
unused  cash  in  the  policy  will  go 
survivor.  If  he  wants  a  guaranteed 
year  increase  in  addition  to  the  ca 
fund,  he'll  start  off  with  only  $2,2 
month.  Another  feature  in  the  same 
cy  is  that  if  he  has  an  emergency,  h 
withdraw  up  to  six  months'  worth 
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there  are  investors  who  choose  m  k~l-         i        ,     r        ,  i 

,  '    <-n°°se  to  believe  that  the  fees  charged 

for  managing  a  mutual  fund  involve  money  they  weren't  entitled  to 

,n  the  first  place.  Truth  is,  it's  all  yours.  And  the  impact  of  fees  on 

performance  over  time  can  be  significant. 

For  example,  take  a  hypothetical  fund  with  an  expense  ratio  of 
13  percent  versus  one  with  an  expense  ratio  of  just  0.3  percent. 
Applied  to  an  initial  investment  of  $5,000,  with  subsequent  annual 
investments  of  $5,000  returning  8  percent  before  expenses,  and 
compounded  over  20  years,  the  difference  adds  up  to  a  not-so-insignificant 
$28,194.  In  your  account. 

If  you'd  like  more  of  what's  rightfully  yours,  call  us  at 
1-800-523-1799,  or  visit  us  at  Vanguard.com? 
We  can  help™ 


1-800-523-1799 


www.van 


guard. 


com 


Vanguard' 
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includes  investment  objectives,  risks,  charges,  expenses,  and  other  information. 

Ily  before  investing.  Mutual  funds  are  subject  to  risk.  ©  2005  The  Vanguard  Group,  Inc.  All  rights  reserved. 
I  guard  Marketing  Corporation,  Distributor. 
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IF  YOU'RE  CONSIDERING  AN  IMMEDIATE  ANNUITY... 


An  immediate  life  annuity  is  a  contract  with  an  insurance  company  in  which  you  receive  a  monthly  income  in  return  for  giving  th( 
insurer  a  lump  sum.  How  much  you  get  depends  on  your  age,  the  size  of  your  investment,  the  level  of  interest  rates,  and  the  comi| 
Here  are  the  principal  policies: 


POLICY 

LEVEL  LIFE 
ANNUITY 

INCREASING  LIFE 
ANNUITY 

ANNUITY  WITH  CASH 
REFUND 

ANNUITY  WITH 
PERIOD  CERTAIN 

JOINT  AND  SUR\ 
ANNUITIES 

HOW  IT 
WORKS 

The  monthly  payment  is 
fixed  and  payable  for 
life.  It  gives  you  the 
most  dollars  at  the 
outset. 

Monthly  payment 
increases  annually  by  a 
percentage  specified  in 
the  contract,  such  as 
3%  or  5%. 

Guarantees  that  either 
you  or  your 

beneficiaries  will  receive 
all  the  money  paid  to 
buy  the  contract. 

If  the  annuity  owner 
dies,  payments  will  be 
made  to  a  survivor  for  a 
specific  period,  such  as 
5  or  10  years. 

Annuity  is  payable 
both  your  life  and  t 
of  your  spouse  or  o 
beneficiary. 

KEEP  IN 
MIND 

Inflation  surges  could 
erode  the  purchasing 
power  of  the  payments. 

Offers  some  inflation 
protection,  but  that 
adds  to  the  cost. 

The  guarantee  will 
increase  the  cost  of  the 
annuity  by  several 
percentage  points. 

This  feature  pumps  up 
annuity's  cost  by  3%  to 
8%  if  bought  at  age  65, 
more  at  older  ages. 

Data:  Ron  Gec^arotsbaa  J 

Compare  cost  and  t 
of  this  annuity,  vs.  bt 
separate  contract  fc 
other  beneficiary. 

ar  ' -  Pens  '.-"  :-!  :.*.  Acaden 

ments  in  advance  as  a  lump  sum,  in  re- 
turn for  forgoing  payments  for  the  next 
several  months. 

Comparison  shopping  for  annuities  is 
tough  because  the  vendors  tweak  the  fea- 
tures so  that  no  two  are  exactly  alike.  For 
instance,  the  Vanguard  Lifetime  Income 
Program,  an  annuity  underwritten  by 
American  International  Group  Life  In- 
surance and  American  International  Life 
Assurance  of  New  York,  allows  you  to 
choose  either  fixed  or  variable  income 
payments.  Options  include  a  fixed  pay- 


ment that  goes  up  each  year  from  1%  to 
5%  or  one  that  tracks  the  consumer  price 
index  (CPI). 

The  following  figures  could  change  at 
any  time,  but  here's  an  example.  For  a  65- 
year-old  man  who  wants  to  include  sur- 
vivor benefits  for  his  60-year-old  spouse, 
the  fixed  payment  from  a  $500,000  annu- 
ity would  be  $2,521  a  month;  if  the  annu- 
ity is  tied  to  the  CPI,  the  payment  would  be 
$1,635  and  would  vary  annually  based  on 
the  rate  of  inflation.  With  the  variable  in- 
come product,  you  still  get  a  minimum 


fixed  payout;  the  rest  is  determiner 
investment  funds  you  choose. 

Once  you  know  what  kind  of  fi 
you  want,  Pfeifer  advises  that  yc 
your  annuity  purchase  on  two  rrn 
tors— how  much  income  you'll 
the  amount  of  money  you  put  do\ 
the  financial  strength  of  the  ins 
company.  (You  can  find  company 
at  ambest.com,  weissratings.cor 
moodys.com.)  After  all,  you  don't  < 
outlive  the  insurance  company  an 
than  you  do  your  money.  ■ 


The  Rollover 
Riddle 


What  to  do  with  that  401(k).  BY  AARON  PRESSMAN 


AS  BOB  BELVRY  AND  HIS 
wife,  Marilyn  Berner, 
prepared  for  retirement 
over  the  past  year,  they 
needed  advice  about 
how  best  to  invest  some 
$400,000  they  had  accu- 
mulated in  a  hodgepodge  of  deferred 
compensation,  401(k),  and  individual  re- 
tirement accounts.  After  fruitless  attempts 
to  get  personal  attention  from  Fidelity  In- 
vestments, which  held  much  of  the  mon- 
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ey,  the  Key  West  (Fla.)  couple  took  a 
friend's  advice  and  turned  to  a  broker 
from  Raymond  James  Financial.  Fidelity 
will  not  comment  on  specific  customers. 

The  broker  won  the  account  by  driving 
15  miles  to  their  home  after  work  for  a 
two-hour  meeting.  "We  wanted  to  work 
with  a  human  being  we  could  actually 
talk  to,"  says  Berner,  a  psychotherapist 
and  former  chief  of  staff  in  Massachu- 
setts' Mental  Health  Dept.  "We  wanted 
someone  we  could  get  quickly  if  we  need- 


ed to,"  adds  Belvry,  a  technology  tj 
specialist.  The  couple,  who  mo 
Florida,  consolidated  their  accour 
rollover  IRA  and  left  it  to  the  brc 
suggest  investments  for  it. 

More  and  more  people  will  be  1 
for  the  same  sort  of  counsel  as  the  1 
edge  of  the  Baby  Boom  generation 
es  59^  this  year,  generally  the  age 
retirement  savings  can  be  with 
without  penalty.  Not  only  does 
ment  advice  become  more  impoj 
you're  no  longer  working,  so  then 
opportunity  to  recoup  your  losse 
you  face  significant  tax  and  estate 
ning  implications  related  to  what 
with  your  assets. 

The  big  issue  is  whether  to  mc 
assets  into  a  rollover  IRA  or  keep  it 
corporate  401(k)  plan.  Financial 
ners  say  rollovers  make  sense  fo 
people.  Almost  $2  trillion  will  be 
over  from  workplace  plans  to  IR^ 
the  next  five  years,  according  to  Fir 
Research,  a  Boston  firm.  The  invej 
companies  that  run  corporate 


,  are  often  ill-equipped  to  provide 
ands-on  advice  that  many  seek,  so 
ecision  to  roll  over  is  often  made  as 
>f  a  strategy  developed  with  a  finan- 
•lanner  or  broker. 

rhaps  the  best  reason  to  move  the 
:)  to  an  IRA:  A  wider  range  of  invest- 
choices.  Workplace  plans  typically 
only  a  dozen  or  so  investment 
;,  but  with  an  IRA  at  a  bank  or  bro- 
;e  firm,  you  can  invest  in  almost  any 
of  security.  Even  more  options  are 
ible  in  self-directed  IRAs,  which  can 
t  in  commercial,  multi-family,  and 
ion  real  estate,  business  start-ups, 
hise  opportunities,  and  limited  part- 
lips.  Finding  a  firm  to  administer  a 
directed  account  can  take  some  do- 
since  most  banks  and  brokerages 
handle  them  and  annual  fees  can 
d  $1,000,  compared  with  less  than 
Ion  a  traditional  IRA 
aving  money  to  heirs  is  usually  easi- 
di  an  IRA.  If  the  owner  of  a  401(k) 
uid  the  beneficiary  is  anyone  other 
a  spouse,  what  happens  next  is 
y  up  to  employers.  They  decide  how 
beneficiaries  can  keep  funds  in  the 
and  most  require  that  the  heirs  liq- 
i  the  account— generating  a  large 
ill.  "With  the  income  tax  and  the 
jility  of  the  estate  tax  for  large  ac- 
s,  you  could  see  70%  disappear," 
Annette  Simon,  a  financial  planner  at 
ic  Wealth  Management  in  Bethesda, 
m  contrast,  when  the  owner  of  an 
ies,  beneficiaries  can  stretch  out  the 
outions  over  their  lifetimes,  greatly 
ing  the  tax  hit. 

11,  there  are  a  few  reasons  to  stick 
die  401(k).  If  you  take  early  retire- 
,  you  can  tap  the  money  without 
'ty  starting  at  age  55— even  if  you 
uie  to  work  at  another  company, 
ssets  typically  can't  be  withdrawn 
5  age  59/2  without  penalty.  Another 
it:  Employer-sponsored  plans  often 
!  access  to  low-cost  mutual-fund 
s  that  aren't  available  to  the  public. 
:  ou  have  appreciated  company  stock 
'Ol(k),  the  best  bet  may  be  to  with- 
it  entirely.  That  means  you  will  owe 
le  tax,  but  only  on  the  amount  you 
:br  the  shares.  When  you  eventually 
ie  stock,  you'll  owe  tax  on  the  differ- 
between  your  cost  and  your  sales 

but  that  profit  will  be  at  the  lower 
d-gains  tax  rate.  If  instead  you 
the  stock  to  an  IRA,  you'll  owe  reg- 
ncome  tax  on  the  entire  amount. 

complicated  stuff,  for  sure.  No 
er  Belvry  and  Berner  and  millions  of 
5  are  seeking  some  good  advice.  ■ 


LEAVE  IT  TO  THE  PROS 

Marilyn  Berner  and 
husband  Bob  Belvry 
got  advice  on  their 
IRA  investments 


« 
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THE  COMPANY  PLAN  VS.  AN  IRA 

When  you  retire,  you  usually  have  the  option  of  keeping  your  employer's  401(k)  plan  or 
rolling  it  over  into  an  individual  retirement  account.  Here's  what  to  consider: 


401(k) 

IRA 

ACCESS 

Those  who  leave  their  jobs  at  age  55 
can  start  taking  regular  withdrawals 
without  penalty 

Penalty-free  withdrawals  start  at  age 
59K 

ESTATE 
PLANNING 

Other  than  a  spouse,  anyone 
inheriting  the  plan  will  usually  face 
income  taxes  on  the  entire  balance 

Heirs  can  lower  tax  bite  by  stretching 
out  accounts  withdrawals  over  their 
lifetime 

FEES 

Employers  may  absorb 
administrative  costs  for  the  plan 

Financial  service  companies  can  hit 
you  for  account  maintenance  fees 

INVESTMENTS 

Choices  may  be  limited,  but  often 
include  funds  with  lower  expenses 
than  you  can  get  on  your  own 

Almost  unlimited  choices,  and  with 
self-directed  IRAs,  you  can  even  do 
direct  investment  in  real  estate 
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HOW 


COLD  STEEL 


CAN  CREATE 


BURNING  LOYALTY 


The  success  of  our  company  rests  solely  on  the  shoulders  of  our  employees.  Not  because  ire  put  it  there,  but  because 
they  did.  You  see,  we  do  everything  we  can  to  enhance  our  company  culture.  That's  why  we  put  into  place  a  pay  for 
performance  plan  that  rewards  the  highest  producers.  Why  we  have  a  no-layoff  practice.  Why  we  help  our  employees  put 
their  kids  through  college.  And  why  we  treat  each  person  the  way  we  want  to  be  treated.  It's  no  wonder 
people  here  don't  see  this  as  just  another  business,  but  as  their  business.  r  .    ^        »T  . 

y  y  Its  Our  \ at ure. 


■■■— 


iincor.com  to  learn  more. 


Personal  Business  Retirement  Guic 


Does  a  Roth  401(k) 
Fit  Your  Future? 

Investing  aftertax  dollars  makes  good  sense-if  you 
can  afford  to  leave  them  alone.  BY  LAUREN  YOUNG 


NEW  YEAR'S  EVE  REVELERS  won't 
be  thinking  about  their 
401(k)  plans  on  Dec.  31.  But 
at  the  stroke  of  midnight 
comes  a  new  option:  the  Roth 
401(k).  What  sets  it  apart 
from  traditional  401(k)  plans 
is  the  way  participants  are 
taxed.  You  make  your  contri- 
butions with  aftertax  dollars, 
but  "when  you  withdraw 
money  from  a  Roth  401(k),  it 
comes  out  tax  free,"  says 
Robert  Reby,  a  certified  finan- 
cial planner  in  Danbury, 
Conn.  Here's  a  look  at  the  is- 
sues surrounding  the  Roth 
401(k)— and  what  you  should 
consider  before  you  open  one. 

How  is  the  Roth  401(k)  different? 
Unlike  traditional  401(k)s,  which  offer 
tax-deferred  growth,  participants  in  a 
Roth  401(k)  pay  their  taxes  up  front.  If 
you  put  $15,000  in  a  traditional  401(k), 
you  literally  slice  $15,000  off  your  tax- 
able income  for  the  year.  Now,  assume 
your  investment  grows  to  $45,000  over 
time,  and  your  tax  bracket  is  33/i%.  Be- 
cause all  your  contributions  are  tax-de- 
ferred, you  pay  no  income  taxes  until  you 
take  a  distribution— which  can  start 
when  you  reach  59/2.  When  you  tap  the 
account,  you'd  end  up  with  $30,000  af- 
ter taxes. 

Let's  use  those  same  assumptions  with 
a  Roth  401(k):  You'd  need  $22,500  worth 
of  income  to  get  that  $15,000  investment, 
since  you'd  pay  taxes  up  front  ($7,500). 
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The  flip  side  is  that  you  get  to  keep  the  en- 
tire $45,000  that  accumulates  in  the  ac- 
count. With  a  Roth,  "you  don't  get  the  im- 
mediate gratification,  but  it  is  a  great 
thing  for  future  gratification,"  Reby  says. 

Who  is  eligible  for  a  Roth  401(k)? 

Unlike  a  Roth  individual  retirement  ac- 
count, which  has  strict  income  limits, 
there's  no  velvet  rope  to  get  into  a  Roth 
401(k).  Like  traditional  401(k)s,  Roths 
have  a  catch-up  provision.  Those  50  or 
older  by  the  end  of  2006  can  contribute 
up  to  $20,000. 

Can  I  still  get  a  company  match? 

Employer  matches  will  still  be  made  with 
pretax  dollars.  But  the  match  money  will 
accumulate  in  a  separate  account  and  be 
taxed  as  ordinary  income  at  withdrawal. 

What  are  the  withdrawal  rules? 

Roth  401(k)s  are  similar  to  Roth  IRAs  in 


this  regard— investors  must  hold 
account  for  five  years  before  you  f 
tax-free  withdrawal.  The  rules 
fuzzy,  but  it  looks  like  a  Roth  401( 
be  similar  to  a  traditional  401(k)| 
can  take  an  early  withdrawal,  but 
pay  a  10%  penalty  if  you  do  so. 
can  also  be  paid  out  when  you  ter 
employment  or  when  you  reac)| 
age  of  59/2. 

Will  my  company  offer  a  Roth  401(k 

According  to  a  recent  survey  by  Hew 
sociates,  an  employee  benefits  consul 
35%  of  the  198  companies  that  respx 
say  they  are  likely  to  add  a  Roth  401 
their  benefits  plan.  Yet  some  cornp 
haven't  focused  on 
ing  it  available,  accc 
to  retirement  co: 
ants.  "It's  a  bit  of  a 
to  offer  a  Roth  40 
says  Martin  Nissent 
Ernst  &  Young's  na 
director  of  retire 
planning.  Comp 
need  separate  ace 
ing  systems  to  track 
401(k)s,  so  admin 
tive  costs  go  up 
also  will  need  to 
educational  camp 
to  bring  their  emplj 
up  to  speed.  That  I 
major  companies  - 
have  to  offer  a 
401(k)  to  keep  their 
fits  competitive, 
senbaum  notes. 

Is  the  Roth  401(k)  here  to  stay? 

The  Economic  Growth  &  Tax  Relief 
onciliation  Act  of  2001— the  legisli 
authorizing  the  Roth  401(k)— expi: 
the  end  of  2010,  and  it's  up  to  Con 
to  extend  the  Roth  provisions.  I 
rules  expire,  investors  should  be  al 
roll  accounts  into  a  regular  Roth 
although  you  won't  be  able  to 
new  contributions. 


Who  should  consider  a  Roth  401(k)? 

Younger  workers  in  low  tax  bra 
should  look  at  a  Roth  401(k)  because 
incomes  are  bound  to  increase  as  the 
reers  progress,  putting  them  in  a  h 
tax  bracket  later  on.  Anyone  looku 
shelter  assets  for  heirs  should  also  g 
serious  thought  "If  you  don't  thinl 
need  the  money  for  retirement,  you  c 
low  your  account  to  build  up  tax  free 
you  die,"  Nissenbaum  says.  You  typ 
can't  do  that  with  a  traditional  401(k 


There  are  no  maps  to  the  sweet  spot  of  the 
market.  But  we  know  a  heck  of  a  guide. 


MidCap  Spiders  let  you  own  the  market's  middle  with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  repre- 
sents the  entire  S&P  MidCap  400,  middle  market 
companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Askyour  advisor.  And  see  if  MidCap 
Spiders  could  be  a  sweet  addition  to  your  portfolio. 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  56%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/05 

One 
Year 

Based  on 
NAV 

Based  on 
Market  Price 

1011% 
996% 

Five  Years 

Since 
Inception 
(5/4/95) 

6.55% 
663% 

14.56% 
1447% 

Total  returns  are  calculated  quarterly  using  the  daily  4.00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back  into 
the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data  quot- 
ed represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  lotver  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  original  cost  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  tvill  reduce  returns.  To 
obtain  most  recent  month-end  performance,  please  call  I-800-THE  AMEX 
or  visit  uwui.MidCapSPDR.com. 


www.MidCapSPDR.com      Ticker  symbol  Amex:MDY 


AMERICAN 

STOCK  EXCHANGE* 

An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before 
investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www. MidCapSPDR.com  or  call  1-800- 
THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&P 
MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and 
American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  S&P  makes 
no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
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More  Risk- 
More  Reward 

Now  more  than  ever,  retirees  are  on  their  own. 

BY  HOWARD  GLECKMAN  AND  RICH  MILLER 


WANT  TO  GLIMPSE 
the  future  of  retire- 
ment? Just  ask  any 
United  Airlines  pi- 
lot, who  is  staring  at 
a  cut  of  60%  or 
more  in  his  prom- 
ised pension.  Ask  a  line  worker  at  Gener- 
al Motors,  who  is  about  to  lose  her  gener- 
ous retiree  health  benefits.  Or  listen  to 
President  George  Bush,  who  warns  that 
Social  Security  is  "broke"  and  won't  be 
able  to  pay  future  retirees  anything  close 
to  scheduled  benefits. 

In  the  new  world  of  retirement,  you'll 
have  much  less  support  from  your  former 
employer  or  from  the  government.  You'll 
have  to  protect  yourself  against  many 
complex  risks— from  the  danger  that  in- 
flation or  falling  markets  will  eat  away  at 
your  assets  to  the  chance  that  you  may 
need  cosdy  long-term  care.  The  biggest 
risk  of  all  may  be  that  you  will  outlive 
your  savings.  "Self-reliance  is  becoming 
the  order  of  the  day,"  says  University  of 
Illinois  economist  Jeffrey  Brown.  "We  are 
shifting  more  risks— and  more  rewards— 
to  individuals." 

If  you  make  the  right  choices,  this  new 
world  could  be  an  improvement.  You'll  be 

ASSESSING 
THE  RETIREMENT 
OUTLOOK  _ 


able  to  tailor  your  health  care  and  retire- 
ment package  to  your  specific  needs 
rather  than  relying  on  a  one-size-fits-all 
company  plan.  And  you  won't  have  to  fear 
your  ex- employer  going  belly-up. 

The  troubling  news  is  that  neither 
workers,  retirees,  nor  the  financial  world 
are  adequately  prepared.  Few  Americans 
realize  how  long  they  can  expect  to  five,  or 
how  much  retirement  will  cost.  "People 
are  running  full  speed  against  a  brick 
wall,"  says  Mary  Malgoire,  a  financial 
planner  in  Bethesda,  Md. 

DWINDLING  BENEFITS 

WHILE  FINANCIAL  products  are  rapidly 
evolving,  few  provide  cost-effective  securi- 
ty over  decades  of  retirement  Many  annu- 
ities, long-term-care  insurance  policies, 
and  reverse  mortgages  have  failed  to 
catch  on  because  they  are  prohibitively  ex- 
pensive or  have  other  serious  flaws. 

But  they  will  be  badly  needed.  Within 
two  decades,  barely  one  in  eight  retirees 
will  be  getting  a  guaranteed  pension.  Re- 
tiree health  insurance  may  disappear  en- 
tirely—just 20%  of  large  companies  offer 
such  benefits.  Out-of-pocket  costs  for 
Medicare  are  going  to  skyrocket.  If  you 
are  under  50,  you  have  little  chance  of  col- 


Don't  expect  to  rely  on  the 
government  or  your  former  employer 
as  you  plan  for  your  retirement  years. 
There  will  still  be  a  safety  net,  but 
proceed  as  if  you're  on  your  own. 


*> 


lecting  all  your  promised  Social  Set| 
benefits.  And  states  are  looking  to 
the  nearly  $80  billion  they  pay  annj 
for  nursing  home  care  through  MedJ 

Governments  and  companies  ar^ 
the  world  are  also  shifting  risk  to  inc 
uals.  The  International  Monetary 
says  households  are  becoming  the  "s| 
absorber  of  last  resort,"  taking 
when  markets  swoon.  That  stabilize 
financial  system,  but  leaves  indivicl 
exposed,  says  IMF  official  Gerd  Haeij 

Firms  are  struggling  to  design  ij 
ucts  that  provide  the  cash  seniors 


PRIVATE  PENSIONS 

Traditional  defined-benefit  pensions  will 
continue  to  fade  away.  Expect  to  rely  even 
more  on  employer-based  401(k)s  and 
individual  retirement  accounts. 

E^  PROS  These  accounts  will  enjoy 
I  increasingly  generous  tax  breaks.  The 
money  is  yours  even  if  your  company  goes  broke. 

CONS  You'll  bear  all  the  market  risk  and 
get  little  help  with  investment  decision- 
making unless  you  pay  for  advisory  services. 


SOCIAL  SECURITY 

Even  if  President  Bush's  plan  to  | 
Social  Security  fails,  scheduled 
benefits  eventually  will  be  scaleil 

FTT1  PROS  Any  reforms  could  shcl 
L^i  the  system  for  future  general 
and  improve  coverage  for  the  disab 

F771  CONS  Higher-income  worke  | 
wOi  expect  to  pay  more  in  taxes; 
less-than-promised  benefits. 
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THE  INCREDIBLE 
SHRINKING  BENEFITS 


Traditional  corporate  pension 
plans  are  shrinking... 


, THOUSANDS 


EMPLOYERS 
OFFERING  DEFINED- 
BENEFIT  PLANS 


...and  so  are  retiree 
health  benefits... 

EMPLOYERS,  WITH  500  OR  MORE 
WORKERS.  OFFERING  BENEFITS  TO 
CURRENT  AND  FUTURE  RETIREES 

■  EARLY  RETIREES 

■  MEDICARE-ELIGIBLE  RETIREES 


05  EST. 


Data:  Pension  Benefit  Guaranty  Corp.. 
Business  Wee* 


..yet  many  are  financially 
unprepared- 


Data:  Mercer  Human  Resources  Consulting  uc 


.and  worry  if  they  can 
afford  health  care 


ON  TRACK 


32 /owill  generate  at 
least  70%  of  current 

income  in  retirement 


g™  30%  will  generate 
50%  to  69%  of  current 
income 


AT  RISK 


3o  /o  will  generate 
less  than  half  of  current 


income 


Data:  Vanguard  Center  tor  Retirement  Research  survey 
of  those  with  median  retirement  savings  of  $100,000 


Data:  Commonwealth  Fund  survey  of  Amencans 
age  50-70 


31  they  are  hit  with  major  health  costs. 

many,  that  will  happen  in  their  ex- 

le  old  age,  just  when  they  have  run 

>ugh  their  nest  eggs.  Paul  Fronstin, 

ior  research  associate  at  the  Employee 

lent  Research  Institute,  figures  typical 

ear-olds    will    spend    more    than 

0,000  over  the  rest  of  their  lives  for 

l-of-pocket  medical  costs.  Long-term 

\  can  add  $50,000  annually.  "We  need 

oduct  that  will  allow  you  to  not  out- 

your  resources,"  says  Alicia  Munnell, 

ctor  of  the  Center  for  Retirement  Re- 

"ch  at  Boston  University. 


For  many  retirees,  immediate  annuities 
could  be  a  smart  way  to  generate  month- 
ly income  (page  92).  They're  a  great  deal 
for  people  who  five  well  into  their  80s  or 
beyond.  But  customers  shy  away  from 
them  because  most  annuities  stop  paying 
when  you  die,  so  if  you  pass  away  at  a 
younger  age,  you  get  a  lower  return. 

Firms  are  also  designing  products  to 
protect  retirees  from  inflation,  which  can 
cut  the  purchasing  power  of  a  65-year- 
old's  annuity  in  half  over  20  years.  Yet 
consumers  are  not  buying.  One  reason  is 
that  many  retirees  want  more  cash  right 


away,  but  an  inflation-in- 
-  dexed  annuity  pays  less 
at  first,  in  return  for 
gradually  increasing  pay- 
ments down  the  road. 
Says  Ron  Danilson,  vice- 
president  at  insurer  Prin- 
cipal Financial  Group: 
"They  may  want  it  con- 
ceptually, until  they  go 
through  the  numbers." 

Private  long-term  care 
insurance  will  also  need 
retooling.  Complexity 
and  fast-rising  premiums 
are  keeping  buyers  away. 
Even  more  troubling: 
Many  believe  Medicaid 
will  pay  long-term  care 
costs.  That  may  be  wish- 
ful thinking,  but  it's  dis- 
couraging people  from 
buying  policies. 

To  boost  sales,  firms 
are  looking  to  mix  and 
match.  For  instance, 
Principal  Financial  is 
rolling  out  an  annuity 
that  increases  payouts  if 
you  need  long-term  care. 
John  Hancock  Financial 
Services  is  offering  a 
long-term-care  rider  to 
its  whole-life  policies. 
But  firms  need  to  see  more  consumer 
interest  to  make  it  worth  their  while. 
Says  Massachusetts  Institute  of  Technol- 
ogy economist  James  Poterba:  "People 
need  to  appreciate  their  risks  for  the 
market  to  develop." 

It  isn't  easy  to  think  about  money,  old 
age,  and  illness.  But  retirees  and  near-re- 
tirees are  coming  to  realize  that  their 
golden  years  will  be  very  different  than 
that  of  their  parents.  Many  of  us  will  have 
more  opportunities  to  enhance  our  finan- 
cial security  in  retirement.  But  we  will 
have  to  work  a  lot  harder  at  it.  ■ 


REE  HEALTH  CARE 

ion't  have  it,  don't  count  on 
it.  Even  if  you  do,  expect  to 
)re  out  of  pocket. 

R0S  Companies  are  beginning 
o  create  tax-free  savings 
ts  so  you  can  buy  your  own  post- 
ent  insurance. 

JONS  Premiums  and  co-pays  will 
ise,  particularly  for  younger 
not  yet  eligible  for  Medicare. 


MEDICARE 

Retirees  are  about  to  get  a  new  drug 
benefit  and  more  managed-care  options. 
But  premiums  will  continue  to  rise  steeply, 
especially  for  higher-income  retirees. 

V77I  PROS  New  insurance  options  will  allow 
L^J  seniors  to  better  tailor  coverage  to  their 
individual  needs. 

FT1  CONS  There'll  be  higher  out-of-pocket 
idd  costs  and  complex  choices.  More 
managed  care  will  mean  new  limits  on  benefits. 


MEDICAID 

It  currently  pays  for  most  nursing  home 
stays,  but  states  and  the  feds  will  tighten 
eligibility.  More  families  will  have  to  pay  for 
long-term  care. 

FT71  PROS  States  may  provide  some  home- 
L^j  care  assistance  to  help  keep  seniors  out 
of  nursing  homes. 

FT71  CONS  Other  options,  such  as  long-term- 
lOA  care  insurance  and  reverse  mortgages, 
are  costly  and  complicated. 
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When  You  Still 
Want  to  Work 

Instead  of  retiring,  many  boomers  are  changing 
careers  or  looking  to  give  back.  BY  toddi  gutner 


TWO  YEARS  AGO,  AFTER  35 
years  as  a  rheumatologist 
in  Wilmington,  Del.,  Rus- 
sell Labowitz  sold  his 
medical  practice  and  set 
out  to  make  a  lifelong 
dream  a  reality.  With  fond 
memories  of  his  first  job  scooping  ice 
cream  at  a  corner  drugstore  in  Philadel- 
phia, Labowitz  decided  to  open  an  ice 
cream  shop.  To  prepare,  he  attended  a 
five-day  ice-cream-making  course  at  the 
famed  Pennsylvania  State  University 
Creamery  and  traveled  the  East  Coast  to 
consult  with  specialists.  Some  18 
months  and  $300,000  later,  Labowitz, 
64,  is  getting  ready  for  the  grand  open- 
ing in  early  August  of  Uncle  Russell's  Ice 
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Cream  in  Northfield,  N.J.,  outside  of  At- 
lantic City.  "I'm  looking  forward  to  do- 
ing something  totally  different,"  he  says. 
For  many  people,  working  in  "retire- 
ment" means  remaining  in  a  long-stand- 
ing profession  and  enjoying  flexible 
schedules  with  fewer  hours.  But  later-in- 
life  career  changers  don't  care  about  tak- 
ing it  easier  and  often  work  as  hard  or 
harder  than  they  did  in  the  jobs  they  left 
behind.  This  will  become  an  increasingly 
common  scenario  with  the  first  of  the  baby 
boomers,  the  most  educated  and  healthi- 
est American  cohort  to  approach  retire- 
ment, turning  60  next  year.  A  recent  Mer- 
rill Lynch  retirement  survey  of  more  than 
3,000  boomers  reported  that  83%  intend 
to  keep  working,  and  56%  of  them  hope  to 


ROCHE  Thee 

CEO  of  a  ma 
of  hair  prodi 
runs  nonpro 
Girls  Inc. 


do  so  in  a  new  profes- 
sion. For  many,  the 
new  job  would  be  in 
community  service, 
according  to  Civic 
Ventures,  a  San  Fran- 
cisco nonprofit. 

Any  career  change  can  be  daun 
but  perhaps  more  so  in  middle  age.  I 
seasoned  professionals  don't  relish 
ing  to  relive  the  "what  am  I  going  t 
next?"  soul-searching  they  might 
last  experienced  right  after  college, 
"if  you  take  the  perspective  that  the 
still  years  to  plan  and  do  things, 
change  can  be  very  exciting,"  says  N: 
Schlossberg,  a  retired  University  of  W. 
land  education  professor. 

Keeping  that  in  mind,  the  first 
most  important  step  you  should  tai 
setting  aside  enough  time  to  make 
transition.  "We  want  something  tc 
into  place  right  away,  and  that's  not 
things  work,"  says  Ronald  Manned 
executive  director  of  the  North  Care 
Center  for  Creative  Retirement.  It 
Liliane  Ford  Kates  a  year  to  figure 
what  she  wanted  to  do  with  her  t 
Three  years  ago,  at  age  67,  she  dec 
she  wanted  a  change  after  running  i 
man-resources  company  in  Manhs 
for  25  years.  "I  knew  I  didn't  want  t 
tire,"  says  Ford  Kates. 

She  joined  Transition  Network,  a 


k-based  networking  group  for 
men  over  50,  and  attended  lectures 
career  change.  One  speaker,  Jeri  Sed- 
co-author  of  Don't  Retire,  Rewire!  in- 
red  Ford  Kates  to  ask  lots  of  questions 
,)ut  what  she  really  loved  to  do,  the 
e  of  work  schedule  she  desired,  and 
y  she  wanted  to  remain  in  the  work 
rid.  After  realizing  she  loved  helping 
iple  and  being  physically  fit,  this 
ther  of  two  and  grandmother  of  three 
out  to  become  certified  as  a  personal 
ner.  She  did  that  by  completing  two 
rs  of  coursework  at  Marymount  Col- 
e  and  a  home-study  program  from 
American  Council  on  Exercise. 

,KE  THREE  LISTS 

CING  PROBING  QUESTIONS  will  take 
a  good  chunk  of  time.  Ken  Dychtwald, 
founder  of  Age  Wave,  a  San  Francisco 
aarch  firm  that  focuses  on  the  graying 
kforce,  suggests  in  his  new  book,  The 
ver  Years,  that  you  make  three  fists: 
t,  write  down  every  job  you've  ever 
,  both  volunteer  and  paid.  "Don't  rule 
anything,"  he  says.  Under  each  posi- 
1,  list  three  things  about  that  job  that 
enjoyed  most  and  when  you  felt  most 
sonally  satisfied.  Next,  make  a  list  of 
tv  you  spend  your  discretionary  income 
ause  that  can  be  a  good  indicator  of 
r  priorities. 

unally,  look  back  over  your  life  and 

lk  about  all  the  dreams  and  ambitions 

:  might  have  gotten  sidetracked  by 

ctical  concerns,  such  as  financial  secu- 

to  pay  the  mortgage  or  put  your  kids 

)ugh  college.  These  lists  can  help  you 

ift  a  new  career  from  the  inside  out 

I  help  you  find  and  follow  your  pas- 

V'  says  Dychtwald. 

hat's  exactly  what  Preston  Moore,  an 

rney-turned-Unitarian  minister,  dis- 

lered.  Moore,  56,  enjoyed  the  three 

iades  he  worked  as  a  civil  litigator  at  a 

I  Francisco  law  firm.  "But  I  had  al- 
py  proved  myself,  and  I  began  to  real- 
ithat  winning  another  case  just  wasn't 
mg  it  for  me  anymore,"  he  says.  Moore 
ie  up  his  partnership  five  years  ago  but 

tinued  to  consult  part-time  to  provide 
ne  income.  Now  he's  doing  an  intern- 
p  in  Portland,  Ore.,  after  completing  a 
;e-year  graduate  seminary  program  at 
duate  Theological  Union  in  Berkeley. 

II  finish  in  December,  and  says  he  is 
ing  to  relocate  wherever  he  and  his 
,  also  a  graduating  ministry  student, 
jobs. 

ike  Ford  Kates  and  Moore,  many 
Jspective  retirees  return  to  school  to 
Jich  their  new  careers— and  colleges 
I  universities  are  taking  note.  Two  ex- 


amples: Adelphi  University  in  Garden 
City,  N.Y.,  and  Eckerd  College  in  St.  Pe- 
tersburg, Fla.,  offer  students  credit  for 
workplace  experience.  That  could  lighten 
your  coursework  as  well  as  your  tuition 
bills.  Internet  programs  are  also  a  low- 
cost  and  flexible  option  for  those  who 
want  to  gain  new  academic  credentials. 


SEVEN  STEPS 
TO  A  ROUSING 
SECOND  ACT 


1  CARVE  out  a  reasonable  chunk  of  time 
to  give  serious  thought  to  what  you  want 
to  do  next. 

2 REFLECT  on  all  the  jobs  you've 
ever  had-volunteer  as  well  as  paid— 
and  consider  what  you  liked  about  each. 

3 THINK  about  any  ambitions  you  had 
in  your  youth  that  got  derailed  by 
practical  considerations. 

4 IDENTIFY  how  you  spend  your 
discretionary  income.  That  will  help  you 
see  your  priorities. 

5 FIGURE  out  ways  you  can  marry  your 
passions  with  your  skills. 

6 LOOK  for  opportunities  in  fields  that 
have  labor  shortages  and  welcome 
older  workers. 

7  GO  BACK  to  school,  if  necessary,  to  get 
the  training  and  credentials  you  need. 


Data:  The  Power  Years,  by  Ken  Dychtwald 


For  others,  the  key  is  transferring 
well-honed  skills  to  a  different  setting. 
Joyce  Roche  spent  25  years  in  the  corpo- 
rate world,  most  recently  as  CEO  of  Car- 
son Products,  a  Savannah  (Ga.)  manu- 
facturer of  hair  products.  Roche,  58, 
knew  she  had  valuable  skills  and  decided 
it  was  time  to  use  them  in  an  organiza- 
tion with  a  strong  social- 
service  agenda.  "I  sat  on 
nonprofit  boards  but  never 
really  felt  I  did  very 
much,"  she  says.  Net- 
working through  business 
contacts  landed  her  a  job 
five  years  ago  as  CEO  of 
New  York  City-based  Girls 
Inc.,  a  national  nonprofit 
dedicated  to  helping 
girls— especially  those 
from  low-income  fami- 
lies—fulfill their  potential. 
"This  is  probably  the  most 
challenging  but  reward- 
ing job  I've  ever  had," 
says  Roche.  Having  lived 
in  New  York  City  prior  to 
her  stint  with  Carson 
Products,  Roche  was  hap- 
py to  return. 

Sometimes,  though, 
making  a  change  means 
starting  at  the  bottom 
again.  After  working  as  a 
computer  analyst  and  then  a  hotel  entre- 
preneur, 60-year-old  David  Morgan  re- 
tired 12  years  ago.  But  the  joys  of  softball 
and  gardening  eventually  wore  thin.  So 
recently  Morgan  decided  to  return  to 
work— as  a  salesman  for  a  BMW,  Volvo, 
and  Mercedes-Benz  dealership  in  his 
hometown  of  Chico,  Calif.,  100  miles 
north  of  Sacramento.  "I've  never  been 
this  far  down  on  the  totem  pole,"  says 
Morgan,  who  has  owned  BMWs  and 
Volvos  and  took  the  job  on  a  whim  after 
seeing  a  help-wanted  ad.  Still,  he  enjoys 
his  40-hour  workweek.  "I  found  it  in- 
creases my  mental  acuity  and  physical 
stamina,"  says  Morgan,  who  recently 
sold  four  cars  in  three  days. 

When  thinking  about  your  next  move, 
consider  areas  where  labor  shortages  are 
expected  and  there  are  few  age  barriers  to 
entry.  Workplace  experts  predict  staffing 
shortfalls  in  the  fields  of  education, 
health,  and  technology.  If  you're  interest- 
ed in  teaching,  expedited  programs  can 
take  experienced  workers  and  put  them  in 
front  of  a  classroom  in  just  a  few  months. 
As  society  becomes  more  welcoming  to 
an  older  workforce,  there's  no  better  time 
to  marry  your  skills  to  newly  meaningful 
work  that  works  for  you.  ■ 
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Remodeling 
For  the  Future 


Aging-in-place'  design  ensures  that  your  house 
suit  you  through  the  years.  BY  LARRY  ARMSTRONG 


FOR  LIZBETH  CHAPMAN,  IT 
was  a  dream  come  true.  Five 
years  ago  she  packed  up  her 
busy  life  and  home-based  fi- 
nancial public-relations  busi- 
ness and  moved  from  Boston 
to  a  house  in  Wellfieet,  Mass., 
on  Cape  Cod,  where  she  intends  to  spend 
the  rest  of  her  life. 

Then  a  minor  disaster  hit.  Less  than 
three  months  after  purchasing  the  house, 
Chapman,  then  57,  broke  her  ankle  and 
ended  up  in  a  nonwalking  cast.  "I  was 
virtually  immobile  for  three  months,"  she 
says.  "The  house  became  a  prison."  She 
couldn't  get  her  wheelchair  from  her  car 
up  the  gravel  driveway  to  her  house. 
There  were  three  steps  up  to  the  front 
door.  The  doors  and  hallways  were  too 
narrow,  and  a  standard  wheelchair  didn't 
fit  in  the  five-foot-square  bathroom. 

Chapman  considers  herself  lucky.  Her 
temporary  disability  opened  her  eyes  to  the 
liabilities  of  her  dream  home— and  did  so 
in  enough  time  for  her  to  do  something 
about  it.  She  leveled  the  55-year-old  cot- 
tage and,  last  month,  watched  as  builders 
started  framing  a  new  Greek  Revival 


home  designed  to  accommodate  her, 
come  what  may,  as  she  gets  older.  "My 
new  house  will  be  small  and  very  open 
with  lots  of  'aging-in-place'  decisions  I 
made  that  will  allow  me  to  live  here  for  the 
rest  of  my  life,"  she  says. 

Retirement  planning,  for 
most  of  us,  means  financial 
planning— in  other  words,  hav- 
ing enough  money  to  maintain 
our  standard  of  living  when  we 
retire.  But  equally  important  is 
planning  for  a  home  that's 
adapted  to  ease  the  inconven- 
iences of  getting  older,  such  as 
arthritis  or  diminished  sight. 
Most  important,  it  should  be  ful- 
ly accessible  to  you  should  you 
need  a  wheelchair.  Ideally,  your 
plans— like  your  portfolio- 
should  be  in  place  by  the  time 
you  retire.  For  one  thing,  the 
modifications  you'll  probably 
want  will  be  less  expensive  if 
they're  part  of  new  construction 
or  a  major  remodel  than  if 
they're  done  on  an  emergency 
basis.  If  s  also  easier  to  take  on  a  big  con- 
struction project  at  age  55 
than  75. 

Besides  building  or  re- 
modeling a  home,  you  can 
buy  into  a  senior  or  adult 
community  designed  to  be 
more  accessible  than  tradi- 
tional housing.  Rarely,  you 
might  find  a  house  that  has 
been  built  or  modified  to  suit 
the  special  needs  of  older 
people.  That's  what  hap- 
pened to  Rose  Gorospe,  a  61- 
year-old  nurse  who  moved 
into  her  Murrieta  (Calif.) 
house  in  April.  "I  wasn't 
specifically   looking    for    a 


Lj£ 


<: 


house  designed  for  elderly  or  disabled  I 
pie,"  she  says.  "But  when  I  came  ad 
this  house,  I  fell  in  love  with  all  theJ 
tures.  I  just  knew  that  it  was  ideal  for  a  j 
son  my  age." 

LOW  CABINETS 

WHAT  GOROSPE  DIDN'T  know  wasj 
her  tract  home  had  won  an  award 
the    National    Association    of 
Builders  in  2001  for  its  "Aging  in  Pi 
design.  Also  called  universal  desigrl 
elusive  design,  or  barrier-free  design| 
concept  is  that  people  can  live  in  the ; 
place  despite  changes  in  their  phyl 
condition.  Gorospe's  house  has  no  $1 
to  climb  or  thresholds  to  trip  over.  I 
includes  the  front  door,  making  it  eqif 
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Wien  /  came  across 
is  house,"  Gorospe 
s,  "I  fell  in  love  with 
the  features.  I  just 
ew  that  it  was  ideal 
r  a  person  my  age" 

oming  for  visitors  with  baby  strollers 

1  wheelchairs.  The  10  doorways  in  the 

fese  are  all  at  least  three  feet  wide.  Low- 

itchen  cabinets  have  drawers  instead 

selves,  and  those  under  the  sink  and 

etop  can  be  converted  from  storage 

:e  to  knee  space  for  those  who  prefer 

ean  and  cook  while  seated. 

lost  people  aren't  going  to  build  or 

a  custom  house  for  their  retirement. 

s  most  recent  survey  of  older  Ameri- 

;   regarding    housing    preferences, 

P  found  that  63%  of  the  participants 

age  45  believed  they  would  always 

in  their  current  residence,  and  of 

e  who  didn't,  one  in  three  said  they 

already  made  plans  for  the  future. 

>ng  respondents  55  and  older,  89% 


said  they  wanted  to  stay  where  they  were 
for  as  long  as  possible. 

If  you  count  yourself  in  that  group, 
you  should  plan  to  remodel  with  an  eye 
toward  your  later  years.  That  doesn't  just 
mean  installing  grab  bars  in  the  bath- 
room and  ramps  at  your  front  entrance. 
(If  you're  remodeling  a  bath,  though, 
you  might  want  to  reinforce  the  walls  so 
you  can  put  in  a  grab  bar  later  if  you  need 


GRACEFUL  SENIOR  UVING 
INMURRIETA 

1.  Gorospe's  home  has 
no  front  steps— a  big  plus 
should  a  wheelchair  ever 
be  needed.  2.  There's  knee 
space  below  the  kitchen  sink 
to  allow  for  working  while 
sitting.  3. The  fully  accessible 
kitchen  has  plenty  of  room 
to  maneuver  and  transom 
windows  to  let  in  more  light. 
4.  D-shaped  pulls  on  the 
cabinets  are  easier  to  grasp. 
5. The  shower  in  the  master 
suite  is  curbless  for  easy  entry 
and  has  an  unobtrusive  grab 
bar.  6.  Wide  hallways  and 
doorways  are  easy  to 
negotiate  and  bedroom 
windows  are  low  to  the  floor 
for  an  emergency  exit. 
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it.)  If  you  haven't  bud- 
geted for  a  makeover, 
consider  this:  Care  in 
a  nursing  home  costs 
an  average  of  $60,000 
a  year. 

Jack  and  Julia  Hamil- 
ton are  in  the  midst  of 
remodeling  the  two-sto- 
ry Sugar  Land  (Tex.) 
house  they've  lived  in  for 
nearly  30  years.  They're 
moving  their  bedroom 
to  the  first  floor  and  re- 
doing the  first-floor 
kitchen,  bath,  and  den, 
and  laying  tile  instead  of 
carpet  throughout  the 
lower  floor.  They've  in- 
cluded lots  of  universal 
design  features,  includ- 
ing wider  pocket  door- 
ways that  slide  into  a 
wall  for  the  bathroom,  a 
walk-in  whirlpool  bathtub  with  a  door, 
and  an  adjoining  shower  large  enough  to 
accommodate  a  wheelchair.  "We  were  go- 
ing to  remodel  anyway,"  says  Jack,  64. 
"Along  the  way  we  decided  if  we  were  go- 
ing to  live  here  until  we  die,  we  should 
make  the  house  work  for  us."  The  cost? 
"No  more  than  any  other  type  of  remod- 
eling," he  says.  (The  walk-in  Jacuzzi,  he 
admits,  was  a  splurge.) 

TRADING  SPACES 

UNIVERSAL  DESIGN  ALSO  shouldn't 
cost  much  more  if  you  plan  for  it  before 
building  a  house,  rather  than  adding  fea- 
tures one  by  one  as  you  need  them.  The 
age-in-place  touches  in  Gorospe's  house 
cost  the  builder  just  $5,000  more,  says 
Susan  Mack,  an  occupational  therapist 
who  founded  Homes  for  Easy  Living,  the 
Murrieta  (Calif.)  universal  design  consul- 
tancy that  designed  the  house.  (The 
builder  charged  the  original  buyers  a 
$10,000  premium  over  the  same  house 
without  the  features.) 

The  trade-off  for  universal  design  in 
new  construction  is  sometimes  the  loss  of 
space  in  traditional  living  areas.  Larger 
bathrooms  and  wider  hallways  take  up 
square  footage  that  builders  would  prefer 
for  bigger  foyers  and  great  rooms.  "But 
when  you  get  older,"  Mack  asks,  "would 
you  rather  have  that  extra  12  inches  in  the 
bathroom  or  in  the  wet  bar?" 

If  you're  planning  to  make  age-in-place 
improvements,  you'll  need  a  contractor  to 
handle  big  jobs,  such  as  ripping  out  a 
bathtub  and  replacing  it  with  an  accessi- 
ble shower.  But  there  are  lots  of  little 


changes  around  the  house  you  can  do  on 
your  own,  or  with  the  help  of  a  handy- 
man. Add  a  shelf  or  table  outside  the  front 
door  to  hold  packages  while  you  fumble 
with  the  keys.  Change  all  doorknobs  to 
lever  handles,  making  them  easier  to 
open.  Replacing  the  standard  hinges 
with  offset  hinges  on  interior  doors  can 
add  up  to  2/2  inches  to  the  opening  by 
swinging  the  door  completely  out  of  the 

HOW  TO  CREATE  YOUR 
COMFORT  ZONE 


You  can  do  a  lot  to  make  your  home  more  age- 
friendly.  Here  are  some  suggestions  from  Legal  Eagle 
Contractors  in  Houston.  Prices  are  higher  on  the  East 
and  West  Coasts. 

ADDING  an  elevator  to  an  existing  home:  $30,000 
to  $50,000  inside;  $25,000  to  $35,000  outside 

BUILDING  a  mother-in-law  addition  for  aging  parents: 
$90,000  to  $175,000  (the  average  is  $130,000) 

CHANGING  a  bathtub  to  an  accessible  shower: 
$5,000  to  $6,000 

INSTALLING  a  temperature-  and  pressure-balanced 
water  valve  with  an  anti-scald  feature:  $350  to  $500, 
plus  $375  for  a  plumber 

MOUNTING  a  stair  glide  on  the  treads  of  a  staircase 
to  carry  a  person  up  and  down  steps  while  seated: 
$5,000 

WIDENING  a  door  from  24"  to  32"  or  36":  $750  to 
$1,000  (this  often  includes  moving  a  light  switch) 


doorway.  Or  remove    GOROSPE  Thel 

the  door  entirely.        home  she  md 

In   the   kitchen,    into  was  an  a<| 

change    knobs    on    w!n™;rfori 

drawers  and  cabi-    friendly  desij 

nets    to    D-shaped 

pulls,  which  are  easier  to  grasp.  Get  I 

or  that  contrasts  with  the  cabinet  to  ( 

them  easier  to  see.  Change  the  fauj 

the  single-handle  lever  type.  Get  an 

long   hose   for   the    :  I 

sprayer  so  you  can 

pots  while  they're  sitti;| 

the  stove. 

In  the  bathroom,  yo^ 
add  an  extender  unde 
toilet  to  raise  it  to  a 
that's  easier  to  use. 
those  grab  bars:  Theyj 
come  in  designer  color*; 
finishes,  or  look  like  ore 
towel  bars.  Another  i 
add  wainscot.  The  right! 
of  wood  molding  at  thl 
can  end  up  being  a  grail 
Most    universal    d| 
changes  are  subde,  so 
worry  that  your  houst 
end  up  looking  like  a  ni 
home.  You'll  enjoy 
the  features— amenities! 
as  massage  showers,  t| 
type  toilet  seats  that 
and    dry   you,   and   u 
kitchen  cabinets  that 
down  to  counter  heijl 
while    you're    young, 
you'll  really  appreciate 


Data:  Legal  Eagle  Contractors  Co  BusinessWeek      when  yOU  re  Older. 
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roducing  My  Retirement  Portfolios. 

less  possibilities  for  your  retirement,  courtesy  of  American  Century.  A  place  where  portfolio  managers  are 
nsely  focused  on  getting  the  most  out  of  your  money  And  now,  American  Century  offers  a  simple  way  to  plan 
/our  retirement  with  a  single  investment.  It's  called  My  Retirement  Portfolios.  You  choose  the  date  of  your 
•ement,  and  our  portfolio  managers  take  care  of  the  rest.  Just  one  more  way  we're  working  toward  securing 
future  of  your  dreams.  Contact  your  investment  professional,  or  visit  americancentury.com/retirement 


hou\d  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully 
e  you  invest.  The  fund's  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236, 
lins  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 

performance  is  not  a  guarantee  of  future  results.  Investment  return  and  principal  value  will 
iate,  and  it  is  possible  to  lose  money  by  investing. 

,?n  Century  Investment  Services,  Inc.,  Distributor. 
American  Century  Proprietary  Holdings,  Inc.  All  rights  reserved. 


American  Century 
Investments" 

G*miine.  Results. 
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DUTCH  FINANCIAL  GIANT  ING  GROUP  IS  A  TEMPTING  TARGET- 
BELEAGUERED  MERCK  MAY  BE  LAYING  ITS  VIOXX  WOES  TO  RES! 
THE  PIPELINE  IS  PROMISING  AT  SPECTRUM  PHARMACEUTICALS. 
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Looking  A-O.K.  at  ING 

THE  NETHERLANDS'  ING  GROUP  (ING),  a  provider  of 
banking,  insurance,  and  asset  management  to  50  mil- 
lion clients— individuals,  companies  and  institutions— 
in  over  50  countries,  has  been  making  inroads  in  America, 
mainly  in  direct  and  Internet  banking. 
For  U.S.  rivals,  ING's  global  reach— 
and  1,600  branches— make  it  an  at- 
tractive target,  says  Don  Schreiber, 
CEO  of  investment  adviser  Wealth 
Builders,  which  has  bought  shares.  He 
calls  ING  an  "undervalued  gem— as  a 
value  stock  and  a  dividend  play,"  with 
a  5.2%  payout  yield.  And  its  stock  is 
trading  at  nine  times  his  conservative 
estimate  of  $3.25  a  share  for  2005— a 
ratio  far  below  those  of  its  peers.  He 
figures  ING,  whose  American  deposi- 
tary receipts— now  at  28.88— trade  on  the  Big  Board,  is  worth 
at  least  33  but  would  fetch  more  in  a  buyout.  In  2006, 
Schreiber  sees  earnings  slowing  to  $3.20  partly  because  of 
asset  sales  and  restructuring  costs.  With  the  elderly  facing 
pension  changes  in  many  countries,  ING's  expertise  in 
financial  planning  and  investing  will  be  at  a  premium,  says 
Schreiber.  Rahul  Shah  of  Standard  &  Poor's  in  London  rates 
ING  a  "four-star  buy" (five  is  tops).  ING  says  its  direct  banking 
unit  has  $164  billion  under  management,  excluding  the  U.S. 
It  has  a  further  $30  billion  from  2.6  million  U.S.  clients.  ING 
spokeswoman  Dorothy  Hellenius  says:  "We  continue  to  see 
sufficient  potential  for  growth  as  an  independent  company." 

Is  Merck  Rallying 
After  That  Nasty  Tumble? 

ALTHOUGH  MOST  ANALYSTS  who  track  Merck  (MRK) 
remain  bearish  on  the  beleaguered  drugmaker,  some 
upbeat  investors  are  buying.  Merck  pulled  its  Vioxx/ 
COX-2  Inhibitor  for  arthritis  (11%  of  sales)  off  the  market  in 
September  after  studies  linked  it  to  increased  risk  of  heart 
attacks.  The  stock  plunged— from  45  on  Sept.  29  to  26  by  Nov. 
9— but  has  since  crept  up  to  31.62.  Still,  it's  selling  at  a  "fire- 
sale  price,"  says  Carl  Birkenbach  of  Birkenbach  Management, 
which  has  bought  shares.  Despite  the  "negative  aura" 
surrounding  Merck,  he  sees  it  beating  analysts'  reduced  2006 
consensus  earnings  forecast  of  $2.41  a  share;  he  predicts  $2.50. 
The  price,  he  says,  already  reflects  the  lawsuits  that  face  Merck. 
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It  does  not,  however,  take  account,  he 
adds,  of  new  drugs  in  the  pipeline— and 
the  likely  return  of  Vioxx.  He  notes  that 
a  panel  in  Canada  recently  recom- 
mended allowing  Vioxx  back  into  the 
market.  In  February  a  U.S.  group  called 
for  similar  action.  Michael  Krensavage 
of  Raymond  James  &  Associates,  a  rare 
bull,  tags  Merck  a  "strong  buy"  because 
its  4.8%  dividend  provides  an 
"attractive  return."  Its  new  drugs 
include  a  series  of  vaccines,  such  as 
Gardasil,  for  cervical  cancer.  His  price  target  is  42. 

Spectrum's  Cancer  Drugs 
Could  Be  Winners 

BIOTECHS  GOT  BATTERED  earlier  this  year,  but  the 
caps  are  winning  back  investor  interest.  John  McCai 
editor  of  the  Medical  Technology  Stock  Letter,  says  sm 
cap  biotechs,  which  bore  the  brunt  of  the  selling,  are  now 
where  the  values  are.  Dan  D'Pietro  of  hedge  fund  Pro- 
MedCapital  is  high  on  Spectrum  Pharmaceuticals  (SPPI), 
whose  stock  is  down  from  6.90  in  mid-March  to  4.40  now. 
company  has  yet  to  make  a  dime,  but  it 
has  a  number  of  anticancer  agents  in 
advanced  clinical  trials,  including 
Satraplatin,  an  oral  drug  for  prostate 
cancer.  The  Food  &  Drug 
Administration  has  given  Satraplatin  a 
"fast-track"  designation  for  quick 
action  upon  completion  of  tests  now  in 
progress  in  Europe.  Satraplatin,  says 
D'Pietro,  is  also  being  tested  for  ovarian 
and  small-cell  lung  cancer.  Spectrum's 
partner,  Germany's  GPC  Biotech,  is 
funding  the  trials.  Spectrum  will  ink  a 
pact  with  a  major  drug  company  to  market  Satraplatin,  sa; 
one  investor  close  to  the  company.  Ren  Benjamin  of  inv< 
firm  Rodman  &  Renshaw  rates  it  "outperform/speculative 
risk,"  with  a  price  target  of  12.  Spectrum,  he  says,  should  re 
interim  clinical  results  on  Satraplatin  by  early  2006 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 
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Health  Savings  Accounts 


Sometimes  all  you 
need  is  a  little  help 
getting  started. 

When  you're  ready  to  offer 
consumer-directed  health  insurance 
plans  with  Health  Savings  Accounts, 
Aetna  can  help  the  transition  go 
smoothly.  Before  enrollment,  we'll 
help  your  employees  understand 
how  tax-advantaged  savings 
accounts  work,  and  how  to 
determine  their  HSA  contribution. 
Once  enrolled,  they'll  have  access 
to  easy-to-use  online  tools  that  can 
help  them  estimate  health  care 
costs  and  better  manage  their  plan 
spending.  To  get  started  now,  call 
your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 


We  want  you  to  know" 


TAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2005  Aetna  Inc.      Plans  and  Health  Savings  Accounts  are  offered  by  Aetna  Life 
Insurance  Company.  Health  insurance  plans  contain  exclusions  and  limitations.  Policy 
form  numbers  include  GR-29  and  GR-700-W 
-200525 
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Phone:  (312)  464-0500 

Email:  MMiller@classifiedinc.com 


Sales  Leads  &  Mailing  Lists 


Unlimited  Sales  Leads 
&  Mailing  Lists 

2  different  databases  with  all  the  sales  leads  and  mailing  lists  you  need! 


MtfcMss  Sales  Leads 


Residential  Sales  Leads 


13  Million  US  Businesses 

2.6  Million  Brand  New  Businesses 

1 1 .5  Million  Executives  &  Professionals 

600  000  Manufacturers 

218.000  Big  Businesses 

5  Million  Small  Business  Owners 


200  Million  People 

65  Million  Homeowners 

15  Million  New  Movers 

3  5  Million  New  Homeowners 

17  Million  Bankruptcy  Biers 

12  5  Million  Households  with  Children 


ow  does  it  work? 

v  get  an  account  You  can  select  your  criteria,  sort,  preview,  select  and  download  your  sales  leads  &  mailing 
dels  within  seconds  You  can  get  sales  leads  and  mailing  lists  for  any  geographical  area. 

For  a  FREE  7-day  trial,  call  Rob  Martin 
at  866-610-0671  or  visit  SalesGenie.com 


A  Service  of 


j/j/foUSA, 


5711  S  86th  Circle 
Omaha.  NE  68127 


Internet  SalesGenie  com 
E-meil:  SalesGenie®mfoUSA.com 


siness/Career  Opportunities 


all  With  Calculator 


Hand!  We  will  show  you  how 
)  earn  $1 ,000-$1 ,500  per  day! 
We  don't  mean  per  week. 
Inv.  $14,900  req. 

Call:  800-399-0892 


INCREDIBLE  INVENTION 


oven  to  cut  electricity  costs 
by  up  to  40%. 

nufacturer  seeks  USA  &  overseas 
tributors  for  this  top  quality  high  tech 
■duct  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


VETWORK  MARKETING 
PROFESSIONALS 

Billion  SS  Global  Wellness 
I  Company.  Unlimited  Earning 
ptential  from  Your  Home  Office. 

877-747-6629 

vww.  BalancedLifelntl.  com 


NME  TO  GO  SOLO? 

ouble  Your  Income  From 
Home.  Yes  ■  Even  Yours 
I  Not  MLM  or  Franchise 

rww.CEOinShorts.com 


Network  Business 


V0 


China's  Top 
{ Manufacturing 
Network 
Solution! 

•  Sourcing  and  establishing 
best  fit  supply  network 

•  Process  mapping  and  on  site  QA 

•  Cost  reduction  &  execution 

•  Logistics  consolidation 

•  Order  and  shipment  management 

•  Over  2,000  project  management 
experiences,  ISO  9001  certified 

www.e-bi.net    503-644-2290 

e-BI  -  Maximizing  your  China 
outsourcing  results! 


Business/Career  Opportunities 


The  current  economy  is  making 
BIG  MONEY  for  loan  and  leasing  brokers! 

OWN  YOUJt  OWN 
UUjlNSX  loan  company 

Business  loans/Factoring/Equipment  leasing 

Arrange   business   loons   and    leases 
from  $10,000  to  $10  million. 
Work  directly  with  notional 
lenders.     No     experience 
needed.      We     completely 
train      and      support      you 
Unlimited    earning    potential 
and  residual  income. 

FOR  A  FHI  VIDIO 
AND  INFO  BROCHURE 

CALL  800-336-3933 

WWW.V1EWTLC.COM 
C"  The  Loon  Consultants,  Inc. 


Yacht  Charters 


Rent  A  Greek 
-  Cruising  Palao 

V    I  And  sail 

among  rhe 
1,000  Greek 


llll-X  VOI    (  W  M  IK  I  YOl  K  <>W\ 

1  WIKOW1I  M.YOl  ROW  \  M  I  \l  RY. 

Mil  ROW  \  ISLAND' 


IT  COSTS  \(>  MORI  THAN  HI  INC 
<>\  A  (  RCISI   SHIP 

HI   I 

•  Vw  i, in  plan  wur  m\n  itincran 
\\«h  UHinmn  captain 

•  Ymir  li«*l  with  \iRiroun  ihcl 
•  Vmrilrinki  with  umrimn  sa*v\anl. 
ur  Iimu  it  up  tothttn  in. .  .pampL'Mou. 

VA1.IT  YACHTS  LTD. 


Mailing  Lists 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 
11.5  Million  Executives  &  Professionals  - 

Reach  the  right  decision  makers. 


Call:  1-866-271-7198 

www.lnfoUSA.com  oibwk 


New  Homeowners, 

Wealthy  Individuals, 

New  Movers 


Select  by:  Age,  Income,  Home  Value,  Occupation 

Call:  1-866-626-2563 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02BWK 


Credit  Reports 


Unlimited 

Business 

Credit 

Reports 

on  13  million  U.S. 
businesses. 

Ideal  for: 

•  Low-risk  credit  decisions 

•  Business  verification,  supplier  & 
vendor  qualification 

•  Commercial  skip-tracing 

•  Pre-qualifying  sales  leads 

•  Profiling  your  customers 

•  Finding  small  businesses 

For  a  FRE  7-Day  Trial 
Call  Troy  Peterson 

1-800-567-4582 

or  visit 

Credit.net 

Credrt.net 

an  /n/oUSA*company 


Business  Services 


Contract  Manufacturing 
"PARTS  TO  PRODUCTS" 

caii  ACME  @  732-341-0355 

www.  ChinaOutsourceSite.  com 


Credit  Reports 


Unlimited  Business  Credit  Reports 
On  14  Million  Businesses 


Call  800-567-4582 

Credit.net 

a  division  of  infoUSA 
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IdeasBooks 


The  Power  of  One  Palate 

THE  EMPEROR  OF  WINE:  The  Rise  of  Robert  M.  Parker,  Jr.,  and  the  Reign  of  American  Taste 

By  Elin  McCoy;  Ecco;  342pp;  $25.95 


Hlllll.MIKI.il 


milieu  iisn 


Critics  are  valued  as  keen  observers  of 
the  changes  affecting  a  commercial  or 
cultural  pursuit.  But  what  happens  when 
one  critic  becomes  so  powerful  that  his 
subjects  reshape  their  efforts  largely  to 
satisfy  his  tastes?  That's  the  intriguing 
question  posed  by  Elin  McCoy  in  The 
Emperor  of  Wine:  The  Rise  of  Robert  M. 

Parker,  Jr.,  and  the  Reign  of  American  Taste.  This  illuminating 

biography  of  America's  preeminent  oenophile  not  only  traces 

Parker's  ascension  from  bored,  pot-smoking  1970s 

government  lawyer  to  global  arbiter  of  vino  taste, 

but  also  scrutinizes  his  phenomenal  impact— for 

better  or  worse— on  the  world  of  wine.  On  the 

downside,  a  discussion  of  the  science  behind  the 

human  palate  appears  late  in  the  tale  and  fails  to 

explain  Parker's  talents.  Throughout  the  book, 

ornate  descriptions  of  personalities  are  irksome. 

Parker,  publisher  of  the  newsletter  The  Wine 
Advocate,  is  to  the  grape  what  The  New  Yorker 
writer  Pauline  Kael  was  to  cinema  in  the  1970s. 
But  the  wine  world  is  a  lot  smaller,  with  fewer 
competing  commentators.  So  Parker's  reach  has 
been  magnified  to  the  point  that  his  thumbs-up 
alone  can  make  or  break  a  wine— especially  an  < 
expensive  one.  Key  to  Parker's  clout  is  the  simple 
100-point  rating  scale  he  unveiled  in  1978.  The 
notion  that  something  as  sensory  as  wine  tasting  could  be 
boiled  down  to  the  vinicultural  equivalent  of  baseball  box 
scores  was  scandalous  to  many  in  France,  then  the  Valhalla  of 
wine.  There,  wine  was  a  lifestyle  beverage  steeped  in  history 
and  lore.  Even  today  the  prices  of  Gallic  cuvees  are  in  large 
part  determined  by  a  chateaux  ranking  system  set  up  by  the 
French  government  in  1855. 

That's  why  much  of  wine  criticism  historically  dwelled  on 
the  "sense  of  place"  represented  by  terms  such  as  terroir  (the 
French  belief  that  the  specific  soil  where  the  grapes  are  grown 
imparts  certain  qualities  to  a  wine)  or  breeding  (the  belief 
that  a  wine  has  innate  worth  simply  because  it  hails  from  a 
particular  chateau).  Obviously,  valuing  "sense  of  place"  gives 
a  leg  up  to  traditional  winemaking  countries  such  as  France. 
Parker  changed  all  that— at  least  for  the  swelling  number  of 
American  wine  drinkers  in  the  1980s  and  1990s.  While  he 
agreed  certain  regions  are  better  suited  to  making  certain 
wines,  Parker  preached  that  the  bottom  line  for  consumers  is 
what's  in  the  glass.  To  Parker,  taste  trumps  terroir  or  breeding 
every  time.  And  if  taste  is  the  desired  measure,  then  how 
better  to  critique  wine  than  through  competitive  blind 
tastings  (with  labels  covered),  where  the  winners  and  losers 
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could  be  ranked?  Parker  loudly  noted  that  he  was  an 
independent  who  paid  for  most  of  his  own  wines— a  raritl 
among  wine  writers.  "It  was  a  familiar  stance  to  wine  lovf 
who  regularly  consulted  Consumer  Reports  when  they  boil 
a  dishwasher  or  a  car,  and  they  trusted  it,"  writes  McCoy.  [ 
This  approach,  of  course,  required  the  talents  of  a  maste| 
taster.  And  few  disputed  that  the  self-taught  Parker  was  a 
superstar  when  it  came  to  deconstructing  individual  arond 
and  flavors  (raspberries,  tobacco, pain  grille,  etc.)  in  a  glass) 
wine.  His  mouth  and  nose  quickly  won  fame  as  a  veritable  [ 
laboratory,  capable  of  sampling  hundreds  of  wines  in  a  sin| 
day.  And  he'd  crank  out  detailed  tasting  notes  and  precise 
scores  with  a  certainty  that  wowed  fans  and  horrified  his  i 
The  result:  what  English  wine  writer  Andrew  Barr  called ' 
victory  of  American  pragmatism  over  French  mysticism." 
Although  Parker  always  said  his  scores  shd 
be  used  in  conjunction  with  his  tasting  notes] 
wasn't  long  before  wine  merchants— and 
wineries— started  trumpeting  the  Parker  scoii 
alone  as  a  quick  way  to  decipher  a  wine's  wo^ 
Soon,  a  high  Parker  score,  especially  a  90+, 
meant  higher  prices  for  producers  and  a  lot  rj 
sales  for  retailers.  As  McCoy  explains:  "The 
scores  fit  an  impatient,  cut-to-the-chase 
attitude— just  give  me  the  best." 

It  also  didn't  take  long  for  winemakers  to  il 
Parker's  preference  for  big  wines  that  are  pacl 
with  oak  and  fruit  and  have  lots  of  texture.  Cif 
charge  that  wines  that  don't  fit  Parker's  favorJ 
profile  receive  lower  scores  and,  therefore,  haj 
poorer  sales— pushing 
winemakers  to  adapt. 

McCoy  excels  when  she 
describes  the  growing  numb 
of  oenological  consultants 1 
have  sprung  up,  offering  to  1 
wineries  Parker-ize  then- 
products.  The  author  also  shJ 
some  interesting  fight  on  thi 
thin-skinned  Parker's  respoil 
to— and  possible  retribution| 
toward— his  own  critics. 
Unlike  the  1970s,  when  61 
^^^^^h^ji  Americans  had  much  expos| 

to  wine  and  needed  a 
plainspoken  guide  like  Parker,  today's  consumer  drinks 
more  and  can  look  for  ample  wine  advice  on  the  Internet) 
cable-TV  networks,  and  in  many  newspapers.  So  McCoy 
surely  right  in  predicting  that  "there  will  never  be  anothtj 
emperor  of  wine."  Given  her  fascinating  analysis  of  the 
unintended  consequences  of  Parker's  influence  on  wine 
tastes  worldwide,  that  may  not  be  a  bad  thing.  ■ 

-By  James  E.  I 
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BY  JEFFREY  E.GARTEN 


A  NewThreat  to  America  Inc. 

Beyond  the  controversial  $18.5  billion  bid  for  Unocal  Corp.  by  China's 
National  Offshore  Oil  Co.  and  expansion  plans  by  other  Chinese 
multinationals  such  as  Qingdao  Haier  (currently  trying  to  buy  Maytag 
Corp.)  lies  an  even  broader  challenge  to  Corporate  America:  the  rise  of 
many  other  companies  from  emerging  markets  in  Asia,  Latin  America, 


the  Middle  East.  With  a  few  exceptions,  such  as  Samsung 
Electronics,  these  emerging  blue  chips  are  not  household 
names  in  the  industrialized  world,  and  you  won't  yet  find 
many  on  lists  of  the  top  500  global  companies.  But  from 
India's  Infosys  Technologies  (IT  services)  to  Brazil's  Embraer 
(light  jets),  and  from  Taiwan's  Acer  (computers)  to  Mexico's 
Cemex  (building  materials),  a  new  class  of  formidable 
competitors  is  rising.  "There  are  25  world-class  emerging 
multinationals  today,"  says  Antoine  van  Agtmael,  president 
and  chief  investment  officer  of  Emerging  Markets 
Management  LLC  and  author  of  an  upcoming  book  on  the 
subject.  "Within  15  years  there  will  be  at  least  100  of  them." 

Although  Chinese  companies  could  constitute  more  than  a 
third  of  this  group,  it's  a  mistake  for  Western 
businesses  to  underestimate  the  wider  assault 
Third  World  multinationals  could  mount  on  the 
established  commercial  order.  Companies  such 
as  Taiwan's  Formosa  Plastics  Corp. 
(petrochemicals)  or  Brazil's  Companhia  Vale  do 
Rio  Doce  (mining)  have  the  advantages  of  a 
wide-open  world  economy,  easy  access  to 
Western  knowledge  and  talent,  practically 
unlimited  money  from  global  capital  markets, 
and  low-cost  skilled  domestic  labor.  And,  as  van 
Agtmael  notes,  these  companies'  adaptive  skills 
have  been  honed  by  surviving  financial  crises 
and  regulatory  chaos  at  home. 


Corporate 
giants  from 
emerging 
markets  are 
challenging 
the  West 


THE  BIGGEST  CHALLENGE  posed  by  these  up-and-coming  rivals 
will  not  be  in  Western  markets,  but  within  developing 
nations.  That's  the  arena  of  fastest  global  growth— and  home 
to  80%  of  the  world's  6  billion  consumers,  hundreds  of 
millions  of  whom  have  moved  into  the  middle  class.  Through 
long  experience  working  in  a  Third  World  commercial 
environment,  companies  such  as  India's  Bajaj  Group 
(transportation),  Egypt's  Orascom  Telecom,  and  Turkey's 
Sabanci  Holdings  (packaging,  tires)  will  have  an  advantage  in 
supplying  goods  and  services  that  are  cheaper,  simpler  to 
operate,  and  more  effectively  distributed  than  those  of  manv 
Western  rivals.  And  companies  like  Thailand's  Cementhai 
Chemicals  Co.  will  have  close  cultural  ties  in  growing  regional 
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markets  such  as  Southeast  Asia  or  the  Indian  subcontin 
The  rise  of  these  new  multinationals  will  force  Corpor 
America  to  rethink  strategies  for  Third  World  product 
development,  marketing,  and  links  with  local  companies 
growth  of  these  new  rivals  should  also  compel  Washingt 
and  other  Western  governments  to  revamp  today's 
inadequate  hodgepodge  of  global  commerce  rules.  The 
reason:  Western  companies  could  be  disadvantaged  by 
having  to  adhere  to  more  stringent  economic  and  social 
standards  than  the  competition,  because  of  their  toughei 
home-country  laws  and  expectations. 

There  is  a  huge  gap  in  the  international  framework  fo 
such  standards.  The  World  Trade  Organization  deals  wit| 
governments  but  not  with  companies.  The  1 
based  Organization  for  Economic  Cooperat 
Development  has  established  a  code  of  cone 
for  multinationals,  but  compliance  is  volunt 
and  pertains  only  to  its  members— mostly  ft 
rich  countries. 

For  example,  all  companies  should  be  hel 
international  accounting  standards,  includi 
financial  disclosure  and  transparency.  There 
should  be  accepted  corporate-governance  n 
including  protections  for  minority  sharehol 
The  requirements  for  listing  on  major  stock 
exchanges  should  be  more  rigorous  and 
uniform.  And  all  global  companies— includi 
those  from  the  West— should  disclose  their  labor  conditio 
and  the  impact  they  have  on  the  environment  using  a 
common,  audited  format.  None  of  this  has  yet  happened. 
As  long  as  American  multinationals  ruled  the  global  re 
Washington  resisted  most  formal  rules  for  international 
business  on  the  grounds  they  would  constrain  U.S.  outfit: 
such  as  IBM  and  Coca-Cola  Co.  But  the  challenge  from 
emerging-market  companies  signals  that  the  dominance 
big  U.S.  and  European  corporations  is  no  longer  assured. 
Uncle  Sam  should  take  the  lead  in  efforts  to  build  a  new 
global  commercial  order— while  the  U.S.  still  has  the  clou 

Jeffrey  E.  Garten  is  the  Juan  Trippe  professor  at  The  YaleS 
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Do-It-Yourself 
Retirement 


MENTION  RETIREMENT,  and  many 
people  dreamily  imagine  quiet  days 
on  lie  golf  course  or  long  walks  on 
the  beach.  But  as  the  burden  of 
assuring  retirement  security  is 
increasingly  shifted  from  employers  and  the 
government  onto  the  backs  of  workers,  a  far  less 
tranquil  picture  is  emerging  (page  100).  Millions  of 
baby  boomers  are  financially  unprepared  as  they  approach 
traditional  retirement  age.  A  staggering  half  of  households 
headed  by  50-to-59-year-olds  have  $10,000  or  less  in  their 
401(k)  accounts,  for  instance,  even  as  public  and  employer 
retirement  benefits  are  being  trimmed.  To  avoid  a  crisis, 
government,  businesses,  and  employees  must  make  critical 
choices  in  the  coming  years. 

Washington's  role  in  all  this  is  smaller  than  many  people 
think.  That's  because  the  feds  already  have  approved  a  host  of 
tax-advantaged  retirement  savings  products,  such  as 
individual  retirement  accounts,  40lQc)-type  savings  plans, 
and  annuities.  Across-the-board  expansion  of  such  incentives 
usually  results  in  more-affluent  workers  shifting  existing 
savings  from  taxable  accounts  into  new  tax-advantaged 
accounts— costing  the  Treasury  billions  in  lost  revenues 
without  spurring  much  new  saving.  So  federal  efforts  to  boost 

retirement  savings  should  target 
poor  and  working-class 
households,  which  have  lower 
savings  rates. 

To  do  this  the  Bush 
Administration  would  be  wise  to 
note  the  encouraging  results  of  a 
recent  H&R  Block-sponsored  study 
that  found  IRA  use  skyrocketed 
when  the  contributions  of  low-  and 
moderate-income  taxpayers  were 
matched  at  varying  percentage 
levels.  When  such  taxpayers  were 
not  offered  matching  payments, 
only  3%  contributed  to  an  IRA.  When  a  50%  IRA  match  was 
offered,  the  participation  rate  jumped  more  than  fivefold,  to 
17%.  The  cost  to  the  Treasury  would  be  only  about  $15 
billion— 10%  of  what  it  currently  costs  the  government  to 
subsidize  the  retirement  savings  accounts  of  mostly  middle- 
and  upper-class  taxpayers— yet  it  could  jump-start  retirement 
saving  among  millions  of  people  who  need  it  most.  The 
Treasury  also  should  consider  allowing  income  tax  refunds  to 
be  split  between  two  accounts,  enabling  a  taxpayer  to  deposit  a 
portion  into  a  bank  account  and  the  rest  directly  into  an  IRA  or 
other  retirement  savings  account— a  low-cost  fix. 

Still,  government  action  is  only  part  of  the  solution. 
Companies  must  expand  the  use  of  so-called  automatic 
40lQc)  plans,  which  enroll  employees  in  retirement  savings 


The  burden 
offunding 
one's  later 
years  has 
shifted 
irrevocably 


plans  unless  they  opt  out.  This  approach,  used  by  about 
quarter  of  large  companies,  including  J.C.  Penney  Corp. 
IBM,  typically  boosts  401(k)  participation  by  new  workej 
more  than  50%.  Participation  rates  and  contribution  amj 
also  jump  when  businesses  offer  more  investment  help : 
often- confused  workers.  Next,  financial-services  comps 
must  do  a  better  job  of  creating  retirement  and  long-ter 
products  that  have  cheaper  fees  and  are  easier  to  undersj 
Finally,  workers  must  accept  that  the  era  of  employer 
paternalism  is  over— and  the  demise  of  nanny  governmtl 
may  not  be  far  behind.  So  relying  solely  on  Social  Securi  j 
Medicare,  and  a  company  pension  for  retirement  securit 
risky  at  best.  The  smarter,  safer  approach  is  to  plan  for  a  I 
future  wherein  retirees  work  longer,  pay  more  for  medic;! 
long-term  care,  and  receive  lower  Social  Security  and  peij 
payments  than  previous  generations  did.  This  tough  ne 
retirement  reality  won't  be  a  stroll  down  the  beach.  But : 
workers  aren't  prepared  for  the  worst,  their  retirement  y«] 
may  turn  out  to  be  anything  but  golden. 


Smarter  Securii 
Spending 


IF  THE  WORLD  TRADE  CENTER  attacks  0 
2001,  last  year's  Madrid  train  bombings,  | 
the  July  7  transit  blasts  in  London  teach 
anything,  it  is  that  even  the  unthinkable  rl 
be  anticipated  and  planned  for.  That's  whj 
government  and  private  spending  on  security  is ; 
skyrocketing  (page  30).  But  just  as  the  targets  oi 
global  terrorism  are  evolving,  so,  too,  must  secui 
spending  priorities  be  adapted  to  the  changing  threat. 
For  example,  most  transportation  security  spending 
U.S.  has  gone  to  make  air  travel  safer.  The  big  increase 
screening  of  passengers  and  baggage  at  airports  and  the  ] 
electronic  reviewing  of  foreign  passenger  fists  against 
registries  of  known  terrorists  are  natural  responses  to  the 
September  11  attacks.  But  a  recent  report  by  the  Brooking 
Institution  points  out  that  42%  of  all  terrorist  attacks 
worldwide  from  1991  to  2001  targeted  rail  and  bus  syster| 
Yet  the  U.S.  has  invested  roughly  $9.16  per  daily  airline 
passenger,  vs.  about  l<t  for  each  daily  public  transit  rider, 
distribution  of  security  spending  needs  to  be  rethought. 

Homeland  Security  Secretary  Michael  Chertoff  recognize<| 
when  on  July  13  he  acknowledged  the  need  for  more  high- 
equipment  to  protect  transit  systems,  including  gear  to  ident 
bombs  and  biohazards.  All  this  preparedness  comes  at  hefty  I 
Total  U.S.  spending  on  all  types  of  security  is  estimated  to  be  | 
about  $90  billion  annually,  and  the  tab  will  continue  to  gro\ 
global  terrorists  focus  on  "soft  targets"  that  affect  people.  Thl 
will  pinch  the  purses  of  government  and  business.  But  the  aT 
doing  nothing— and  being  unprepared  for  the  inevitable  nex 
New  York,  Madrid,  or  London— is  far  greater.  ■ 
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Energy  will  be  one  of  the  defining  issues  of  this  century.  One  thing  is  clear: 
the  era  of  easy  oil  is  over.  What  we  all  do  next  will  determine  how  well  we  meet 
the  energy  needs  of  the  entire  world  in  this  century  and  beyond. 

Demand  is  soaring  like  never  before.  As  populations  grow  and  economies 
take  off,  millions  in  the  developing  world  are  enjoying  the  benefits  of  a  lifestyle 
that  reguires  increasing  amounts  of  energy.  In  fact,  some  say  that  in  20  years 
the  world  will  consume  40%  more  oil  than  it  does  today.  At  the  same  time, 
many  of  the  world's  oil  and  gas  fields  are  maturing.  And  new  energy  discoveries 
are  mainly  occurring  in  places  where  resources  are  difficult  to  extract, 
physically,  economically  and  even  politically.  When  growing  demand  meets  tighter 
supplies,  the  result  is  more  competition  for  the  same  resources. 

We  can  wait  until  a  crisis  forces  us  to  do  something.  Or  we  can  commit  to  working 
together,  and  start  by  asking  the  tough  guestions:  How  do  we  meet  the  energy 
needs  of  the  developing  world  and  those  of  industrialized  nations?  What  role  will 
renewables  and  alternative  energies  play?  What  is  the  best  way  to  protect  our 
environment?  How  do  we  accelerate  our  conservation  efforts?  Whatever  actions 
we  take,  we  must  look  not  just  to  next  year,  but  to  the  next  50  years. 

At  Chevron,  we  believe  that  innovation,  collaboration  and  conservation  are  the 
cornerstones  on  which  to  build  this  new  world.  We  cannot  do  this  alone. 
Corporations,  governments  and  every  citizen  of  this  planet  must  be  part  of  the 
solution  as  surely  as  they  are  part  of  the  problem.  We  call  upon  scientists 
and  educators,  politicians  and  policy-makers,  environmentalists,  leaders  of 
industry  and  each  one  of  you  to  be  part  of  reshaping  the  next  era  of  energy. 
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From  our  beginning  in  1929,  BusinessWeek  has  set  the  pace  in  coj 
erage  of  innovation  and  design.  With  this  week's  Get  Creative!  q 
we  take  you  deeper  as  BusinessWeek  Online  unveils  the  Innovatk 
Design  Channel.  There  you'll  find  news,  interactive  features,  and 
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picks:  Seagate  Technology,  Audible,  and  Cree 
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Anolon,  the  gourmet  cookware  authority,  performs  for  professionals  and  everyone 

looking  for  superior  results.  Financing  from  CIT  performs  for  Anolon.  For  innovative 

financing  ideas  to  help  keep  your  company  cooking,  visit  CIT.com.  We  see  what  you  see. 
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WORLD 

TRANGE 
lYFORP&G 
CLEAN  UP 


rER&  GAMBLE  HAS  long 

a  leader  in  marketing  in- 
ion.  But  would  it  ever  do 
thing  as  radical  as  selling 
,1  its  700  product  Web 
such  as  Crest.com  and 
ers.com?  That's  what 
IcConnell,  P&G's  man- 
)f  interactive  marketing 


innovation,  wants  to  do,  ac- 
cording to  Elizabeth 
Cholawsky,  vice-president  of 
marketing  at  ValueClick,  an 
Internet  affih'ate-marketing 
firm.  She  says  McConnell  dis- 
cussed his  plans  over  dinner 
at  the  AD:TECH  Internet  mar- 
keting conference  in  Chicago 
on  July  11.  McConnell  told  her 
he  saw  an  opportunity  to 
"monetize"  the  high  traffic  on 
P&G's  sites:  "He  described 
himself  as  on  a  mission  to 
make  this  happen." 

McConnell  denies  saying 
such  a  thing,  and  a  spokes- 
man says  P&G  has  no  current 
plan  for  ads.  JupiterResearch 
analyst  Gary  Stein  says  he 
knows  of  no  one  who  now  sells 
ads  on  branded  product  sites, 
for  fear  of  brand  dilution.  If 
the  industry  leader  moves  that 
way,  clearly  others  would  have 
to  take  notice.  -Robert  Berner 


S  BIG  PICTURE 

1A  RISING  The  U.S.  has  been 
op  recipient  of  foreign  direct 
tment  for  many  years,  but 
:ent  corporate  survey  suggests 
a  may  soon  take  its  place. 


"What's  bad  for 
HP  is  good  for 
startups." 

-Keith  Benjamin,  venture 

capitalist,  telling  the 

San  Francisco  Chronicle  that 

Hewlett-Packard's  layoffs  will 

result  in  thousands  of  new 

Silicon  Valley  entrepreneurs 


t?005  survey  ol  111  foreign  companies 


BOOK  NOTES 

Harry  Potter  and 
The  Cyberpirates 

SALES  OF  HARRY  POTTER  and  the  Half-Blood  Prince,  the  sixth  book 
in  J.K.  Rowling's  sorcery  series,  are  scorching:  More  than  8.9 
million  copies  moved  in  the  first  24  hours  of  publication  in  the 
U.S.  and  Britain.  But  those  are  just  the  legal  copies.  Pirated 
electronic  versions  also  are  hot,  with  copying  more  frenzied 
than  for  any  of  the  previous  five  Potter  books.  About  15,000  text 
and  audio  versions  were  downloaded  during  the  first  three  days 
of  release,  says  Web  market-research  firm  BigChampagne.  Thaf  s 
a  remarkable  pace  for  books,  which  aren't  as  popular  with  e- 
pirates  as  music  or  movies.  Moreover,  in  this  case,  pirates  had  to 
scan  672  pages.  BigChampagne  found  numerous  links, 
including  several  attached  to  files  using  the  free  BitTorrent  file- 
sharing  program.  One  site  turned  up  258  items  when  the 
term  "Harry  Potter"  was  searched. 

Rowling^  literary  agency,  Christopher  Little,  is  working 
I  ™    furiously  to  stem  the  bootlegging.  The  biggest  problem:  the 
sale  of  e-mailed  copies  on  eBay.  Just  as  quickly  as  agency 
attorney  Neil  Blair  and  assistants  spot  offers,  more  pop  up. 
Rowling,  who  hasn't  O.KVd  electronic  versions  of  her  books, 
may  have  to  conjure  an  anti-copying  spell.  -Mira  Serrill-Robins 
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DEDUCTIBLES 

A  FAITH-BASED 
ALTERNATIVE 
TO  TUITION 


ARE  CATHOLIC  churches  in 
Kansas  helping  parents  of 
more  than  10,300  students 
evade  taxes?  A  Wichita 
accountant  fears 
they  are,  through  a 
"stewardship" 
program  that  sub- 
stitutes church 
tithing  for  paro- 
chial school  tui- 
tion. Catholics  in 
the  Diocese  of 
Wichita's  38 
schools  pay  no 
tuition  so  long  as 
they  are  "active 
stewards"  in  their 
church.  That  can 
include  tithing  of 
up  to  8%  of  gross 
income.  Non-Catholics  pay  up 
to  $7,000  tuition,  and  get  no 
deduction.  "They  issue 


receipts  for  me  to  cheat  the 
IRS,"  says  CPA  Thai  Mai,  who 
complained  to  the  agency.  "I 
get  one.  Everybody  gets  one." 
Church  officials  insist  that 
Thai  is  offbase.  Bob  Voboril, 
superintendent  of  schools  for 
the  diocese,  says  tithes  can  be 
deductible  so  long  as  they  are 
not  tied  directly  to  non- 
deductible expenses  such  as 

tuition.  He  says  the 
diocese  "scrupu- 
lously" abides  by 
IRS  guidelines. 
Churches  issue 
receipts  claiming 
services  to  donors 
are  "intangible 
religious  benefits." 

The  IRS  won't 
comment,  citing 
x  \    .•*  ~     —        privacy.  For  now, 
the  idea  is  largely  limited 
to  Kansas  Catholics.  But 
others  are  studying  it. 
Tithing  could  become  a 
popular  education 
option— and  a  costly  one  for 
the  feds. 

-Joseph  Weber 


FREE  RIDE 

Does  tithing 
cheat  the  IRS? 


TOBACCO  ROAD 


STOGIE  SURGE  Cigarette  sales  are  plunging] 
States  are  hiking  per-pack  taxes.  What's  a 
tobacconist  to  do?  Push  cigars.  Through 


sales  of  premium  stogies  were  up  6.3%  fror 
year  ago,  with  2005  volume  headed  for  30( 
million.  That  would  be  the  third  straight  yeaj 
rising  sales,  putting  consumption  near  199f 
levels,  when  an  earlier  craze  was  tailing  off. 
Arnold  Schwarzenegger  leads  a  parade  of  cj 
brity  smokers— the  Governator  loves  his  Daj 
Marshalls  so  much  he  erected  a  smoking  te 
outside  the  capitol.  Norman  Sharp,  preside 
of  the  Cigar  Association  of  America,  credits! 
economic  upcycle:  "A  cigar  is  still  a  symbol 
success  ana  celebration."        -Michael  Afi 


REALTY  CHECK 

WHYAHOUSING 
BUST  WONT 
SPOIL  THE  FUN 

IF  HOUSING  prices  sag,  con- 
sumers may  not  cut  spending. 
Economists  Karl  Case  of 
Wellesley  College,  John 
Quigley  of  UC  Berkeley,  and 
Robert  Shiller  of  Yale  correctly 
predicted  in  2001  that  rising 
housing  wealth  would  boost 
spending.  But  in  an  updated 
paper,  they  report  that  declines 
in  housing  wealth  have  "no 
effect  at  all"  on  consumption. 
Case  says:  "People  spend  and 
borrow  on  the  way  up  but 
don't  pay  off  loans  when  things 
fall.  They  get  locked  into 
patterns  of  spending."  Good 
news  for  the  economy;  bad 
news  for  household  budgets. 
-Michael  Mandel 
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JUMPING  THE 
CITI  SHIP 
AIN'T  CHEAP 

Wall  Street  is  abuzz  with 
chatter  that  Citigroup  Chair- 
man Sandy  Weill  wants  to 
leave  to  start  a  private  equity 
fund.  But  it's  unclear  if  he 
could  do  that,  or  much  of 
anything  else,  without 
violating  his  strict  non- 
compete clause.  It  says  he  is 
"not  to  engage  in  any  business 
in  which  the  company  or  its 
affiliates  is  engaged."  That's 
for  the  rest  of  Weill's  life.  "Who- 
ever structured  this  made  it  air- 
tight," says  Shekhar  Purohit  of 
pay  consultant  Delves  Group. 
After  10  years,  Weill,  72,  can 
opt  out  of  the  noncompete 
conditions.  But  he  would  lose 
$6  million  in  perks  and  $2 
million  in  supplemental  pen- 
sion benefits,  experts  esti- 
mate. That  means  no  use  of 
the  Citi  jet.  No  car  and  driver.  If 
he  breaks  the  deal  now,  he 
loses  all  that  plus  $6  million  in 
stock  and  $16  million  in  op- 
tions. It  may  still  be  worth  it  if 
Weill  considers  another 
possibility:  a  hedge  fund.  The 
25  top-paid  fund  managers 
earned  $251  million  on  aver- 
age in  2004.  says  Alpha 
magazine.  Citi  won't  comment 
on  the  rumors  or  the  numbers. 
-Emily  Thornton 


ELECTIONS 

A CHEESY 
WAY TO LURE 
VOTERS 


IN  PHILADELPHIA  they're 

calling  it  "The  Cheese 
Caper."  A  Deputy  City 
Commissioner  asked  the 
District  Attorney's  office  to 
investigate  who  passed  out 
fryers  on  primary  election 
day— May  17— promising  free 
cheese  to  voters  for  particular 
candidates.  The  flyers  are 
topped  by  a  handwritten 
scrawl,  "Come  Out  +  Vote," 
adding  below,  "For  Who 
Ever."  In  type,  they  say  "Free 
Cheese."  The  flyers  list  two 
candidates,  both  Democrats, 


running  in  an  area  domi- 
nated by  the  300-plus-unit 
Hill  Creek  housing  project. 
"This  guy  comes  to  the  polls, 
votes,  and  asks  us  for  his  free 
cheese,"  says  Eileen  Klein- 
dienst,  a  Republican  judge  of 
elections.  Geraldine  Hacker, 
the  Republican  official  who 
sent  Kleindienst's  complaint 
to  the  DA,  thought  the  food 
might  be  from  a  government 
nutrition  program. 


The  woman  who  wr 
flyers,  Hill  Creek  tenan 
council  President  Gerr 
Robinson,  doesn't  thin 
did  anything  wrong, 
people  around  here,  yo 
get  them  to  come  out  a 
nothing  unless  you're  £ 
them  something,"  she 
Besides,  she  adds,  the  t 
worked:  The  two  cases 
cottage  cheese  were  go 
day's  end.        -Eamoi 


NET  GAINS 

WI-FI  NATION  While  Congress  debates  the  pros  and  cons  of  municij 
Wi-Fi,  and  some  cable  and  telco  providers  tight  it,  199  U.S.  cities  an( 
towns  have  plans  to  deploy  wireless  broadband  networks  over  the  nj 
year.  Ninety-nine  municipalities  already  have  some  kind  of  system  in 
Dlace.  They  cite  public  safety,  business  opportunities,  and  commun) 
Duilding  as  reasons  for  improving  access  to  high-speed  Internet. 


•    t 


PLANNED 
INSTALLED 

0-4        5-9        10+ 


Data:  Trocos  Ner*cVs.  mc 


am 


r-r 


I  I 


; 


The  leader  for  early  morning  delivery. 


WHAT  CAN  BROWN  DO  FOR  YOU? 


;es  overnight  delivery  earlier,  to  more  places  in  the  U.S.  than 
/ant  it  there  by  breakfast,  visit  UPS.com/earlymorning. 
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Ready.  Set  Innovate 

THE  CREATIVITY  ECONOMY  may  sound  like  another  overhypl 
catch-phrase,  but  companies  that  have  embraced  the  com 
are  gaining  a  bottom-line  edge  over  those  who  haven't.  II 
issue  and  the  July  21  launch  of  an  exciting  Innovation  &  ] 
channel  at  BusinessWeek  Online,  we're  embracing  it,  tx 


NUSSBAUM 

Design  guru 


What  we're  saying  is 
that  innovation  and  design 
point  the  way  out  of  a  lot  of 
the  difficulties  U.S. 
companies  face  as  high- 
paying  jobs  in  tech  and 
manufacturing  shift 
overseas.  It  may  be  less 
expensive  to  build 
computers  or  cars  in  India, 
China,  or  Eastern  Europe. 
But  the  smartest  U.S. 
companies  are  learning 
that  they  can  still  lead  the 
way  if  they  listen  closely  to 
their  customers  and 
rethink  product  design. 
That's  how  Starbucks  can  charge  so 
much  for  a  cappuccino  and  why  the 
Swiffer  is  eclipsing  the  mop. 

This  Special  Report  by  our  own  design 
guru,  Bruce  Nussbaum,  charts  the  rise  of 
the  Creativity  Economy  and  details  how 
executives  can  build  their  own  creative 
corporations.  Few  writers  are  better 
equipped  to  introduce  you  to  the 
innovative  future  than  Nussbaum,  who 
was  recently  named  one  of  the  40  most 
significant  people  in  design  by  ID. 
magazine. 
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Meanwhile,  at 
BusinessWeek  Onlil 
you'll  find  our  branJ 
Innovation  &  DesigV 
channel,  conceivedBB 
Nussbaum  and  creA 
team  led  by  Online  m 
in-Chief  Kathy  Reb* 
channel  editor  Jessi; 
Scanlon.  Jessie  joins : 
from  Wired,  where  b 
wrote  extensively  aj|£ 
impressively  on  des 
technology. 
The  I&D  channel  will  bi 
you  the  latest  in  innovatioil 
tools,  and  methods  from  tc  I 
researchers,  designers,  consultan 
analysts  around  the  world.  It  will  [ 
offer  sub-channels  on  cars,  brancj 
architecture,  and  gaming  (for  all 
secret  Xboxers  and  PlayStation  irJ 
Our  goal  is  to  create  a  communit?] 
people  can  engage  in  a  lively  con*| 
sation  and,  of  course,  get  creative! 
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Too  much  wealth  and 
income  in  the  hands  of  too 
few  peoplc.and  a  reduced 
government  sector...lead 
to  hard  times  for  all." 


-John  Reeder 
Arlington,  Va. 


iMINOUS  MESSAGE 
I  THOSE  BAGS  OF  CASH 

MUCH  MONEY"  (Cover  Story,  July 
iderscores  the  contradictory  situa- 
f  low  growth,  excessive  savings,  and 
iterest  rates  affecting  the  leading 
ries  of  the  world.  Could  you  imagine 
ite  of  the  U.S.  economy  without  this 
tot-account]  deficit  partially  offset- 
rcessive  U.S.  savings? 
•nomists  trained  in  the  1960s  and 
inder  Keynesian  macroeconomics 
ps  more  easily  recognize  the  his- 
langers  that  excessive  savings  rep- 
:  These  are  a  reflection  of  an  unbal- 


anced capitalist  system,  generally  a  pre- 
cursor to  recession,  and  can  only  be  ad- 
dressed through  the  collective  actions  of 
governments.  Keynes  elaborated  the 
causes  of  the  Roaring  Twenties  and  the 
disastrous  Great  Depression  of  the  '30s: 
Too  much  wealth  and  income  in  the 
hands  of  too  few  people,  excessive  levels 
of  private  investment,  and  a  reduced  gov- 
ernment sector  eventually  lead  to  hard 
times  for  all. 

Unfortunately,  the  recent  conference  of 
the  leaders  of  the  Group  of  Eight  demon- 
strated once  again  the  inability  of  the 
world's  wealthy  nations  to  deal  with  the 


true  underlying  unbalanced  economies, 
just  as  they  were  unable  to  do  so  in  the 
1920s  and  '30s.  You  were  correct  to  alert 
your  readers  to  "hold  onto  your  hats." 

-John  Reeder 
Arlington,  Va. 

TO  WHAT  PURPOSES  can  the  manage- 
ments of  our  publicly  traded  corpora- 
tions be  hoarding  money?  Despite  liber- 
alized tax  treatment,  dividends  are  still  so 
low  as  to  be  insulting.  There  are  no  more 
widow-and-orphan  stocks,  and  we  are  all 
afloat  in  the  risk  pool.  A  pile  of  cash  for 
mergers  and  acquisitions  might  make 
sense,  but  M&A  adds  no  wealth  to  our  na- 
tional coffers,  though  it  admittedly  may 
make  business  more  "efficient"  (a  eu- 
phemism for  putting  people  out  of 
work).  A  third  alternative,  buying  back  a 
corporation's  own  shares,  is  considered 
the  sure  sign  of  the  total  lack  of  manage- 
rial imagination. 

So  why  do  we  keep  reading  about 
pensioners  cut  off  from  benefits  by  cor- 
porations that  walk  away  from  contrac- 
tual obligations?  And  why  do  so  many 
U.S.  megacorporations  want  govern- 
ment subsidies  or  protection  to  compete 
in  the  global  economy?  A  lot  of  us  can 


4  billion 

transactions  per  day  for  the  world's  busiest 
public  agency. 

At  peak  workloads,  that's  51,448  transactions  per  second 
executed  without  a  glitch  when  CA  software  automates  systems 
and  processes.  If  your  enterprise  needs  to  manage  critical  business 
transactions  across  platforms,  around  the  world,  with  this  kind  of 
speed  and  reliability,  call  a  CA  representative  at  1-888-423-1000 
or  visit  ca.com/didyouknow. 


Simplify 

Automate 

Secure 


CQ)  Computer  Associates1 


People  like  Victor  are  the  reason 
for  an  investment  firm  like  ours. 

RAYMOND  JAMES 
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CORRECTIONS  &  CLARIFICATK 

In  "The  Old  West:  It's  a  gold  rush"  (Pe 
Business,  July  11) ,  we  mistakenly  rar] 
photo  of  a  Native  American  chief  whl 
not  associated  with  the  Old  West  perl 
that  has  become  a  hot  area  for  collecl 
The  portrait  was  of  the  Seneca  Chief  [ 
as  Cornplanter,  who  was  active  in  thej 
American  Revolution. 


think  of  better  uses  for  our  ca 
management  awarding  themselj 
scene  bonuses.  Give  us  a  shot  at  i 
dough.  Show  us  the  money! 

-Perryl 
Haverhia 

ECONOMIST  GUNNAR  Myrdalj 
that  the  world  would  grow  towar \ 
through  international  investmei 
trade.     The     interlocking     of 
economies  would  make  war  ui 
able.  Perhaps  this  glut  of  capita  j 
become  a  peace  dividend  if  it  re 
increased    international    invesi 
One  reason  China  hesitates  in  tall 
tion  against  Taiwan  is  the  huge  e<| 
ic  impact.  China's  interest  in  Uno  J 
be  one  more  opportunity  to  inert  j 
ties  between  U.S.  and  China  the  J 
toward  peace.  I  hope  this  article  j 
followed  by  more  discussions 
flooded  market  and  new  world  ec 
ic  possibilities. 

-Richarc 


WE  ARE  EXPERIENCING  technold 
driven  "simulflation,"  a  situation 
to  that  of  the  1920s,  where  techncl 
innovation  continuously  acceleral 
decline  of  investment  needed  to  g  f 
huge  technological  advances  and 
ductions.  Now  the  Internet,  etc.,  cc| 
trade/commerce  barriers  and 
pricing  power— resulting  in  dem;| 
lower  labor  costs,  the  marginally 
component  of  business  costs.  Sinl 
rency  has  been  decoupled  from  co  I 
ity  constraints  (gold),  governmenl 
no  limit  on  how  much  money  til 
print.  So  there  is  huge  inflation  in  I 
creation,  said  money  being  driveif 
vest  in  assets. 

If  intellectual-property  rightl 
respected  globally,  there  would  f 
trade  deficit.  But  there  is  no  way. 
in  a  digital  world  to  protect  such  | 
Perhaps  a  key  way  to  fix  things  is 
pute  the  loss  to  information  proc  I 
based  economies  on  a  country  baj 
a  tax  on  top  of  transactions  asidl 


asury  purchases.  This  would  be  an 
recapture  tax,"  for  instance  on  the 
chase  of  Unocal. 

-David  Gobel 
Lorton,  Va. 

tFIGURA 

JS  TO  DIFFER 

■'THE  RICH  BOYS"  (Investigative  Re- 

L  July  18),  as  we  made  clear  to  you, 

-c  Rich  does  not  have  and  never  has 

any  financial  interest  in  Trafigura. 

■  of  the  reasons  we  set  up  an  inde- 
dent  operation  was  a  fundamental 
erence  in  business  ethics  and  practice. 
)/e  also  strongly  refute  the  implica- 

■  of  impropriety  in  your  report.  We 
irate  to  the  highest  possible  standards, 
jiot  contravene  international  law,  and 
once  ourselves  from  corruption  of  any 
'1.  We  are  confident  that  U.N.  investi- 
ons  will  conclude  that  we  are  the  in- 
ent  party  in  the  Ibex  incident. 

-Graham  Sharp 
Director 

Trafigura  Beheer 
London 

RGY  EFFICIENCY: 
CHEAPEST  OIL  OF  ALL? 

THERE  PLENTY  of  Oil?"  (News 
lysis  &  Commentary,  July  11).  Let's 
t  so.  Two  lessons  should  come  out  of 
article:  First,  having  picked  the  low 
B  getting  oil  from  oil  sands  or  inject- 
ivells  with  C02  will  be  quite  expensive, 
md,  the  cheapest  oil  is  the  oil  we  get 
l  efficiency.  There  are  huge  gains  in 
iency  possible  with  today's  technolo- 
r.  modest  costs.  Virtually  every  indus- 
ihould  be  investing  in  efficiency  be- 
e  it  is  a  good  investment! 

-Karl  Nurse 
St.  Petersburg,  Fla. 

IAD  WITH  MIXED  feelings  your  arti- 
i  which  says:  "Even  legendary  oilman 
(Done  Pickens  is  predicting  $3-a-gal- 
)  gasoline  within  a  year.  The  national 
age  now:  a  pricey  $2.22."  In  Hun- 
i  gasoline  already  costs  around  $5  per 
tm,  and  in  some  Western  European 
i  itries  it  costs  even  more.  I  wish  I  had 
iipy  only  a  "pricey"  $2.22  per  gallon! 
-Csaba  Vass 
Budapest 

LYWOOD'S  SHRINKING 
OFFICE 

INK  THE  REAL  answer  to  the  ques- 
"Whafs  driving  the  box  office  batty?" 

lertainment,  July  11)  is  armchair 
ysis  that  insists  on  searching  for  an 

if  /er  to  a  problem  that  probably  doesn't 


exist.  Despite  the  contention  that  Holly- 
wood is  posting  "the  worst  box-office  per- 
formance in  two  decades,"  one  doesn't 
have  to  go  back  very  far  to  find  a  worse 
year.  In  total  dollars,  total  ticket  sales,  and 
average  ticket  sales,  this  year  is  already 
ahead  of  2001,  which  was  the  fourth-best 
year  modern  Hollywood  has  had.  We're 
writing  obituaries  before  we  even  know  if 
the  patient  is  dead  yet. 

-Ryan  Paige 
Wylie,  Tex. 
Editor's  note:  When  the  story  was  writ- 
ten, the  box  office  had  recorded  19  con- 
secutive weeks  of  reduced  ticket  sales  and 
grosses  compared  with  2004,  which  ana- 
lysts said  was  the  longest  losing  streak  in 
two  decades. 

WITH  A  WIDE-SCREEN  TV  at  home  and 
cheaper  snacks,  why  go  to  the  theater? 
-Robert  J.  Parish 
Jupiter,  Fla. 
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Saving  for 
twins'  college. 


Caring  for  two    t  » 
generations.     - 


Enjoying 
investment  income. 


Opening  a 
coffee  house. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 


One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 


raymondljames.com 


Voicesof  I  nnovation 


Prophet  of 
Longevity 


INVENTOR-ENTREPRENEUR  author 

Raymond  C.  Kurzweil  is  keeping  his 
eye  on  the  year  2030.  He'll  turn  82 
that  year— and  with  luck,  he'll  cross  a 
threshold  to  some  form  of  immortality. 
By  2030,  Kurzweil  believes, 
biomedical  technology  will  have 
advanced  to  the  point  where  it  will  be 

possible  to  halt  the  body's  aging  process.  Tiny  robots  the 
size  of  red  blood  cells  will  patrol  our  circulatory  systems 
and  rejuvenate  tired  cells.  Soon  after  that,  around  2050,  we 
should  be  able  to  reverse- engineer  a  human  brain  and  upload 
it  into  a  robot.  People  willing  to  give  up  their  "wet"  bodies— 
we're  50%  to  60%  water— could  not  only  live  forever  but  also 
think  at  electronic  speeds. 

That  was  the  vision  Kurzweil  presented  in 
his  fifth  book,  Fantastic  Voyage:  Live  Long 
Enough  to  Live  Forever,  published  last  fall.  If  it 
all  sounds  too  fantastic,  be  warned:  Kurzweil 
has  been  making  wild  pronouncements  for  two 
decades  and  hasn't  been  grossly  wrong  yet.  In 
his  first  book,  The  Age  of  Intelligent  Machines, 
written  in  1988  and  published  in  1990,  he 
foresaw  a  worldwide  computer  network  in  a 
few  years— and  the  Web  emerged  in  1991.  The 
book  also  predicted  a  computer  would  defeat 
the  world's  chess  champion  by  1998,  and 
IBM's  Deep  Blue  humbled  Garry  Kasparov  in  1997 

Tin  not  pulling  these  dates  out  of  the  air,"  Kurzweil  says. 
At  Kurzweil  Technologies  Inc.,  "I  have  18  people  gathering 
key  data,"  tracking  50  technical  disciplines.  In  most,  tech 
progress  is  doubling  every  12  to  15  months— faster  even  than 
the  advancing  power  of  computer  chips.  "Most  people  don't 
appreciate  what  such  exponential  growth  means.  That's  why 
they  don't  realize  how  dramatic  the  next  few  decades  will  be." 
.     For  baby  boomers  who  want  to  be  around  in  2030  to  see  if 
he's  right,  Kurzweil  advises  starting  now  to  slow  down  the 
aging  process  with  low-tech  regimens:  diet  and  exercise. 
Kurzweil  himself  takes  scores  of  supplements  a  day  and  claims 
that  tests  show  his  body  is  that  of  a  person  10  years  younger 
than  his  actual  age,  57.  To  help  others  shape  up  for  immortality, 
he  and  Fantastic  Voyage  co-author  Dr.  Terry  Grossman,  head  of 
Denver's  Frontier  Medical  Institute,  recently  founded  a  health 


**> 
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KurzweiTs 
interest  in 
Ailed  to  a 
hotshot 
stock-trading 
program 


It's  No.  10  on  KurzweiTs  hit  parade  of  ventures.  No.  1  dates  v 
back  to  1974.  He  formed  Kurzweil  Computer  Products  Inc.  t 
market  his  first  major  invention,  the  Kurzweil  Reading 
Machine,  which  reads  ordinary  printed  text  to  blind  people. 
Stevie  Wonder  bought  the  first  machine,  anc 
Xerox  Corp.  bought  the  company  in  1980.  IT 
was  just  one  of  several  deals  that  have  made  • 
Kurzweil  a  millionaire  many  times  over. 

Reading  machines  exploit  KurzweiTs  firs 
love:  using  pattern  recognition,  a  cornerstoi 
of  artificial  intelligence,  to  make  sense  of  1< 
and  words.  He  got  hooked  on  the  field  at  14 
when  he  wrote  software  that  analyzed 
melodies,  then  used  the  patterns  it  found  to 
compose  new  tunes.  "Pattern  recognition  h 
been  my  primary  focus  ever  since,"  he  says 
The  latest  application  is  an  Al -based  st< 
trading  program  being  refined  by  FatKat  Inc.,  formed  by 
Kurzweil  in  1999.  He  won't  share  many  details,  except  to 
that  the  software  "is  doing  very  well— 50%  to  100%  rei 
the  last  two  years."  In  the  near  future,  FatKat  plans  to  lai 
small  hedge  fund  of  around  $10  million.  Investors  include 
Michael  W.  Brown— formerly  CFO  of  Microsoft  Corp.  and 
chairman  of  NASDAQ— and  venture  capitalist  Vlnod  Khosla 
Kleiner  Perkins  Caufield  &  Byers. 

Given  all  of  KurzweiTs  successes  to  date,  it  seems  unwis 
dismiss  his  forecasts  for  2030  and  beyond.  He'll  lay  out  th« 
next  phase  of  evolution  in  The  Singularity  Is  Near:  When 
Humans  Transcend  Biology.  It's  coming  in  September. 

-By  Oris 


Busiiu'vsWeek 


food  company  dubbed  Ray  &  Terry's  Longevity  Products  Inc. 
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For  a  video  of  Ray  Kurzweil  and  Stephen 
Wolfram  debating  the  nature  of 
intelligence— human  and  otherwise— please  visit  us  online  at 
www.businessweek.com/mediacenter/list/technology001.htm 
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Interesting  things  happen  when  voice,  video,  web  and  chat 
are  all  in  the  same  place.  A  merchant  in  Kyoto  can  replenish  a  shortage 

of  genmai  tea  before  a  store  in  Berkeley  runs  out.  And  everything  from 
inventory  to  shipments  to  the  price  of  tea  in  China  or  Japan  can  be  made  visible. 
Centuries-old  tradition,  meet  IP  Communications. 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby 
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Technology&You 


BY  STEPHEN  H.  WILDSTROM 


Chips  with  Two  Brains 

Has  your  computer  started  driving  you  crazy?  You'll  be  typing  along  on 
e-mail  when  suddenly  the  PC  stops  responding  to  your  keystrokes,  then 
catches  up  a  few  seconds  later.  Or  a  program  that  used  to  load  in  a  few 
seconds  inexplicably  takes  three  times  as  long.  Processors  are  faster  than! 
ever,  but  the  demands  of  even  routine  computing  are  overwhelming  then! 


DELL 
DIMENSION 

5100C 


Even  if  you  haven't  changed  the  way  you  use 
your  PC,  if  s  likely  working  a  lot  harder  than  it 
did  a  couple  of  years  ago,  especially  if  you've 
added  a  broadband  Internet  connection. 
Firewall,  antivirus,  anti-spyware,  and  anti- 
spam  programs  are— or  should  be— churning 
away  in  the  background,  inspecting  everything 
that  moves  in  and  out  of  your  PC.  Many  of  us 
also  run  desktop  search  software,  which  strains 
the  system  each  time  it  updates  its  index.  And 
multimedia  content  in  Web  pages  and  e-mail 
demands  extra  processing  power. 

Help  is  at  hand,  and  it's  not  just  another 
boost  in  processing  speed.  Fast 
PCs  are  bogging  down  because 
no  matter  how  fast  a  processor 
runs,  it  can  only  do  one  thing  at 
a  time.  Today's  computers  offer       ^^™ 
the  illusion  of  doing  many  things  at  once,  but  performance 
drops  as  they  try  to  switch  rapidly  among  tasks. 

The  best  route  to  improvement  is  to  let  the  operating 
system  divide  the  work  over  more  than  one  processor.  That 
has  become  practical  with  the  advent  of  PC  chips  that  put  two 
processor  "cores"  on  a  single  piece  of  silicon.  The  concept  is 
not  novel,  since  computer  companies  have  long  sold  high- 
performance  workstations  with  two  separate  processors.  But 
the  dual-core  approach  is  much  cheaper  because  the  cores  can 
share  expensive  high-speed  memory  and  use  a  single  set  of 
support  chips.  Intel  calls  its  version  the  Pentium  D.  Advanced 
Micro  Devices'  entry  is  the  Athlon  64  X2. 

I  HAVE  STOPPED  EXPECTING  NEW  CHIPS  to  deliver  dramatic 
changes,  so  the  performance  of  the  dual-core  processors  was 
a  welcome  surprise.  I  tried  a  Dell  Dimension  5100C,  an 
attractive  small  desktop  powered  by  a  Pentium  D  (from 
$1,049),  and  a  high-end  Hewlett-Packard  Pavilion  D4100E 
minitower,  which  is  powered  by  an  AMD  X2  (from  $1,439). 
I  mostly  used  them  for  my  everyday  tasks:  writing,  e-mail, 
Web  browsing,  playing  music  and  video,  burning  a  CD  or 
two— not  very  taxing  duty,  especially  for  the  HP,  but  probably 
typical  of  how  most  people  use  their  computers.  The  main 
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difference  I  noticed  was  the  absence  of 
annoying  pauses  that  have  become 
commonplace  on  my  regular  office  desktop 
Dell  Precision  workstation  with  a  2.4-Ghz 
Pentium  4.  For  example,  the  Dell  slows  to  1 1 
painful  crawl  when  the  XI  desktop  search 
software  is  refreshing  its  index  so  it  can 
instantly  locate  search  terms  in  files  and 
e-mail  messages.  The  XI  stops  indexing  wr 
another  application  becomes  active.  But 
Windows  isn't  very  efficient  at  such 
switching,  so  I  end  up  waiting  while  XI  getl 
out  of  the  way.  No  such  problem  with  the  dl 
cores:  Even  when  I  forced  XI  to  recreate  an 
index  from  scratch,  making  it  use  maximui 
resources,  the  new  chip  kept  other  progran 
humming,  and  the  indexing  went  quickly. 
Do  you  need  a  dual  process- 
Dl  1  r\  1  -  C*OT*P  machine  today?  Current  price: 

may  give  you  pause.  A  Pentiur 

fetches  a  premium  of  $100  to 

$200  over  a  Pentium  4,  and  th 

AMD  chip,  targeted  at  the  high 

end  of  the  market,  adds  more 

than  $600.  But  AMD  will  soon 

announce  cheaper  models  and 

Intel  too  plans  to  push  prices 

down  quickly.  (Laptops  won't 

dual-core  until  early  2006.) 

By  the  end  of  next  year,  the  case  for  trading  up  will  be 

compelling.  Microsoft  has  not  revealed  the  hardware 

requirements  for  the  new  version  of  Windows  due  in  late 

2006,  but  by  all  reports,  taking  full  advantage  of  the  new 

features  will  demand  a  big  leap  in  processing  power. 

Fortunately,  by  then  dual-core  chips  will  probably  be  at  leai 

as  cheap  as  the  single  processor  models  they  are  replacing. 

E-mail:  techandyou@businessweek.i 
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ere  inspired  by  the  human  side  of  data.  There's  more  to  GPS  navigation  systems  than  just  road 
ita.  It's  the  freedom  to  find  exactly  what  you  want,  even  in  an  urban  jungle.  That's  why  durable 
li  hard  disk  drives  are  perfect  for  the  automotive  industry,  and  hungry  drivers.  From  the 
est  Microdrive  to  the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


hiyourdata.com 
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Inspire  the  Next 


MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Betting  on  the  Buzz 

Martha  Stewart's  return  poses  one  key  question:  Exactly  how  much  can 
celebrity  overcome?  J  Like  you  have  to  ask.  3  Martha  Stewart's  home 
confinement  does  not  end  until  early  August,  but  this  has  hardly  fenced 
in.  In  July,  Stewart  announced  a  deal,  worth  $2  million,  for  a  book  callec 
Martha's  Rules,  due  in  October.  She  appeared  on  the  cover  of  Vanity  Fail 


POST  PRISON 

A  slew  of 
deals 


for  a  feature  detailing  her  post-prison  life 
via  lavish  photo  spreads  and  thousands  of 
words.  On  tap  is  the  Martha-branded 
channel  on  Sirius  Satellite  Radio;  ditto  a 
new  furniture  line  with  Kmart  Corp.  and  a 
line  of  DVDs.  In  September  her  two  new  TV 
shows,  both  produced  by  reality-TV  titan 
Mark  Burnett,  will  debut.  "There  is  buzz 
about  Martha,"  says  an  ad  executive.  In 
classic  celebrity-journalism  terms,  "people 
want  to  know  what's  going  on"  with  her. 

The  trick  is  to  monetize  this  buzz,  to 
make  liberal  use  of  Stewart's  celebrity  pixie 
dust  to  undo  the  damage  her  legal  woes  did 
to  her  company.  Martha  Stewart  Living  Omnimedia  is  betting 
this  will  work.  Company  CEO  Susan  Lyne  came  on  board  in 
November  promising  a  stronger  focus  on  Martha,  the  brand. 
"Martha  is  key  here,"  says  Lyne.  This  is  in  sharp  contrast  with 
Lyne's  predecessor  and  longtime  Stewart  associate  Sharon 
Patrick,  who  took  a  mimmize-Martha  approach.  (Thus,  the 
words  "Martha  Stewart"  still  appear  on  magazine  covers  in 
microprint,  if  at  all.)  Patrick  calculated  that  it  was  risky  to 
stake  the  future  on  The  Martha,  and  instead  sought  to 
wreathe  multiplatform  strategies  around  several  brands.  She 
even  bought  a  newsletter  business  created  around  alternative- 
medicine  avatar  Dr.  Andrew  Weil— which,  viewed  through 
today's  lens,  seems  a  seriously  left-field  move. 

PATRICK'S  INITIATIVES,  understandable  at  the  time,  needn't 
have  been  so  defensive.  The  fundamentals  of  Stewart's  tattered 
empire  began  to  revive  shortly  after  her  release  from  prison  in 
early  March.  In  its  July  issue  the  flagship  Martha  Stewart 
Living— which  accounts  for  about  one-third  of  company 
revenues— posted  ad-page  gains  for  the  third  issue  in  a  row. 
According  to  Mediaweek,  the  issue's  83  ad  pages  more  than 
doubled  from  last  July's,  which  closed  in  the  aftermath  of 
Stewart's  resignation  from  her  company's  board. 

But  it  will  take  more  than  a  few  positive  months  to  fix  things. 
Last  year  the  company's  net  loss  topped  $59  million.  Revenues 
for  2004  were  $187  million,  vs.  2002's  $295  million.  The  flagship 
magazine  hemorrhaged  ads  in  ways  unseen  since  the  dot-com 


bubble  burst:  More  than  65%  of  its  ad  v( 
disappeared  between  2002  and  2004. 
Analysts  expect  the  company  to  lose  mor 
2005.  "They've  got  a  big  hole  to  climb  ov 
says  Morgan  Stanley  analyst  Doug , 

Still,  the  company's  stock  is  trading  a  j 
around  $28.  Standard  &  Poor's  analyst  <| 
McDaniel  says  this  is  an  enormous 
multiple— more  than  60  times  its  peak 
earnings  of  $22  million  in  2001.  And  th«[ 
company  is  not  in  the  same  time  zone  aj 
past  earnings'  peak. 

There's  no  celebrity  index  or  other 
yardstick  that  values  column 
inches,  TV  segments,  and  Van 
Fair  covers.  No  one's  quantify 
say,  how  much  weaker  Mr.  & 
Smith's  box-office  take  would 
had  stars  Brad  Pitt  and  Angel 
Jolie  not  morphed  into  a  one-) 
couple.  But  if  s  hard  to  argue  i 
the  free  publicity  Brangelina  n 
and  similarly,  all  the  "coverag 
company  gets,  and  Martha  ge 
personally,  certainly  adds  to  tl 
momentum,"  says  Lyne. 
A  naysayer  can  point  to  on 
example  of  how  personal  celebrity  may  not  shift  business 
dynamics.  Donald  Trump's  appearances  on  The  Apprentic 
gave  him  personal  prominence  as  never  before,  but  his 
casinos  still  slid  into  bankruptcy.  Stewart's  company,  how 
is  a  different  beast.  If  s  explicitly  tied  to  the  deeds,  tastes, 
experiences  of  its  founder,  who  has  die-hard  fans  Trump  i 
only  dream  of.  More  important,  Stewarf  s  name  long  ago 
proved  scalable  to  a  wide  range  of  products  and  price  poii 
Up  next  for  Martha  Stewart  Living  Omnimedia  is  a  fercxl 
bout  of  celebrity  wrestling— with  celebrity  itself  squaring  o| 
against  harsh  business  realities.  Anyone  who  bets  against  f  | 
seriously  miscalculates  the  state  of  pop  culture  circa  2005, 
silly  season  of  our  souls.  ■ 

E-mail:  jon_Jme@  businessweekX 


In  a  fame- 
crazed 
culture, 
Martha  plays 
the  celebrity 
card 
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:  priceless) 


There's  no  smarter  way  to  pay  for  the  things  it  takes  to  run  a  business  than  with  the 
I 

MasterCard  BusinessCard.    It  keeps  your  business  expenses  separate  from  personal  ones 

better  accounting.  It  also  gives  you  extended  warranties,  travel  benefits  and  discounts  from  leading 

pliers  and  retailers.  Visit  mastercardworking.com  or  call  l-866-MCWORKING. 

re  are  some  things  money  can't  buy.  for  everything  else  there's  MasterCard.™ 
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BY  ROBERT  BARKER 


HealthSouth  in  Rehab 

By  rights,  HealthSouth  should  be  dead. 
The  victim  of  crooked  accounting  that, 
when  set  straight,  lopped  $3.9  billion  off 
shareholders'  equity,  this  hospital  and 
medical-services  company  could  easily 
be  pushing  up  daisies  in  the  corporate 
graveyard.  That  it's  not  may  owes  mostly 
to  U.S.  health  care's  sclerosis.  How  else 

could  a  company  keep  getting  paid  by  its  top  client,  Uncle  Sam, 
after  having  cheated  big  time  on  its  bills? 

For  that  and  other  sins,  HealthSouth  has  settled  with  a  host 
of  government  agencies.  It  still  faces  shareholder  suits,  and 
while  former  CEO  Richard  Scrushy  in  June  beat  criminal 
charges  that  he  directed  the  fraud,  the  company  itself  remains 
a  subject  of  federal  criminal  investigators.  It's  cooperating 
with  the  feds,  yet  nearly  three  years  since  HealthSouth  started 
emitting  its  foul  odor,  the  company's  stock  still  is  traded  over 
the  counter  in  the  Pink  Sheets,  where  few  choose  to  stoop. 

So  why  do  I  see  potential  for  investors?  Mostly  because  of 
the  demonstrated  persistence  of  demand  for  the  services  that 
HealthSouth  offers.  Despite  the  scandal,  its  underlying 
business  appears,  at  worst,  to  be  in  stable  condition  (table). 
This  year,  if  management's  estimate  pans  out,  earnings  before 
interest,  taxes,  depreciation,  and  amortization,  or  EBITDA, 
will  top  $630  million.  At  that,  HealthSouth's  EBITDA  margin 
would  come  in  at  17%,  up  from  14.3%  in  2001. 


\ 
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HEALTHSOUTH  OBVIOUSLY  PRESENTS  unusual  risks,  perhaps 
chief  among  them  the  low  visibility  into  its  operations. 
Auditors  still  haven't  finished  work  on  a  2004 10-K  report, 
never  mind  current  quarterly  reports.  Those,  plus  a  2005 
10-K,  are  not  expected  before  early  2006.  Until  then,  the 
shares  won't  be  eligible  for  listing  on  NASDAQ  or  the  New 
York  Stock  Exchange,  where  they  traded  before.  Another 
worry  is  HealthSouth's  balance  sheet,  which  is  weighed  down 
by  net  debt  of  $3.2  billion. 

Just  the  same,  news  on 
•  July  13  that  the  feds  have 
quit  prosecuting  Scrushy 
criminally  (a  civil  securities- 
fraud  suit  remains)  may  be 
a  blessing  in  disguise. 
Scrushy  could  push  hard  to 
get  his  old  job  back,  and 
that  would  prove  a  fresh 
distraction.  But  the  board 
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vows  to  resist,  and  new  CEO  Jay  Grinney  is  anxious  to  look 
ahead.  A  veteran  of  HCA,  Grinney  is  careful  not  to  disrespe 
federal  investigators  or  civil  plaintiffs.  But  the  other  day  wh 
pressed  him  on  how  far  along  he  is  in  settling  the  legal 
problems,  he  said:  "We're  probably  in  the  70%  to  80%  rang 
He  aims  to  have  the  rest  settled  by  yearend. 

His  largest  operating  challenge  is  a  new  Medicare  rule 
limiting  admissions  to  in-patient  rehabilitation  facilities  f 
victims  of  stroke,  accidents,  and  other  perils.  In-patient  re 
is  HealthSouth's  largest  division.  Grinney  expects,  howev* 
that  as  the  rule  also  bears  down  on  smaller  rivals  Healths' 
will  become  a  consolidator.  Two  other  divisions— outpatie 
rehab  and  ambulatory  surgery  centers— are  better  set  for 
growth  but  today  suffer  profit  margins  that  are  below  indi 
averages.  That  leaves  room  for  improvement.  As  for 
HealthSouth's  fourth  division— diagnostic  imaging  center 
it's  a  live  possibility  for  a  sale  to  raise  cash  and  cut  debt. 

Near  5.65  a  share,  HealthSouth's  total  enterprise  value 
(market  capitalization  plus  net  debt)  comes  to  $5.5  billion 

8.7  times  the  company5! 
goal  of  $630  million  in 
EBITDA  this  year.  Capit 
IQ,  a  unit  of  Standard  & 
Poor's,  puts  the  industr 
average  multiple  at  9.8. 
that,  the  stock  would  be 
worth  upward  of  7.35  oi 
HealthSouth,  it  seems,  1 
cheated  death.  ■ 
E-mail:  rb@businessweek 

Data: 
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ummer  Grows  a  Little 
bo  Warm  for  the  Fed 

en  strong  demand,  Greenspan  &  Co.  will  likely  keep  raising  interest  rates 


U.S.  ECONOMY 


If  anyone  still  believes  the  Federal  Reserve  is  ready 
$ive  rate  hikes  a  rest  soon,  they  should  take  another  look  at  the 
nomic  data  and  recent  remarks  by  Fed  Chairman  Alan  Greenspan, 
er  showing  surprising  resilience  in  the  first  half,  especially  in  the 
e  of  surging  oil  prices,  the  economy  appears  to  be  regaining 


entum  in  the  second  half,  not  slowing  further. 
>reover,  the  Fed  chief  was  unusually  clear  in  his 
innual  testimony  on  monetary  policy  on  July  20.  He 
hat,  in  order  to  realize  the  Fed's  upbeat  forecast  for 
ined  growth  and  contained  inflation,  "this  outcome 
equire  the  Federal  Reserve  to  continue  to  remove 
tary  accommodation."  That's  Fedspeak  for  "we're 
nisned  yet." 

me  in  the  financial  markets  may  be  coming  around 
:  reality  that  the  Fed's  target  federal  funds  rate  is 
;  to  end  2005  higher  than  they  thought  earlier  in  the 
lust  within  the  past  three  weeks,  the  yield  on  the 
imark  10-year  Treasury  note  has  jumped  from  a  low 
>%  on  June  27  to  4.16%  on  July  20.  Plus,  the 
mber  futures  contract  on  the  federal  funds  rate  now 
ists  the  Fed's  target  will  end  the  year  at  about  4%. 
would  imply  at  least  three  more  quarter-point  hikes 
•en  now  and  then. 

t  will  three  hikes  be  enough?  The  growing  risk  is 
he  economy  is  still  running  a  little  too  warm  for  the 
comfort.  As  the  economy  heads  into  the  second  half, 
U  demand  by  consumers  and  businesses  remains 
gly  supported  by  healthy  income  growth— in  terms 
th  profits  and  labor  income— and  by  rising  wealth, 
that  the  balance  sheets  of  both  the  household  and 
>rate  sectors  have  never  been  in  better  shape.  But  at 
eart  of  this  support  are  the  very  easy  financial 
itions  that  flow  directly  from  the  Fed's  past  and 
nt  generosity  on  interest  rates. 

(RTICULAR,  REAL  INTEREST  RATES-market 

adjusted  for  inflation— remain  low,  especially  real 
term  rates,  which  are  stimulative  to  housing, 
less  borrowing,  and  many  asset  prices.  In  a  July  11 
nse  to  questions  from  Representative  James  Saxton 
Lj.)  regarding  his  June  testimony  before  Saxton's 
f  Economic  Committee,  Greenspan  said  at  least  part 
b  decline  in  long-term  rates  in  the  past  year  appears 
Tect  lower  real  rates,  a  point  he  reiterated  on  July  20. 
long-term  rates  in  the  markets  respond  more 
ively  to  the  Fed's  hikes  in  short-term  rates,  the  Fed 
have  more  work  to  do  than  the  markets  now  expect, 
ith  low  rates  helping  to  bolster  demand,  it's  easy  to 


see  why  second-half  prospects  look  bright.  For  example, 
look  at  the  ease  with  which  the  economy  is  weathering 
the  energy  shock.  According  to  Greenspan,  Fed  staffers 
have  estimated  the  increase  in  oil  prices  since  the  end  of 
2003  to  have  shaved  about  0.5  percentage  point  from 
economic  growth  in  2004,  and  they  appear  on  a  track  to 
restrain  growth  in  2005  by  about  0.75  point. 

Considering  the 


THE  FED:  SOLID  GROWTH 
AND  LOW  INFLATION 


FED'S  CENTRAL 
TENDENCY  FORECAST 

(4Q  TO  4Q  PERCENT  CHANGE) 
2005      2006 


REAL  GDP 


3.5    3.25-3.5 


CORE  INFLATION*  L75-20  L75-20 


UNEMPLOYMENT 
RATE  (4Q  AV6.) 


5.0 


5.0 


♦PRICE  INDEX.  PERSONAL  CONSUMPTION 
EXPENDITURES  EXCLUDING  ENERGY  AND  FOOD 
Data:  Federal  Reserve 


economy  still  grew  3.9% 
last  year— and  it  has  a 
good  shot  at  repeating 
that  performance  this 
year— if  s  clear  the 
economy's  underlying 
momentum  is  strong.  In 
fact,  the  runup  in  oil 
prices  may  well  have 
done  the  Fed  a  service.  If 
the  price  of  a  barrel  of  oil 
had  remained  in  the  $30 
range,  the  economy 
would  probably  be  sizzling  right  now,  with  the  Fed 
scrambling  to  cool  it  down. 

As  it  is,  the  Fed's  latest  forecast,  put  forth  in  its 
Monetary  Policy  Report  to  the  Congress  on  July  20, 
projects  that  the  economy  will  grow  3.5%  in  2005  and  in 
the  range  of  3.25  to  3-5%  in  2006.  The  forecast  for  2005 
is  slightly  below  the  3.75%-to-4%  range  projected  in  the 
Fed's  February  report.  Inflation,  on  the  other  hand,  is  now 
expected  to  be  in  a  range  that  is  a  quarter-point  higher 
than  in  the  February  report,  with  unemployment  a 
quarter-point  lower  (table). 

The  Fed's  forecast  may  well  offer  a  glimpse  into  its 
thinking  on  future  policy.  The  projections  imply  that  the 
Fed  believes  both  inflation  and  the  unemployment  rate 
will  be  stable  next  year,  as  long  as  the  economy  grows  in 
the  3.25-to-3.5%  range.  So  growth  any  hotter  than  that 
will  most  likely  be  outside  the  Fed's  comfort  zone. 

THAT  MIGHT  ALREADY  BE  TRUE  for  the  second  half  of 
this  year,  given  new  signs  of  the  economy's  strength. 
Perhaps  the  most  important  is  the  rebound  in  the 
industrial  sector.  Manufacturing  had  been  at  the  center  of 
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this  spring's  soft  spot.  Business  inventories  had 
ballooned,  particularly  in  the  auto  industry,  and  efforts  to 
pare  them  resulted  in  weaker  ordering,  production,  and 
payrolls  in  the  factory  sector.  Not  anymore. 

A  wide  range  of  industrial  data— notably  the  June 
purchasing  managers  survey  and  June  report  on 
industrial  production,  in  addition  to  some  regional 
surveys  in  early  July— show  a  turn  for  the  better. 
Industrial  output  jumped  0.9%  in  June,  pumped  up  by  a 
big  gain  in  utility  production.  But  output  in  the 
manufacturing  sector  alone  still  increased  0.4%, 
matching  the  May  advance.  Those  gains  followed  0.2% 
declines  in  both  March  and  April. 

What's  happening?  Robust  demand,  combined  with 
the  spring  output  cuts,  has  brought  inventories  under 
control.  The  latest  monthly  inventory  numbers  show 
sharply  diminished  growth  in  stockpiles  in  the  second 
quarter.  With  stocks  lean,  manufacturing  output  is  now 
free  to  resume  its  upward  climb,  clearing  the  way  for  the 
factory  sector  to  add  to  the  economy's  momentum  in  the 
third  quarter. 

MEANWHILE,  HOUSEHOLDS  don't  appear  to  have  lost 
any  forward  thrust.  Despite  the  stress  from  record  gas 
prices,  consumers  pounced  on  Detroit's  June  round  of 
sales  incentives,  helping  to  push  overall  retail  sales  for 
the  month  up  by  a  booming  1.7%.  For  the  quarter,  sales 
grew  at  an  annual  rate  of  10.7%,  the  best  quarterly 
showing  in  a  year  and  a  half.  In  fact,  consumer  spending, 
as  it  will  be  tallied  in  the  GDP  numbers  due  out  on  July 


29,  may  well  have  grown  faster  in  the  second  quart 
than  its  healthy  3.6%  rate  in  the  first  quarter. 

Plus,  with  mortgage  rates  lower  now  than  they  w 
when  the  Fed  began  lifting  short-term  rates,  housin 
demand  has  barely  cooled.  Builders  broke  ground  o 
2  million  new  homes  in  June,  the  same  as  in  May.  T 

backlog  of  housing 


A  GROWING  BACKLOG  OF 

HOME  CONSTRUCTION 


THOUSANDS  Of  SINGLE-FAMILY  HOMES 


JUNE  '05 


projects  is  growing 
permits  authorizing 
construction  on  sin 
family  homes,  most 
which  were  started 
same  month,  rose  t< 
highest  level  of  the 
But  an  increasing 
number  of  those  pe: 
are  gathering  dust 
waiting  for  builders 
finish  existing  projd 
The  number  of  perr 
authorizing  construction  that  has  not  yet  begun  ros' 
record  177,000  in  June.  In  the  past  year  and  a  half  th 
backlog  has  soared  68%,  and  35%  in  only  the  past  ft 
months  (chart).  That  suggests  a  high  level  of 
construction  activity  through  the  summer. 

The  housing  sector  represents  a  microcosm  of  tht 
facing  the  Fed.  As  long  as  the  real  cost  of  borrowing 
remains  as  cheap  as  it  is,  low  interest  rates  will  contr 
to  stimulate  the  economy— perhaps  more  than  the  F 
would  desire,  which  could  force  more  rate  hikes. 


Data:  Bureau  of  the  Census 


Another  Big  Hole  in  the  Budget 


ITALY'S  GOVERNMENT  is  fighting 
an  uphill  battle  to  control  its  budget 
deficits.  A  withering  economy  and 
national  elections  next  spring  will 
mean  little  progress  anytime  soon. 

On  July  15,  Prime  Minister  Silvio 
Berlusconi's  government  approved  a 
preliminary  four-year  budget  plan. 
Among  the  highlights  is  a  projected 
budget  deficit  of  4.3%  of  gross 
domestic  product  for  2005.  It  would 
mark  the  fourth  time 
in  five  years  that 
Italy's  budget  deficit 
has  breached  the 
European  Union's  3% 
deficit  ceiling  spelled 
out  in  the  Stability  & 
Growth  Pact. 

The  EU  gave  Italy 
until  the  end  of 
2007— in  part  because 
the  economy  slipped 
into  recession  during 
the  first  quarter  of 


ALONG 
WAY  TO  GO 


PERCENT  OF  GDP 


ITALIAN  BUDGET  DEFICIT 


'03       '04       '05       '06       '07 
—  FORECAST  — 
Data  European  Commission.  Italian  government 


2005— to  get  its  annual  budget 
shortfall  below  the  3%  level.  The 
latest  budget  outline  calls  for  a  deficit 
of2.8%in2007 

But  the  economy  isn't  likely  to 
cooperate.  Higher  oil  prices  are 
hurting  domestic  demand,  and  slower 
growth  across  the  the  euro  zone  is 
crimping  exports.  Industrial  output  in 
May  fell  2.1%  from  the  year  before, 
and  purchasing  managers'  indexes 
show  companies 
cutting  jobs.  The 
government  slashed 
its  economic  growth 
forecast  for  2005  to 
zero,  from  1.2%  earlier, 
but  the  employers' 
federation, 

Confindustria,  expects 
the  economy  to  shrink 
by  0.3%  for  the  year. 
The  tepid  perform- 
ance should  mean 
declining  tax  receipts 


and  increasing  social  oudays. 

With  Berlusconi  running  for 
reelection  in  the  2006  national  ra 
hard  decisions  will  be  put  off  for 
The  government  says  it  will  not  h 
the  value-added  tax.  Pledged  tax 
for  next  year  will  probably  be  seal 
back  or  scrapped  completely  to  h 
reduce  the  budget  gap,  but  neariy 
billion  will  be  spent  on  public-wo 
projects  to  help  fulfill  a  campaign 
promise  made  by  Berlusconi. 

The  big  budget  deficits  stem  fi 
not  only  a  lack  of  fiscal  restraint 
also  a  declining  ability  to  compel 
globally.  A  strong  euro,  low 
productivity  growth,  and  the 
prevalence  of  manufacturers  in 
tech  industries  are  hurting  Italy*; 
ability  to  compete  against  cheap* 
producers,  especially  in  China 
Because  of  these  dynamics,  Italy 
stands  little  chance  of  growing  it 
way  out  of  debt.  ■ 

-By  James  Mehring  in  Nat 
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IMMEDIATE  GRATIFICATION. 


ROLET  MAUBU/MAUBU  MAXX 
HIGHEST  RANKED  ENTRY 
[1DSIZE  CAR  IN  INITIAL  QUALITY- 


CHEVROLET  SUBURBAN 

"HIGHEST  RANKED  FULL-SIZE  SUV 

IN  INITIAL  QUALITY" 


III 


GMC  SIERRA  HD 

"HIGHEST  RANKED  HEAVY-DUTY 

FULL-SIZE  PICKUP  IN  INITIAL  QUALITY" 


BUICK  LeSABRE 

"HIGHEST  RANKED  FULL-SIZE  CAR 

IN  INITIAL  QUALITY" 


BUICK  CENTURY 
"HIGHEST  RANKED  PREMIUM 
PDSIZE  CAR  IN  INITIAL  QUALITY" 
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GOLD  PLANT  QUALITY  AWARD                          SILVER  PLANT  QUALITY  AWARD  BRONZE  PLANT  QUALITY  AWARD 

NORTH  AND  SOUTH  AMERICA                           NORTH  AND  SOUTH  AMERICA  NORTH  AND  SOUTH  AMERICA 

J.D.  Power  and  Associates  2005            J.D.  Power  and  Associates  2005  J.D.  Power  and  Associates  2005 

Initial  Quality  Study.  Oshawa  Plant  #2  Initial  Quality  Study.  Oshawa  Plant  #1  Initial  Quality  Study.  Hamtramck,  Ml 


LONG-TERM  ADMIRATION. 


CHEVROLET  MALIBU 

"MOST  DEPENDABLE  ENTRY 

MIDSIZE  CAR" 
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CHEVROLET  SILVERADO  HD 

"MOST  DEPENDABLE  HEAVY-DUTY 

FULL-SIZE  PICKUP" 


CADILLAC  ESCALADE  EXT 

"MOST  DEPENDABLE  LIGHT-DUTY 

FULL-SIZE  PICKUP" 


GMC  YUKON  /  YUKON  XL 

"MOST  DEPENDABLE  FULL-SIZE 

SPORT  UTILITY  VEHICLE" 


BUICK  LeSABRE 

"MOST  DEPENDABLE 

FULL-SIZE  CAR  " 
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BUICK  CENTURY 

"MOST  DEPENDABLE  PREMIUM 

MIDSIZE  CAR- 


CHEVROLET  S-10  PICKUP 

"MOST  DEPENDABLE 

MIDSIZE  PICKUP" 
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CHEVROLET  PRIZM 

"MOST  DEPENDABLE 

COMPACT  CAR" 


>ne  car  company  took  home  8  awards  for  initial  quality  and  8  awards  for  long-term  dependability  from  J.D.  Power  and  Associates  in  2005. 

iM.  The  studies  measure  quality  and  reliability  over  the  first  90  days  and  over  a  three-year  period.  That  adds  up  to  a  record  number  of  awards  for 
've  never  been  so  proud.  And  that's  more  reason  to  look  to  us  for  your  next  car  or  truck. 


ROLET 


PONTIAC 


BUICK 


CADILLAC 


GMC 


SATURN 


HUMMER 


SAAB 


Only 


onlyGM.com 
ralet  Silverado  HD,  Prizm,  Malibu  and  S-10  Pickup;  Cadillac  Escalade  EXT;  Buick  Century  and  LeSabre,  and  GMC  Yukon/Yukon  XL  were  the  highest  ranked  vehicles  in  their  class  in  the  J.D.  Power  and  Associates  2005 
tependability  Study*  of  2002  model  year  vehicles.  Study  based  on  a  total  of  50,635  consumer  responses  indicating  owner  reported  problems  during  the  previous  12  months  of  ownership   www.jdpower.com 

Motors  Corp.  —  Oshawa  #2,  Ontario  (Car)  was  the  highest  ranked  plant  in  North/South  America,  Oshawa  #1,  Ontario  was  the  second  ranked  plant  and  Hamtramck,  Ml,  was  the  third  ranked  plant  in 
luth  America  among  plants  producing  vehicles  for  the  U.S.  market.  J.D.  Power  and  Associates  2005  Initial  Quality  StudySM  Study  based  on  a  total  62,251  U.S.  consumer  responses  indicating  owner  reported 
;  during  the  first  90  days  of  ownership,  www.jdpower.com  ©2005  GM  Corp.  All  rights  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors. 
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If  confirmed  John  Roberts  could  be  the 
justice  that  executives  have  been  hoping] 

BY  LORRAINE  WOELLERT 


AS  AN  ATTORNEY  WITH 
the  Washington  firm  of 
Hogan  &  Hanson  LLP, 
John  G.  Roberts  Jr. 
would  often  join  former 
Senator  J.  William  Ful- 
bright,  now  deceased, 
and  other  regulars  around  a  cafeteria 
lunch  table.  The  so-called  Fulbright 
Table  was  a  tradition  at  the  firm,  a  forum 
for  lively  give-and-take  that  included 
lawyers  of  all  political  stripes.  "They 
would  have  great  political  debates,  then 
part  as  friends,"  recalls  David  G.  Leitch, 
general  counsel  at  Ford  Motor  Co.  and  a 
Hogan  alum.  "I  don't  think  John  has 
made  any  enemies  in  his  two  decades  in 
Washington,  which  is  really  something." 
No  enemies?  Now  comes  the  true  test. 
As  President  George  W.  Bush's  first  nom- 
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inee  for  the  Supreme  Court,  Roberts— 
now  a  judge  on  the  nation's  No.  2  bench, 
the  U.S.  Court  of  Appeals  for  the  District 
of  Columbia  Circuit— is  already  under  in- 
tense scrutiny.  Activists  from  the  Left  and 
Right  are  poring  over  Roberts'  opinions, 
his  arguments  in  court,  and  his  list  of  for- 
mer clients  for  clues  as  to  what  type  of 
judge  he  might  be. 

BUSINESS  BACKGROUND 

ONE  GROUP  THAT'S  certain  to  be 
pleased:  Big  Business.  During  his  13 
years  with  Hogan,  Roberts  worked  for  a 
range  of  corporate  clients— from  Chrysler 
and  Toyota  to  a  tiny  California  signmaker, 
TrafFix  Devices— on  patent,  environmen- 
tal, employment,  discrimination,  and  an- 
titrust cases.  If  Roberts  is  confirmed— as 
expected— he'll  be  the  first  justice  with 


deep  experience  in  the  issues  that  gj 
business  in  America  since  Lewis  F. ' 
Jr.  retired  in  1987.  Roberts'  legal  pe 
he  truly  understands  business, 
justices  who  have  this  kind  of 
ground  are  few  and  far  between,'! 
Mark  I.  Levy,  an  appellate  lawyer  A 
patrick  Stockton  LLP  and  a  Demi 
"John  brings  firsthand  personal  e;l 
ence  and  will  understand  [compa| 
legitimate  concerns  and  practical 
lems.  He  broadens  the  experience  b| 
the  court." 

That  experience  could  help  deteil 
the  range  of  cases  the  court  takes  of 
day's  Supremes  tend  to  shy  away| 
business  issues  (BW— July  25) 
they're  confronted  with  clear  coil 
among  courts  of  appeals  in  the  11 1 
That  frustrates  business,  which 


)  IN  THIS  SECTION: 

\  How  to  overhaul  the        « 
ii  tax  code  4 


Big  Blue  is  doing  a 
tricky  two-step 


Home-equity  loans 
may  get  hazardous 


Gap:  Too  much  market 
research? 


I  THE 

)berts' 

umen 

nown— 

onal 

Dhy 


6WS  Analysis  &  Commentar 


finds  itself  bound  by  default  by  a  bad  rul- 
ing in  a  single  circuit.  "If  the  Ninth  Cir- 
cuit comes  up  with  a  questionable  rule, 
if  s  hard  to  tell  business  to  comply  only" 
in  the  West,  says  Levy.  "John  will  be  able 
to  shed  fight  why  these  business  concerns 
are  legitimate  and  important"  for  the 
court  to  consider. 

That's  not  the  only  reason  executives 
are  celebrating  Bush's  choice.  Even  be- 
fore Roberts  enters  the  chambers  on 
Capitol  Hill,  his  nomination  is  changing 
the  mood  in  Washington.  Corporate  lob- 
byists who  feared  a  bloodbath  over  a 
strongly  ideological  nominee  now  hope 
Congress  will  quickly  clear  Roberts'  con- 
firmation and  move  on  to  other  issues, 
including  energy,  terrorism  insurance, 
and  pension  reform.  In  particular,  the 
Senate  Judiciary  Committee— first  stop 
for  any  court  appointment— could  soon 
be  free  to  deal  with  data  security  and  as- 
bestos reform,  "where  committee 
members'  expertise  and  time  will  be 
needed,"  says  Kim  N.  Wallace,  manag- 
ing director  for  Lehman  Brothers  Inc. 
Washington  Research. 

Supporters  maintain  that  Roberts  will 
be  a  fair-minded,  conservative  jurist  who, 
as  Bush  says,  won't  legislate  from  the 
bench.  He  is  hailed  widely  as  a  brilliant 
litigator,  an  affable  fellow  who  thinks  on 
his  feet,  and  a  skilled  orator.  "To  this  day, 
when  Fm  preparing  for  an  oral  argument, 
I'll  pull  transcripts  of  John  Roberts' 
oral  arguments,"  says  Jay  A.  Sekulow, 
chief  counsel  for  the  conservative  Ameri- 
can Center  for  Law  &  Justice,  who  has 


argued  a  dozen  cases  alongside  Roberts. 
At  50,  Roberts  knows  his  way  around 
the  Supreme  Court:  He  clerked  for  then- 
Associate  Justice  William  H.  Rehnquist 
during  the  1980-81  term  and  has  since  ar- 
gued 39  cases  before  the  court.  In  2003 
he  won  a  seat  on  the  D.C.  Circuit  by  a 
unanimous  voice  vote  in  the  Senate.  He 
quickly  earned  a  reputation  as  a  team 
player  on  a  court  where  97%  of  opinions 
are  unanimous. 

ABORTION  RIGHTS 

THIS  TIME  THE  ROAD  to  the  robe  will  be 
rockier.  The  liberal  People  for  the  Ameri- 
can Way  has  labeled  Roberts'  record  on 
environmental  and  civil  rights  "disturb- 
ing." NARAL  Pro-Choice  America  calls 
the  practicing  Catholic  hostile  to  abortion 
rights.  Civil  liberties  groups  are  zeroing  in 
on  his  opinion— written  for  a  unanimous 
panel  of  the  D.C.  Circuit— upholding  the 
arrest  and  short  incarcer- 
ation of  a  12-year-old  girl 
caught  eating  a  french  fry 
on  Washington's  subway 
system.  Roberts'  stint  as  a 
registered  lobbyist— rep- 
resenting the  Cosmetic, 
Toiletry,  &  Fragrance 
Assn.  before  the  Food  & 
Drug  Administration  on 
commercial  free-speech 
issues— will  also  raise 
eyebrows  among  critics 
of  Washington's  pay-to- 
play  culture. 

Given  Roberts'  limited 
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writings       from 
bench,  Democraj 
press  hard  to 
his  work  for  the 
Dept.  under  Prt 
George  H.W  Bi 
in  a  high-stakes! 
opponents   can't  | 
play   their   hanc 
Roberts'    record 
them  few  strong  cj 
and  that  includes 
tion,  on  which 
written  very  little., 

That     also 
Bush    with    HttH 
meat    for    the 
Some    supporter 
troubled    by    Re 
thin  record  on  ab| 
and  other  social 
fearing  that,  lik<j 
tices  Sandra  Day  O'Connor  and  Dj 
Souter,  Roberts  will  be  more  liberal 
the  President  who  picked  him.  But! 
conservatives     are     rallying     hi 
Roberts,  relying  on  White  House 
ances  that  his  strict  reading  of  the  I 
stitution  and  penchant  for  moving  I 
ical  problems  out  of  the  courts  an  I 
legislatures  will  eventually  help  ov 
Roe  v.  Wade. 

The  same  lack  of  a  paper  trail  ma 
hard  to  tell  how  Roberts  would  r 
business  cases.  The  D.C.  Circuit 
hears  disputes  involving  punitive 
ages,  federal  preemption  of  state  la 
other  issues  dear  to  big  companies 
despite  press  reports,  Roberts  doi 
belong  to  the  Federalist  Society,  a  a 
vative  group  that  advocates  for 
rights.  Nor  is  he  a  knee-jerk  advoc 
states' -rights  boosters.  That's  good  f 
business,  which  prefers  the  consiste 
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}hn  G.  Roberts 

Business  Profile 


EDUCATION  Harvard 
College  76;  Harvard  Law  79 
LAW  FIRM  Former  partner  at 
Hogan&Hartson,  atop 
Washington  law  firm.  With 
more  than  1,000  attorneys  it 
has  a  strong  Supreme  Court 
appellate  practice. 

CLIENTS  Roberts  won  big 
cases  on  behalf  of  Chrysler, 
Litton  Systems,  and  Fox  TV. 
He  was  frequently  hired  to 
challenge  federal  regulators; 
he  helped  Chrysler  win  reversal  of 
a  NHTSA  recall  order  to  repair 
seat-belt  anchors. 
CLUBS  Roberts  is  a  member  of 
the  Republican  National  Lawyers 
Assn.,  the  Metropolitan  Club,  and 
Robert  Trent  Jones  Golf  Club.  He 
also  regularly  attends  events 
hosted  by  the  Federalist  Society, 
an  influential  conservative  lawyers 


group.  His  most  exclusive 
membership  of  all,  of  course,  is  in 
the  informal  association  of  ex- 
clerks  of  U.S.  Supreme  Court 
Justice  William  H.  Rehnquist. 

ACTIVITIES  He  served  on  an 
advisory  board  of  the  National 
Legal  Center  for  the  Public 
Interest,  a  nonprofit  group 
devoted  to  limited  government 
and  free  enterprise. 


gle  federal  standard  over  a  50 -state 
iwork  of  regs.  In  2002,  the  Chamber 
Mnmerce  enlisted  Roberts  to  write  a 
eme  Court  brief  in  a  boating-safety 
ite  from  Illinois.  Roberts  argued 

federal  regulations— which  don't 
ire  propeller  guards  on  boats- 
Id  trump  state  tort  law  for  the  sake  of 
jrmity  and  called  concerns  about 

sovereignty  "overwrought."  In  his 
\te  practice,  Roberts  has  argued 
ns  of  cases  on  behalf  of  businesses 
and  small.  "The  reason  he'll  be  a 

judge  is  not  because  he's  pro- 
ness,  it's  because  he's  a  brilliant 
er,"  says  Richard  W.  Garnett,  a  pro- 


fessor of  law  at  University  of  Notre  Dame. 
In  2002,  Roberts  won  a  unanimous 
Supreme  Court  decision  on  behalf  of 
Toyota  that  curbed  lawsuits  by  workers 
with  repetitive-motion  injuries.  In  an 
opinion  penned  by  O'Connor,  the  court 
agreed  that  workers  suing  under  the  fed- 
eral Americans  With  Disabilities  Act 
must  struggle  with  daily  tasks  such  as 
brushing  their  teeth,  not  just  an  inabili- 
ty to  perform  their  jobs.  In  2001,  Roberts 
battled  Intel  in  an  antitrust  lawsuit  over 
technology  developed  by  Intergraph 
Corp.,  a  software  company  based  in 
Huntsville,  Ala.  The  chip  giant  agreed  to 
pay  Intergraph  more  than  $500  million. 


David  Vance  Lucas,  Intergraph 
vice-president  and  general  coun- 
sel, says  Roberts  merged  patent 
and  antitrust  law  into  a  powerful 
case.  "John's  legal  acumen  was 
absolutely  critical,"  Lucas  says. 

SEIZING  LAND 

ROBERTS  HAS  been  on  the  other 
side,  too.  Representing  several 
states,  he  joined  the  feds'  legal 
team  opposing  Microsoft  Corp.'s 
appeal  of  a  district  antitrust  rul- 
ing. Microsoft  persuaded  the 
D.C.  Circuit  in  2001  to  toss  out 
that  decision.  And  his  advocacy 
of  government  power  could 
make  executives  and  conserva- 
tives queasy.  The  Supreme  Court 
recently  stirred  controversy  by  deciding, 
in  Kelo  v.  New  London,  that  cities  could 
seize  land  for  private  development.  The 
ruling  cited  a  1992  case  in  which 
Roberts  persuaded  the  high  court  that 
Amtrak  could  condemn  land  then  turn  it 
over  to  private  railroads.  Roberts  argued 
the  court  had  "wide  latitude"  to  author- 
ize property  transfers  between  private 
owners  "to  accomplish  a  permissible 
public  objective." 

Once  again,  Roberts  was  arguing  his 
client's  brief.  For  most  of  his  career,  he 
has  been  a  hired  gun,  making  the  best  of 
facts  and  the  law  to  suit  the  needs  of  the 
client  of  the  moment.  That— and  the  fact 
that  most  appeals  cases  turn  on  proce- 
dural technicalities— makes  it  almost  im- 
possible to  divine  Roberts'  own  philoso- 
phy. The  only  consistent  elements  in 
Roberts'  record  are  his  quick  mind,  his 
reputation  for  fairness,  and  the  fact  that 
he  has  repeatedly  tackled  and  mastered 
complex  business  issues.  But  for  big  com- 
panies—long accustomed  to  the  high 
court's  neglect— that's  enough.  ■ 

-  With  Eamonjavers  in  Washington, 

Brian  Grow  in  Atlanta,  and  Mike  France 

and  Susann  Rutledge  in  New  York 
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TAXES 


THREE  ROADS 
TO  REFORM 

A  Bush  panel  homes  in  on  ways 
to  make  taxes  fairer  and  simpler 


HILE  MUCH  OF 
the  country  was  fix- 
ated on  President 
George  W.  Bush's 
Supreme  Court 
pick,  a  group  of 
Bush  appointees 
was  meeting  deep  in  the  bowels  of  a 
Washington  hotel  with  a  task  nearly  as 
challenging  as  reshaping  the  Court. 
Their  job:  finding  ways  to  make  the  U.S. 
tax  laws  fairer,  simpler,  and  more  pro- 
growth.  The  nine-member  panel,  which 
is  due  to  make  its  recommendations  to 
the  Bush  Administration  by  Sept.  30, 
has  been  hearing  witnesses  for  months. 
But  on  July  20,  it  began  debating  the 
knotty  questions  of  how  to  overhaul  the 
tax  code  and  how  Uncle  Sam  should  col- 
lect $2  trillion  a  year  from  American 
workers,  investors,  and  businesses. 

Although  the  battle  is  just  starting,  the 
commission's  alternatives  for  repairing 
the  code  are  already  emerging.  The  panel 
is  likely  to  send  the  Administration  sev- 
eral options:  retain  the  existing  income 
tax  while  dramatically  simplifying  some 
of  its  most  snarled  provisions;  replace  a 
chunk  of  today's  income  tax  with  a  value- 
added  tax,  a  European-style  system 
which  levies  a  tax  at  each  stage  of  pro- 
duction and  at  each  point  of  sale;  or 
broadly  restructure  the  code  to  shift  taxes 
away  from  savings  and  towards  spend- 
ing. Bush  will  turn  the  panel's  ideas  into 
a  plan  of  his  own— the  likely  centerpiece 
of  his  2006  domestic  agenda. 

The  group  also  wants  to  fix  the  alterna- 
tive minimum  tax— a  levy  that  hits  3.8 
million  middle-class  taxpayers  today  and 
could  nail  50  million  by  2015.  That 
change  could  cost  up  to  $600  billion  over 
the  next  10  years.  And  Bush  has  insisted 
that  any  tax  rewrite  raise  the  same 


amount  of  money  as  the 
existing  revenue  code. 
That  will  require  the  panel 
to  consider  such  painful 
ideas  as  eliminating  de- 
ductions for  state  and  local 
taxes  or  eroding  the  tax- 
free  status  of  employer- 
paid  health  care. 

All  that  adds  up  to  one 
tough  task.  With  public 
debate  likely  to  intensify  as 
the  panel  zeroes  in  on  the 
choices,  here's  a  look  at 
how  they're  shaping  up: 

Simplify 

FEW  DISPUTE  the  need  to 
come  up  with  a  less  com- 
plex tax  system.  And  one 
panel  suggestion  will  re- 
tain the  basic  structure  of 
the  current  code  but  clean 
up  some  of  its  worst  provi- 
sions. "There  is  no  such 
thing  as  a  perfectly  simple 
tax  system,"  says  Urban 
Institute  senior  fellow  C. 
Eugene  Steuerle.  "But 
there  are  some  areas  which  everyone 
agrees  are  just  a  mess."  Today's  tax  laws, 
for  example,  contains  at  least  nine  sepa- 
rate education  tax  breaks.  And  there  are  a 
dozen  more  for  families  with  kids— each 
with  its  own  definition  of  who  qualifies  as 
a  child.  These  corners  of  the  code  are  so 
complex  that  many  families  fail  to  use 
them.  The  panel  could  well  suggest 
streamlining  all  these  breaks. 

Moreover,  families  don't  have  lobbyists 
to  stump  for  simpler  tax  breaks— while 
many  industries  thrive  on  the  code's 
complexity.    Take    retirement    savings, 


where  there  are  more  than  a  dozen 
rate  incentives,  including  individt 
tirement  accounts,  401(k)s,  403(b) 
SEPs— each  with  its  own  rules.  Fo 
viduals  who  are  looking  to  save,  cr 
one  simple  plan  makes  sense. 

But  trimming  the  number  of 
ment  savings  plans  can  run  into  ; 
saw  of  opposition.  Bush  has  been 
since  2003,  but  has  faced  a  bitter 
from  insurers,  which  fear  such  a 
would  cost  them  part  of  their  variat 
nuity  business.  After  all,  why  pay  ti 
to  buy  an  annuity  if  you  can  get  s 
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3reaks  by  setting  up  your  own  ac- 
►t—  at  less  cost?  And  many  in  Con- 
s  fear  that  a  single,  generous  tax- 
ntaged  savings  account  would  kill 
pany-based  retirement  plans,  espe- 
j  for  small  and  midsize  firms.  The 
ern:  If  a  business  owner  can  put 
r,  say,  $5,000  a  year  tax-free  for  each 
iber  of  his  family,  he  may  dump  his 
pany  plan.  If  the  panel  suggests  a  sin- 
tax-favored  savings  vehicle,  those 
asms  will  reemerge. 
NERS  Big  savers  and  parents  baf- 
by  today's  tax  system.  Most  busi- 


nesses, since  their  tax  breaks  would  be 
largely  untouched. 

LOSERS  Insurance  companies  and  mu- 
tual funds  selling  products,  such  as  vari- 
able annuities,  that  depend  on  special  tax 
provisions. 

Do  the  Euro  Tax 

MOST  U.S.  TRADING  PARTNERS  have  a 
value-added  tax.  Supporters  say  that  if 
U.S.  adopts  one,  it  might  attract  more  in- 
ternational investment  and  tax  multina- 
tionals in  a  less  complicated  way.  Backers 
also  believe  that  shifting  to  a  VAT  would 
be  much  simpler  for  individuals,  since 
most  would  no  longer  have  to  fill  out  tax 
forms.  One  version,  which  is  being  pro- 
moted by  Michael  J.  Graetz,  a  Yale  Law 
School  professor  and  former  top  Treasury 
Dept.  official,  would  set  a  VAT  rate  at 
roughly  14%  of  the  cost  of  every  product. 
That  would  produce  enough  tax  revenue 
to  fund  a  cut  in  corporate  income  tax 
rates  from  35%  to  20%.  Graetz  would 
keep  the  personal  income  tax,  but  he 
would  set  a  single  rate  of  25%  and  get  rid 
of  many  current  deductions.  In  another 
big  change,  couples  would  be  exempt 
from  taxes  on  the  first  $100,000  of  in- 
come, a  step  he  figures  would  take  150 
million  people  off  the  income  tax  rolls.  In 
such  a  world,  Graetz  says,  "Apr.  15  would 
be  just  another  spring  day." 

But  a  VAT  wouldn't  be  quite  that  sim- 
ple. In  Europe  companies  dodge  billions 
of  euros  in  VAT  taxes.  Critics  say  the  IRS 
would  need  thousands  more  agents  to 
prevent  the  same  problem.  Consumers 
would  have  to  absorb  a  serious— though 
temporary— case  of  sticker  shock  as  the 
cost  of  everything  they  buy  rises.  State 
and  local  governments  will  howl  that  a 
federal  VAT  curbs  their  ability  to  raise 
sales  taxes.  And  because  the  levy  is  built 
into  prices,  it  is  invisible  to  consumers 
and  easy  to  increase.  That  makes  it 
anathema  to  conservatives.  "The  VAT  is  a 
terrible  idea,"  says  William  A.  Niskanen, 
chairman  of  the  libertarian  Cato  Institute. 
WINNERS  Individual  taxpayers  who 
spend  relatively  little  of  their  income.  Ex- 
porters, because  most  VAT  systems  don't 
tax  goods  headed  overseas. 
LOSERS  Retailers,  who'll  face  irate  con- 
sumers as  the  VAT  boosts  prices.  Compa- 
nies that  produce  goods  abroad. 


Go  For  Broke 


THE  PANEL  IS  ALSO  considering  a  third 
option— a  fundamental  rewrite  aimed  at 
ending  the  code's  current  bias  against 
savings.  Rather  than  taxing  dividends, 


capital  gains,  or  other  income  that  comes 
from  savings,  people  would  be  taxed  on 
what  they  spend.  That,  backers  say, 
would  boost  investment  in  the  U.S. 

Today,  while  some  capital  income  is 
taxed  twice,  similar  forms  of  income  are 
never  taxed  at  all.  For  instance,  a  company 
that  sells  a  bond  deducts  interest  pay- 
ments from  its  taxable  income.  The  buyer 
pays  tax  on  the  interest— unless  the  bond 
is  owned  by  a  pension,  a  nonprofit,  or  a 
foreign  investor,  all  of  which  are  exempt 
from  U.S.  taxes.  The  result:  Taxes  are  nev- 
er paid  on  billions  in  interest  payments. 

Consumption  taxes  try  to  fix  that  by  en- 
suring that  all  capital  income  is  taxed  one 
time,  but  only  once.  Take  a  plan  offered  by 
former  senior  Bush  economic  adviser  R. 
Glenn  Hubbard,  now  dean  of  the  Colum- 
bia Business  School  and  a  BusinessWeek 
columnist.  Under  his  "comprehensive 
business  income  tax,"  no  investor  would 
pay  tax  on  interest  earnings.  But  compa- 
nies would  lose  their  ability  to  deduct  in- 
terest payments.  Companies  would  take 
total  income  from  sales,  subtract  their 
cost  of  goods,  wages,  and  annual  depreci- 
ation on  their  equipment,  and  pay  tax  on 
the  difference.  Under  other  versions, 
companies  would  write  off  the  cost  of 
equipment  in  the  year  they  buy  it,  rather 
than  depreciate  it  over  time. 

Making  businesses  pay  tax  on  capital 
income  could  also  reduce  the  wave  of  tax 
sheltering  that  has  plagued  today's  sys- 
tem. Individuals  would  pay  taxes  prima- 
rily on  wages,  eliminating  loopholes 
they've  used  to  shelter  income.  And  tak- 
ing away  business's  deductions  for  inter- 
est expenses  would  sharply  reduce  com- 
panies' ability  to  dodge  taxes. 

But  such  a  shift  would  be  hugely  con- 
troversial. Today,  businesses  pay  more 
than  $1  trillion  a  year  in  interest  to  fi- 
nance inventory  and  equipment.  Chief  fi- 
nancial officers  won't  give  up  that  deduc- 
tion easily.  "When  you  think  of  the 
investments  that  have  been  made  on  the 
basis  of  the  deductibility  of  interest,  I  get 
very  nervous  about  whether  you  could 
pull  this  off,"  says  Joseph  J.  Minarik,  di- 
rector of  research  at  the  Committee  for 
Economic  Development,  a  Washington 
business  research  group. 

Taxing  investment  income  at  the  cor- 
porate level  would  also  split  the  financial 
world.  Brokers  would  love  the  idea,  since 
it  might  encourage  more  individual  in- 
vestment. But  pension  managers  would 
hate  it.  After  all,  there's  little  reason  to  lock 
up  funds  in  an  IRA  or  401(k)  if  an  ordinary 
savings  account  were  equally  tax-free. 

Then  there's  the  matter  of  what  to  do 
about  individual  taxes.  In  a  pure  con- 
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sumption  tax  structure,  families  would 
lose  their  deduction  for  mortgage  interest 
payments.  But  nobody  expects  that  to 
happen  since  Bush  has  pledged  to  pre- 
serve it.  Yet  if  people  kept  the  deduction, 
they  could  easily  borrow  against  their 
house  and  use  the  proceeds  to  buy  stock 
while  still  enjoying  tax-free  dividends  and 
capital  gains. 

WINNERS  Families  who  save  a  lot. 
Companies  that  currently  pay  hefty 
taxes   because   they   finance   growth 


from  cash  flow  rather  than  debt. 
LOSERS  Big  corporate  borrowers,  which 
would  lose  their  interest  deductions. 
Among  individuals,  big  spenders  would 
face  a  larger  tax  bite. 

Certainly,  winning  the  changes  needed 
to  build  a  better  tax  system  will  be  tough. 
Democrats  have  little  interest  in  helping 
Bush  rewrite  the  tax  code.  And  the  busi- 
ness community— a  key  ally  on  hfs  first- 
term  tax  cuts— will  be  deeply  divided  over 
reform.  "I'm  not  optimistic  that  we're  go- 


ing to  see  wholesale  changes,"  sai 
versity  of  Michigan  tax  econom  i 
Slemrod.  "But  I  welcome  a  debal 
could  make  the  tax  system  better. 
Broad-based  reform  is  never  ea 
Bush's  panel  is  starting  a  valuat 
important  discussion.  In  1986,  ag£ 
odds,  Congress  and  President 
cleaned  up  the  tax  code.  Now  pol 
the  best  chance  in  a  generation! 
pair— if  not  replace— today's  law.  I 
-By  Howard  Gleckman  in  Wasl 


MULTINATIONALS 


Profits  Head  Homeward, 
But  Where  Are  the  Jobs? 


SWEET  PILL  Big  pharma  tops  the  list 


When  it  comes  to  corporate 
income  taxes,  it  sure  pays 
to  be  a  multinational 
these  days.  U.S. 
companies  fork  over  up  to 
35%  of  their  domestic  income  in  federal 
taxes.  But  for  earnings  from  abroad,  the  tax 
rate  is  just  5.25%  this  year,  thanks  to  the 
American  Jobs  Creation  Act  of  2004.  The 
election-year  bill  was  aimed  at  spurring  the 
U.S.  economy  by  encouraging  U.S. 
companies  with  international  operations  to 
bring  home  profits  they  had  parked  in  lower 
tax  countries. 

The  one-year  tax  break  has  clearly 
opened  the  floodgates:  U.S.-based 
companies  are  on  track  to  repatriate 
upwards  of  $520  billion  by  the  end  of 
December,  estimates  Henry  "Chip"  Dickson, 
chief  U.S.  equity  strategist  at  Lehman 
Brothers  Inc.  The  drug  industry  is  far  and 
away  ahead  of  the  pack.  Led  by  Pfizer  Inc., 
which  is  returning  $36.9  billion  in  foreign 
earnings  alone,  pharmaceutical  and 
biotech  companies  could  bring  $120.5 
billion  into  their  U.S.  coffers  at  the  lower  tax 


rate.  High-tech  equipment  makers  such  as 
IBM  and  Hewlett-Packard  Co.  come  next, 
with  an  estimated  $62.9  billion  in 
repatriated  earnings. 

But  if  there's  little  doubt  the  money  is 
pouring  in,  figuring  out  exactly  where  it's 
going  is  another  matter.  Though  the  bill  was 
promoted  as  a  job-creation  measure, 
regulations  set  by  the 
U.S.  Treasury  leave 
companies  wide  leeway 
in  how  they  use  their 
repatriated  profits. 
Hiring,  capital 
investment,  research 
and  development, 
marketing,  acquisitions, 
pension  funding,  and 
debt  repayment  all 
qualify— and  companies 
do  not  have  to  disclose 
specifics  of  their 
spending  plans.  They 
also  have  three  years  to 
allocate  the  cash. 
Moreover,  if  a  company 
plows  its  foreign  profits 
into  research  and 
development,  for 
instance,  it  could  take 
money  previously 
earmarked  for  research 
and  use  it  elsewhere.  "You  can't  trace  the 
money,"  points  out  Mickey  D.  Levy,  chief 
economist  at  Bank  of  America  Corp. 

Still,  some  companies  are  starting  to 
show  how  they're  putting  their  newfound 
treasure  to  use.  In  June,  Pfizer  paid  $1.9 
billion  for  Vicuron  Pharmaceuticals  Inc.,  a 


BacktotheU.S. 

Estimated  amount  of  repatriated 
profits  in  2005,  in  billions 

Pfizer 

$36.9 

Merck 

15.0 

Hewlett-Packard 

14.5 

Johnson  &  Johnson             10.8 

DuPont 

10.0 

Schering-Plough                    9.4 

Bristol-Myers  Squibb 

9.0 

IBM                                      8.0 

Eli  Lilly 

8.0 

PepsiCo 

7.5 

Data:  ".  rmpany  reports 

King  of  Prussia  (Pa.)  biotech  firm.  Pfizer  | 
also  has  initiated  a  $5  billion  stock 
buyback— though  the  company  says  tha. 
isn't  a  direct  result  of  the  profits  it's  shipj; 
home,  since  share  repurchases  aren't 
allowed  under  the  Treasury  regs.  But  a 
spokesman  for  the  New  York-based 
drugmaker  acknowledges:  "It's  hard  to  s 
where  money  is  going  to  and  coming  fro 
One  thing  is  clear,  however:  The  mone 
piling  in  from  abroad  as  the  result  of  the 
Jobs  Creation  Act  has  done  little  to  actu 
spur  hiring.  In  fact,  six  of  the  10  compani 
repatriating  the  biggest  totals  are  axing 
workers  in  the  U.S.  They  include  HP,  whic 
announced  July  19  that  it  would  cut  its  h( 
count  by  14,500  in  the  U.S.  and  abroad,  a, 
Pfizer,  which  has  said  it  will  shutter  20 
factories  with 
undisclosed  U.S.  job 
losses  to  lower  costs  t 
$4  billion  by  2008. 

Oddly,  the  repatriat 
is  also  cutting  into  pro 
The  reason: Even  that 
measly  5.25%  rate 
means  companies  mu 
pay  higher  taxes  than 
they  had  budgeted  wh 
the  earnings  were  tuck 
away  outside  the  U.S. 
Pfizer  has  taken  a  $1.7 
billion  charge  to  cover 
taxes  on  its  foreign  pre 
in  the  first  half,  while 
Merck  &  Co.  has  said  i' 
would  have  to  take  a  oi 
time  charge  of  $1  billio 
it  goes  ahead  with  plar 
to  bring  home  $15  billi 

Altogether,  if 
Corporate  America 
returns  the  $520  billion  that  Dickson  say; 
could,  the  government  could  collect  an  e> 
$27.3  billion  in  income  taxes  this  year.  Bu 
next  year,  the  tax  rate  on  overseas  earning 
snaps  back  to  35%.  Every  holiday,  after  al 
must  come  to  an  end. 

-By  Michael  Amdt  in  Chic 
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WO  PILLARS  OF  IBM'S 
ROWTH  LOOK  SHAKY 

setter  second  quarter  hides  challenges 
mainframes  and  services 


mm  WHEN       IBM      AN- 

II  mm  nounced  earnings 
II  !■  on  July  18, 
^MWWMmW  vestors  breathed  a 
W  Mm  sigh  of  relief.  With 
■  ■  W  revenues  up  a  rela- 
W  mm  tively  healthy  6%, 
d.7  billion,  and  the  first  increase  in  its 
<xs  backlog  in  six  quarters,  it  looked 
BM  had  recovered  nicely  from  a  dis- 
inting  first  quarter. 
11,  maybe  not.  The  strongest  gains 
from  software  and  server  comput- 
■ervices  landed  where  they  were  in 
rst  quarter:  a  6%  revenue  gain— 
for  Big  Blue.  And  mainframes 
jed  24%,  after  a  16%  drop  in  the  first 
er.  That's  bad  news  because  main- 
;s  and  tech  services  have  been  two  of 
ey  pillars  of  IBM's  success.  The  for- 
las  helped  drive  profits;  the  latter 
lelped  generate  sales.  But  now,  as 
lavigates  a  huge  transition  in  how  it 
business,  both  pillars  are  looking  a 
obbly.  "I  don't  see  a  resurgence  in 
frames,  and  they  have  long-term 
snges  in  services,"  says  A.M.  Sac- 
dii  Jr.  of  Bernstein  Research, 
at  helps  explain  why,  the  day  after 
ngs  came  out,  Big  Blue  announced  a 
.»up  of  its  $45  billion  global  services 
less.  Division  head  John  R.  Joyce  is 
ig  for  private-equity  firm  Silver  Lake 
ers,  and  the  business  is  being  split 


PALMISANO  His 

reorganization 
should  help  IBM 
spot  opportunities 


three  ways.  In  a  staff 
memo,  CEO  Samuel 
J.  Palmisano  said 
the  moves  are  de- 
signed to  "better 
focus  our  services  growth  strategy  and 
enhance  our  marketplace  performance." 
And  on  July  26,  IBM  will  announce  its 
new  mainframe,  called  Danu.  With  it, 
IBM  hopes  to  make  the  mainframe  once 
again  the  hub  of  big  corporations'  com- 
puting systems. 

Both  moves  aim  to  help  Palmisano, 
who  was  not  available  for  comment, 
reach  his  overarching  goal:  to  transform 
IBM  from  a  traditional  computing  com- 
pany into  a  business-services  provider. 


[Tricky 
wo-Step 

1  is  relying  on  a 
)st  from  two 
.inesses  that  face 
risome  trends 


SERVICES 

Big  Blue  is  moving  from  traditional 
information-technology  services 
toward  helping  companies  run  their 
businesses  better.  But  in  the 
meantime  it  needs  to  keep  all  of  its 
services  offerings  clicking.  That 
prompted  a  massive  shakeup  aimed 
at  boosting  growth  and  cutting  costs. 


MAINFRAMES 

IBM  hopes  a  new  mainframe 
will  continue  to  drive  sales 
and  profits.  But  analysts  say 
there  isn't  much  pent-up 
demand  for  a  new  model  and 
there's  growing  competition 
from  increasingly  sophisticated 
servers. 


He's  betting  that  by  harnessing  technolo- 
gy to  improve  clients'  performance  rather 
than  simply  hawking  machines  or  pro- 
viding routine  tech  services  such  as  man- 
aging PCs,  IBM  won't  be  hobbled  by  the 
ongoing  commodization  of  tech  and  tech 
services.  The  earnings  report  shows  those 
plans  are  on  track.  Business-transforma- 
tion services  revenues  rose  25%,  to  $900 
million,  and  bookings  rose  192%.  And 
consulting  revenues  rose  a  healthy  9%,  to 
$3.7  billion.  But  Palmisano  can't  relax: 
Mainframes  must  keep  delivering  big 
profits,  and  the  much  larger  traditional- 
services  portfolio  must  click  if  IBM  is  to 
shift  successfully. 

Services  are  the  knottiest  problem. 
Palmisano  faces  a  slowdown  in 
traditional  tech  services,  rising 
competitive  pressures,  and 
changes  in  customer  behavior. 
IBM,  the  market  leader,  has 
long  depended  on  megadeals, 
yet  the  value  of  such  contracts 
for  the  industry  overall  dropped 
43%  during  the  second  quarter, 
to  $25  billion,  says  market  re- 
searcher Datamonitor  PLC. 
Why?  Tech  buyers  are  increas- 
ingly splitting  contracts  among 
a  handful  of  providers  rather 
than  signing  with  just  one. 

The  reorganization  should 
help.  Palmisano  is  grouping  re- 
lated services  in  an  effort  to 
goose  sales.  Mike  Daniels,  who  headed 
overall  sales  in  the  Americas,  will  run  the 
traditional  services  businesses.  Ginni 
Rometty,  who  had  run  business-consulting 
services,  will  oversee  a  new  unit  that  in- 
cludes consulting  and  business-process 
outsourcing  and  an  army  of  software  de- 
velopers. She  also  heads  business  develop- 
ment. That's  key.  By  tracking  what  IBM's 
consultants  and  programmers  are  doing, 
she  should  be  able  to  move  quickly  on  new 
opportunities,  via  acquisitions  or  building 
new  services. 

A  COST-CUTTER  FOR  SERVICES 

PALMISANO'S  OTHER  move  could  have  a 
more  immediate  impact  by  cutting  costs 
and  letting  IBM  price  more 
aggressively.  Bob  Moffat, 
who  oversees  the  supply 
chain,  will  reorganize  and 
manage  chunks  of  the 
180,000-person  services 
staff,  many  of  whom  do  such 
commodity  tasks  as  logistics 
or  maintenance.  Since  he 
took  over  the  supply  chain  in 
2002,  Moffat  has  produced 
$5  billion  to  $6  billion  a  year 
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IBM  will 

group 

related 

services 

to  goose 

sales 


in  cost  savings.  Now  he'll  try  to  do  the 
same  for  service  staffing.  One  possible 
target:  consolidation  of  IBM's  177  glob- 
al call  centers. 

On  the  mainframe  front,  the  question 
is  whether  IBM's  new  Danu  can  dupli- 
cate the  stunning  success  of  its  last  up- 
grade, T-Rex.  Launched  two  years  ago, 
it  improved  sales  from  $3  billion  in 
2002  to  $3.8  billion  in  2004.  Thanks  in 
part  to  the  success  of  T-Rex,  mainframes 
drive  45%  of  operating  profits  after  re- 
lated revenues  from  services,  software, 
and  financing  are  added,  says  Bern- 
stein's Sacconaghi.  Yet  analysts  predict 
that  Danu  won't  pack  the  punch  of  T- 
Rex,  which  combined  a  major  step  up  in 
technology  with  a  25%  price  cut. 

What's  more,  many  customers  who 
rushed  out  to  buy  T-Rex  won't  be  in  the 
market  again  for  years.  "You  buy  a 
mainframe  like 
you  buy  a  car: 
You  want  to  drive 
it  for  a  bunch  of 
years,"  says  Peter 
Dougherty,  CIO  of 
Touro  Infirmary 
in  New  Orleans, 
who  bought  a  T- 
Rex  last  year. 

IBM  hopes  to 
keep  the  momen- 
tum going  by  po- 
sitioning Danu  as 
the  linchpin  of  corporate  computing. 
The  hardware  is  valued  for  its  reliability, 
security,  and  stability.  Now  IBM  is 
adding  software  to  extend  these  capa- 
bilities to  its  customers'  entire  comput- 
ing environments— no  matter  what 
kind  of  machines  and  software  they  use. 
Erich  Clementi,  general  manager  for 
mainframes,  expects  concerns  about 
security,  in  particular,  to  drive  demand. 
"This  system  will  be  around  in  50 
years— no  matter  what  anybody  says," 
he  predicts. 

But  will  it  be  as  key?  That's  ques- 
tionable. Servers  from  rivals  offer  big 
savings  and  ever-better  capabilities. 
Guenter  Bodner,  CIO  of  five  of  publish- 
ing giant  Bertelsmann's  book  clubs, 
says  his  shift  from  mainframes  to  PC 
servers  saves  almost  $1  million  a  year. 
"I  grew  up  with  IBM,  but  now,  for  me, 
there's  no  future  for  mainframes," 
says  Bodner. 

For  IBM  the  key,  in  computers  or 
services,  is  to  keep  its  old  franchises  vi- 
brant even  while  it's  building  up  their 
successors.  Right  now  that  job  is 
mighty  tough.  ■ 

-By  Steve  Hamm  in  New  York 
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CAREFUL  THAT  CREDIT 
LINE  CAN  STRANGLE  YOU 

Home-equity  loans  are  on  the  rise.  So  are  the 
interest  rates  being  charged  by  lenders 


IN  A  WORLD  OBSESSED  WITH 
real  estate,  few  homeowners  have 
paid  much  attention  to  the  risks  of 
tapping  a  hugely  popular  financial 
product:  the  home-equity  line  of 
credit.  They  should.  Millions  of 
homeowners  have  taken  advan- 
tage of  rising  real  estate  prices  and  the 
tax  deductibility  of  mortgage  payments 
to  pay  off  higher-priced  credit-card  debt 
with  an  equity  line  of  credit.  Now,  as 
short-term  rates  rise,  borrowers  could  be 
in  for  some  new  headaches. 

Unlike  fixed-rate  mortgages,  which 
have  dipped  in  the  past  year,  or  even  ad- 
justable-rate mortgages  (ARMs)  that  re- 
set once  a  year,  the  in- 
terest rate  on  credit 
lines  fluctuates  month- 
ly, typically  in  step 
with  the  prime  rate. 
And  that  has  been 
climbing,  from  4%  in 
June,  2004,  to  6.25% 
today. 

Lenders  say  the  hike 
in  home-equity  rates 
isn't  a  big  worry  for 
most  families.  At  an 
average  balance  of 
$50,000,  a  typical  bor- 
rower's payment  has 
gone  from  $166  a 
month  to  $260  in  the  past  year.  That  dif- 
ference, notes  Michael  McCarthy,  gener- 
al manager  of  mortgage  lender 
Ditech.com,  is  not  much  more  than  a 
monthly  cable  or  phone  bill. 

Still,  for  those  whose  incomes  aren't 
rising  and  who  are  already  stretched,  the 
higher  payments  hurt.  Those  with  poor 
credit  are  already  getting  hit,  with  many 
paying  11%  or  more,  notes  Mitchell 
Ohlbaum,  president  of  Legend  Mortgage 
Corp.  in  Los  Angeles.  What's  more,  the 
rate  caps  on  home-equity  lines  are  high- 
er than  those  on  arms.  That  means  their 
rates  can  reach  credit-card-like  levels  of 
up  to  18%.  While  no  one  expects  rates  to 


FEELING  THE  SQUEEZE 


Average  payment  on  a  home 
equity  line  of  credit  with  a 
$50,000  balance: 

DOLLARS 


JUNE    SEPT.    DEC.    MAR.  JUNE 
'04  05 

Dab:  HSH  Associates.  Weds  Fargo  &  Co. 


reach  those  lofty  heights,  they're 
surely  headed  higher:  On  July  20. 
al  Reserve  Chairman  Alan  Gre<J 
told  Congress  the  Fed  would  like 
tinue  raising  rates  to  ward  off  infi| 

FLAT  RATE  FEE 

YET  EVEN  AS  SHORT-TERM  rate:J 
lenders  are  targeting  home-equit 
as  a  growth  area  to  compensad 
slowdown  in  refinancing.  Home  I 
borrowings  have  doubled  over  til 
five  years,  to  $911  billion.  To  help  kf 
growth  going,  Ditech  recently 
duced  a  flat  rate  $49  fee  for  home  | 
loans,  similar  to  its  successful  $; 
fee     for     tradl 
mortgages.  JPJ\ 
Chase  &  Co.  giv 
tomers     freque 
miles  based  oi 
much  they  born 
One  worrisor 
could  be  "pigg] 
loans.  These  ty 
are  floating-rate 
equity  lines  tak 
by  buyers  who  v 
pay  less  than  the 
tional  20%  dow 
ment  but  still 
paying   pricey 
gage  insurance, 
piggybacks  has  soared  in  recent 
involving  about  40%  of  all 
loaned  for  home  purchases,  est 
real  estate  research  firm  SMR  Re 
Corp.  That's  a  concern  because  tw 
ers  with  less  than  20%  equity  ii 
homes  tend  to  default  in  larger  nu 
both  because  their  payments  are 
and  because  they  have  less  to  lose 
hand  their  keys  to  the  bank. 

That  hasn't  happened  yet.  Bu 
each  new  hike  in  short-term  rate 
lions  more  homeowners  will  be  d 
deeper  into  their  pockets.  ■ 

-By  Christopher  F 
in  Los/ 
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RETAILING 


TOO  MANY  SURVEYS, 
TOO  LITTLE  PASSION? 

Gap's  heavy  use  of  research  has  sent 
designers  fleeing  and  maybe  hurting  sales 


w 


HEN  PAUL  S. 
Pressler  began  his 
effort  to  turn 
around  Gap  Inc.  in 
late  2002,  he 
jumped  on  one 
task  right  away: 
getting  to  know  the  company's  customers 
better.  The  former  Walt  Disney  Co. 
theme-park  executive  quickly  put  togeth- 
er a  "consumer  insights"  staff  charged 
with  developing  focus  groups,  surveys, 
and  other  market  research.  Analysts  ap- 
plauded the  moves,  and  Pressler's  ap- 
proach seemed  to  work  well.  After  falter- 
ing for  three  years  under  predecessor 
Millard  S.  "Mickey"  Drexler— a  mer- 
chant famous  for  relying  on  his  gut  fash- 
ion instinct— same-store  sales  grew  for 
six  straight  quarters  under  Pressler. 

But  if  a  little  research  discipline  was 
needed,  Pressler  may  have  overdone  it. 
Over  the  past  year  sales  at  the  San  Fran- 
cisco operator  of  Gap,  Banana  Republic, 
and  Old  Navy  have  been  sliding.  In  the 
fiscal  quarter  ended  on  Apr.  30,  sales  fell 
4%.  Analysts  expect  them  to  drop  2% 
more  for  the  quarter  ended  on  July  30. 
The  reason,  according  to  eight  former 


employees  and  two  analysts:  Pressler  has 
shifted  too  far  toward  research  and  away 
from  the  instinct  and  emotion  favored  by 
many  successful  clothing  merchandisers. 

Gap  disputes  this  notion.  Market  re- 
search "guides  but  does  not  dictate" 
choices,  says  a  spokeswoman.  The  compa- 
ny also  says  a  Gap-brand  store  redesign, 
based  in  part  on  consumer  comments  and 
launched  three  months  ago  in  the  Denver 
area,  is  getting  a  good  response.  But  the 
shift  toward  research  is  roiling  the  creative 
staff.  In  the  past  10  months  at  least  nine 
designers  and  merchandisers  have  left- 
saying  Gap  has  lost  its  creative  spark.  The 
emphasis  on  re- 
search, says  one,  has 
"distracted  from  the 
ability  to  create  and 
take  risks." 

Every  retailer  mis- 
reads the  market 
some  of  the  time.  It's 
no  surprise,  then,  that 
all  apparel  makers 
use  market  research 
to  varying  degrees. 
But  Gap  has  gone 
further,  even  hiring 


NOT INTERESTED 

Shoppers  often 
can't  predict 
what  they'll  want 


economists 
isticians    to 
everything  fror 
sumer  trends  I 
traffic  patter 
Research  has  inherent  shortcor 
the  clothing  business.  Because 
changes  every  few  months,  it  can  gt 
fast.  And  since  consumers  can't  {J 
how  future  trends  will  influence 
they  may  like  a  dress  in  a  fashion 
yet  buy  a  different  one.  "It  isn't  I 
true  [that]  customers  know  wha| 
want,"   says  Susan  Rolontz,  exe 
vice-president  of  research  firm  Tot 

NEW,  WOODSY  AMBIENCE 

GAP  INSISTS  IT'S  NO  slave  to  re 
eryl  Clark,  Old  Navy's  merchar 
chief,  says  it  "doesn't  lead  my  decLj 
but  it  influences  them.  And  Pressll 
cited  the  new  test  stores  as  evident 
consumer  insights  help.  Based  in 
conversations  with  customers,  G 
signed  the  stores  with  a  woodsy  am] 
and  separate  entrances  to  emphasJ 
different  feel  of  the  men's  and  womel 
partments.  While  Gap  won't  say  wj 
sales  at  the  new  stores  are  growingj 
than  at  older  ones,  Pressler  told  anal 
May  that  "fitting-room  usage  is  up  cf 
erably,  and  customers  are  spending 
time  in  the  stores  on  each  visit" 

So  could  an  overhaul  of  the  com  I 
2,759  stores  turn  things  around 
without  better  merchandise,  say  til 
mer  staffers.  And  that  means  less  e| 
sis  on  research,  which,  they  say,  haj| 
some  missteps.  Last  year,  say  three  I 
employees,  Old  Navy  designers  prcl 
a  line  of  lightweight  T-shirts,  onhl 
told  by  researchers  that  some  cons! 
associate  lightweight  fabrics  witrf 
quality.  So  Old  Navy  ordered  only  I 
which  ended  up  selling  well.  Nol 
Navy  stocks  plenty  of  lightweight  T-l 
Gap  says  it  was  simply  respondin§| 
industrywide  trend. 

Some  analysts  agree  Gap  has  take  I 
gathering  too  far.  "They  should  let  tfi 
chants  work  oil 


A  DEEPENING  SALES  DITCH 


16 


PERCENT 


CHANGE  IN  SAME-STORE  SALES 
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Data:  Gap  Inc.  Wells  Fargo  Securities 


instincts,"  says! 
Fargo  Securitkl 
analyst   Mark 
tagna.   Presslel 
his  researcher] 
have  to  accept| 
merchandisers  1 
long  ago:  As  ol 
not,  it  takes  cl 
talent  to  figuj 
what  folks  will 
-ByLouistl 
San  MatecX 
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HE  RESILIENT 
NFRASTRUCTURE: 
{ GUIDE  FOR 
HE  FEARLESS. 


r  today's  enterprise,  the  only  constant  is  change.  And  keeping  up  with  change  is  the  ultimate  challenge 
r  a  business  faced  with  an  endless  series  of  paradoxes:  making  information  both  secure  and  available; 
jing  reactive  and  proactive  simultaneously;  responding  quickly  to  both  new  threats  and  new  ideas, 
e  solution?  A  resilient  infrastructure  that  lets  you  respond  as  rapidly  to  opportunity  and  innovation  as 
lu  do  to  threats  and  disruptions;  and  where  the  elements  that  help  keep  your  company  up,  running  and 
owing  —  security,  storage  and  recovery  —  are  firmly  in  place.  This  is  the  ideal  that  has  brought  together 
mantec  and  VERITAS  to  form  a  single  company  with  a  single  goal:  to  help  you  build  a  fearless  enterprise. 
rmoreinformationvisitwww.symantec.com/RI.Dp    ppADI    CCC 


VERITAS 


NOW 

AVAILABLE 

FROM 


^  Symantec, 


News  In  Biz  This  Week 
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HACKING 
AWAY  AT  HP 

After  spending  his  first  four 
months  as  CEO  studying  the 
struggling  Hewlett-Packard, 
Mark  Hurd  made  his  first  big 
move  on  July  19.  And  big  it 
was:  He  cut  14,500  jobs,  or 
10%  of  HP's  workforce,  and 
scrapped  its  decades-old 
pension  program  after 
grandfathering  some 
longtime  employees.  To 
better  compete  with  rivals  like 
Dell,  EMC,  and  IBM,  he 
simplified  the  soup-to-nuts 
sales  approach  championed 
by  predecessor  Carleton  S. 
Fiorina.  "Our  objective  is  to 
create  a  simpler,  nimbler  HP," 
he  told  analysts. 

HP  has  long  needed  to 
tighten  its  belt,  say  analysts 
and  many  employees.  And 
while  critics  say  he  was  little 
more  than  a  cost-cutter  while 
running  NCR,  Hurd  has  made 
a  compelling  case  for  the 
overhaul.  The  cuts,  he 
argued,  are  designed  to  help 
HP  hit  growth  and  profit  goals 
for  2008— not  next  quarter. 
"It  enables  people  to  start 
thinking  about  the  future  with 
a  little  less  emotion  and  a 
little  more  analytics,"  he  says. 
Next  up:  refining  HP's 
strategy  to  determine  where 
growth  will  come  from. 

-Peter  Burrows 


CHIRON  FEELS 
THE  HEAT 

These  are  queasy  days  for  flu 
vaccine  maker  Chiron.  On  July 
20,  the  Emeryville  (Calif.) 
biotech  company  announced 
that  it  will  not  be  able  to 
supply  one  of  its  vaccines  to 
customers  outside  the  U.S. 
during  flu  season.  A  few  days 
earlier,  Chiron  discovered  a 
contamination  problem  in  a 
plant  in  Germany  that  makes 
the  vaccine.  Earlier  this 
summer,  Chiron  tempered 
expectations  for  flu  vaccine 
sales  in  the  U.S.,  saying  it 
would  only  be  able  to 
produce  up  to  26  million 
doses.  That's  half  the  capacity- 
anticipated  before 
contamination  shut  down  its 
British  facility  last  year. 
Investors  aren't  feeling  so 
hot,  either:  Chiron  shares  are 
down  4%  since  the  news 
surfaced  about  the  German 
plant  on  July  15. 


EBAY:  BACK 
ON  TRACK 


It's  almost  like  old  times  at 
eBay.  Buoyed  by  renewed 
growth  in  its  core  U.S.  and 
German  operations  and 
continued  expansion  of  its 
PayPal  online  payment  unit, 
the  online  marketplace 
reported  better-than- 
expected  results  on  July  20. 
Profits  for  the  second  quarter 
jumped  53%,  to  $291.6 
million,  or  21$  a  share.  That's 
4<t  above  analysts' 


expectations.  Meanwhile, 
sales  rose  40%,  to  $1.1 
billion.  EBay  also  hiked  its 
profit  and  sales  estimates  for 
the  remainder  of  the  year. 
The  latest  results  reverse  two 
quarters  of  slowing  revenue 
growth  and  disappointing 
profits.  "We  saw  strong 
growth  across  all  parts  of  the 
business,"  said  CEO 
Margaret  Whitman. 


BLOWOUTS 
IN  DETROIT 

Dogged  by  weak  sales,  falling 
prices,  and  rising  health-care 
costs,  General  Motors  and  Ford 
Motor  reported  huge  losses  in 
their  home  markets.  Due  to  a 
surprisingly  large  $1.2  billion 
loss  in  North  America,  GM 
lost  $318  million  in  the 
second  quarter,  vs.  a  profit  of 
$1.4  billion  a  year  ago.  Ford 
made  $946  million,  but  that 
was  due  largely  to  a  windfall 
of  $700  million  related  to 
taxes.  By  contrast,  Ford 
earned  $1.2  billion  in  the 
2004  quarter.  In  the  latest 
quarter,  the  auto  maker 
racked  up  $907  million  in 
red  ink  in  North  America. 
Reversing  the  flow  won't  be 
easy.  After  GM  drove  sales 
up  46%  in  June  by  giving  all 
buyers  its  employee  price, 
Ford  and  Chrysler  Group 
followed  suit.  That  may  lift 
sales,  but  the  profit- 
draining  price  war  shows 
no  sign  of  ending. 


TICKER  ALERT 
ATGUIDANT 

After  recalling  virtually  all  of 
its  implantable  defibrillators 
in  June,  Guidant  warned  on 
July  18  that  another  of  its 
heart  devices  may  be  prone  to 
failure.  The  Indianapolis 
company  said  pacemakers 
made  in  the  late  1990s  and 
surgically  implanted  in 
28,000  patients  may 
malfunction.  It  added  that 


the  failure  rate  is  statis 
remote:  69  out  of  78,0( 
implants.  Johnson  & 
agreed  in  December  to 
Guidant  for  $23.9  billi< 
before  the  series  of  pro 
problems  arose.  Althou 
is  sticking  with  the  dea 
analysts  expect  the  mei 
giant  to  lower  its  offer  i 
a  share. 


ETCETERA. 

» Intel  reported  seconc 
quarter  profits  jumped 
on  sales  of  $9.23  bUlioi 
»  Eastman  Kodak  anno 
plans  to  eliminate  up  tc 
10,000  jobs. 

»  Royal  Dutch/Shell  Gro| 
ended  a  bifurcated 
governance  setup  betw  « 
Britain  and  the  Netherrfl 


CLOSING  BEL 


Ecstatic  investor 
pushed  shares  c 
Amgen  up  15%, 
81.17  after  the 
biotech  giant 
announced 
surprising  doubl 
digit  sales  and 
profit  growth  in  t 
secona  quarter. 
Earlier  fears  that 
Medicare  chan© 
would  pinch  sale 
have  proven 
unfounded. 
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We 

want 

you  to 

know 


Health  Savings  Accounts 


Sometimes  all  you 
need  is  a  little  help 
getting  started. 

When  you're  ready  to  offer 
consumer-directed  health  insurance 
plans  with  Health  Savings  Accounts, 
Aetna  can  help  the  transition  go 
smoothly.  Before  enrollment,  we'll 
help  your  employees  understand 
how  tax-advantaged  savings 
accounts  work,  and  how  to 
determine  their  HSA  contribution. 
Once  enrolled,  they'll  have  access 
to  easy-to-use  online  tools  that  can 
help  them  estimate  health  care 
costs  and  better  manage  their  plan 
spending.  To  get  started  now,  call 
your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 


We  want  you  to  know* 


TAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2005  Aetna  Inc.      Plans  and  Health  Savings  Accounts  are  offered  by  Aetna  Life 
Insurance  Company.  Health  insurance  plans  contain  exclusions  and  limitations.  Policy 
form  numbers  include  GR-29  and  GR-700-W. 
-200525 
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The  Doubtful  Deals 
Driving  CAFTA 


WHAT'S  THE  CONNECTION  between  a  $2.5  billion  plan  to  construct 
a  series  of  dams  and  locks  along  the  Mississippi  River  and  a 
trade  agreement  between  the  U.S.  and  six  Central  American 
countries?  Answer:  If  s  the  price  the  Bush  Administration  paid 
for  the  vote  of  Senator  Christopher  Bond  (R-Mo.)  in  favor 

of  the  Central  American  Free  Trade 
Agreement. 

In  the  end,  CAFTA  passed  the  Senate 
54-45  on  June  30  after  Bond  told  the 
White  House  he'd  be  "more  comfortable" 
voting  for  the  trade  deal  holding  a  chit  for 
his  dams  and  locks.  It  headed  to  the 
House  for  what's  likely  to  be  a  closer— 
and  more  expensive— vote.  With  the  out- 
come still  in  doubt,  the  capital  has  be- 
come eBay  on  the  Potomac  as  even  some 
historically  pro-trade  House  Republicans 
are  acting  suddenly  coy.  For  legislators, 
the  opportunity  is  a  solid  two-fer.  "They 
can  go  back  to  their  districts  and  say, 
'Look  what  I  got  for  you,'  at  the  same  time 
they  can  demonstrate  to  voters  that  the 
President  is  not  a  lame  duck  and  Con- 
gress isn't  paralyzed,"  says  Norman  Orn- 
stein,  a  congressional  analyst  at  the 
American  Enterprise  Institute. 

Signed,  Sealed,  Undelivered 

BUT  IF  CAFTA  BECOMES  LAW,  what  will 
happen  to  the  long  list  of  promised  proj- 
ects that  helped  to  secure  its  passage?  If 
history  is  any  guide,  legislators  shouldn't 
count  on  collecting.  Over  the  past  decade, 
Administrations  of  both  parties  often 
failed  to  deliver.  Former  President  Bill 
Clinton  promised  lawmakers  in  1993 
that  he  would  protect  Florida  tomato 
farmers  and  Washington  asparagus 
growers  from  a  feared  flood  of  Mexican 
imports  under  NAFTA  but  did  littie  more 
than  study  the  situation.  And  President 
Bush  won  support  for  fast-track  negotiat- 
ing authority  in  2002  by  pledging  to  ex- 
pand trade-related  unemployment  bene- 
fits to  include  service  workers  but  didn't 
follow  through.  Overall,  Public  Citizen,  an 
advocacy  group  and  CAFTA  opponent, 
says  Administrations  reneged  on  80%  of 
the  90  deals  made  during  the  past  12 
years  to  secure  votes  for  trade  legislation. 


That  hasn't  stopped  law- 
makers   from    lining    up    to 

collect  IOUs  from  the  White    

House.  "Obviously  we're  ^^^™ 
working  very  hard  to  address  their  con- 
cerns," says  Assistant  Trade  Representa- 
tive Matt  Niemeyer.  But  an  examination 
of  the  deals  by  BusinessWeek  shows  they 
aren't  exactly  being  etched  in  stone.  Take 
an  elaborate  bargain  offered  by  the  Ad- 
ministration to  win  the  votes  of  Senators 
Norm  Coleman  (R-Minn.)  and  Senate 
Agricultural  Committee  Chairman  Saxby 
Chambliss  (R-Ga.).  Because  CAFTA 
would  relax  the  import  quota  on  sugar, 


DOLE  Will  the 
promise  that  got 
her  vote  be  kept? 


it's  unpopular  with  America's  sug 
and  cane  farmers.  So  Agriculture 
tary  Mike  Johanns  offered  up  a  sn 
bord  of  sweeteners:   The  goverj 
would  either  buy  up  the  offendina 
coming  from  Central  America  andl 
into  ethanol,  pay  sugar  cane  farn| 
CAFTA  countries  not  to  ship  their  ] 
to  America,  or  ship  surplus  U.S.  c( 
Central  America  free  of  charge  if  p| 
ers  there  would  refrain  from 
additional  sugar  to  the  U.S. 

Trouble  is,  the  Administration  n  I 
be  able  to  keep  those  promises.  Accl 
to  the  nonpartisan  Congressionj 
search  Service,  if  s  unlikely  the  Adj 
tration  has  the  authority  for  thost. 
bits.  Not  only  that,  the  American  J 
Alliance,  a  farmer's  group  which] 
Johann's   deal  to   "put 
Band-Aid      on      a      gi| 
wound,"  estimates  that 
government  would  lose! 
for  each  gallon  of  ethan  J 
duced  from  sugar.  Coll 
disappointed  the  deal  w| 
praise  from  Minnesota 
beet   growers,   laments.! 
came    away    from    the 
thinking  that  we  got  jus  j 
we  asked  for." 

Another  source  of  CAFl 
sistance:  textile-state  Rt 
cans  worried  that  the  de 
hurt  America's  600,000  n 
ing  clothing  workers.  To 
handful  of  holdouts  fro 
Southern  textile  belt,  U.S. 
Representative  Rob  Portm 
fered  to  require  Central 
can  clothing  makers  to  bi 
ings  and  pockets  from  the 
order  to  receive  a  full  ta: 
duction.  That  didn't  cheer 
North  Carolina  clothing  w 
but  Senator  Elizabeth  Do 
nounced  that  it  was 
enough  to  win  her  vote 
hitch:  The  pockets-and-L 
promise  must  be  approved 
CAFTA  countries,  includii 
three  that  have  already  r 
the  treaty. 
If  that  won't  win  over  wavering 
makers,  the  Administration  is  pie 
to  hire  an  additional  72  customs  a 
to  monitor  textile  and  apparel  irr 
from  China.  Those  same  inspector* 
promised— though  they  were 
hired— when  Congress  voted  to  gi' 
President  authority  to  negotiate  C 
in  2002.  But  twice-made  deals  ca 
be  persuasive.  ■ 

-By  Paul  Map 


42     BusinessWeek  I  August  1.  2005 


r 


SONY 


WHILE  YOU  WERE  OUT, 
NOBODY  KNEW  YOU  WERE  C 


A/IRELESS  BEYOND  HOTSPOTS.  AT  LAST. 

Find  true  mobility  with  the  new  Sony'  VAIO  T-300  Series  Notebook. 
Integrated  wireless  Wide  Area  Network  (WAN)  technology',  you  can 
me  virtually  anywhere  the  Cingular  Wireless  national  EDGE  network 
>le.  With  an  ultra-portable  size  and  long  battery  life",  the  Internet 
is  now  just  a  press  of  a  button  away.  So  you  can  put  in  face  time  at 
Ace.  without  actually  having  to  show  your  face,  sony.com/vaio3 

Xcingular 

raising  the  bar  -.iill" 
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Trucks  r 
through 
two  insf. 
stations 


U.S.-MEXICO 


A  BORDER  TRANSFORME 

Since  9/11,  officials  at  the  Laredo  crossing  have  had  tv 
conflicting  goals:  Stop  terrorists  and  keep  trade  flowi 


IN  THE  NEARLY  FOUR  YEARS 
since  the  September  11  attacks,  offi- 
cials at  the  U.S.  Department  of 
Homeland  Security  have  struggled 
with  a  conundrum:  How  to  make 
U.S.  borders  secure  without  crip- 
pling the  annual  $2.3  trillion  flow  in 
international  trade.  Nowhere  is  that  chal- 
lenge more  complex  than  along  the  2,000- 
mile  U.S.-Mexico  border,  where  tens  of 
thousands  of  cargo  trucks,  railroad  box- 
cars, passenger  vehicles,  and  millions  of 
pedestrians  cross  dairy— along  with  illegal 
immigrants  and  illicit  drugs.  A  recent  spate 

44    BusinessWeek  !  August  1.  2005 


of  bloody  shootouts  between  rival  drug 
trafficking  gangs  on  the  Mexican  side  of 
the  Rio  Grande,  along  with  the  July  7  ter- 
rorist attacks  in  London,  have  raised  fresh 
concerns  about  security  on  the  border. 

Officials  admit  the  border  remains  a 
sieve  for  all  sorts  of  contraband.  Indeed, 
during  a  May  visit  to  Arizona,  which  has 
become  a  favorite  crossing  point  for  illegal 
immigrants  from  all  over  Latin  America, 
Homeland  Security  chief  Michael 
Chertoff  called  the  possibility  of  terrorists 
infiltrating  the  southern  border  a  "criti- 
cal" problem  that  still  needs  addressing. 


But  when  it  comes  to  the  co 
stream  of  commercial  cargo  crossi] 
border  by  truck  and  train,  there  has 
been  more  vigilance— or  more  o> 
tion.  The  U.S.  and  Mexico  now  exc 
electronic  data  on  every  truck  tha 
across  their  common  border— som> 
the  U.S.  and  Canada  still  don't  do.  M 
the  trucks  and  all  of  the  railcars  i 
rayed  or  scanned  by  gamma  ray  mac 
with  some  pulled  aside  for  physic 
spections  or  to  be  sniffed  by  dogs  c 
of  detecting  drugs,  explosives,  anc 
currency.  And  thanks  to  the  new  tec; 


An  arsenal 
ofhigh-end 
detection 
gear  doesn't 
provide  any 
certainty 


has  been  possible  to  do 
)f  this  without  signifi- 
ly  slowing  commercial 
er  traffic.  Sure,  say  offi- 
,  it  may  still  be  possible 
terrorist  to  smuggle  in  a 

bomb  or  biological 
are  agent.  But  it  is  a  lot 
er  than  it  was  before 
"We're  very  aware  of 
desire  of  terrorists  to 
vulnerability,  which  is 
you  see  such  an  increase 
sets  going  to  the  border,"  says  Russ 
ie,  spokesman  for  Homeland  Security, 
rpical  of  the  stepped-up  efforts  to 
'  terrorists  at  bay  is  the  operation  at 
do,  Tex.,  and  its  twin  city  across  the 
er,  Nuevo  Laredo.  Because  of  its  cen- 
ocation  along  Interstate  35,  dubbed 
<iAFTA  Highway  because  it  connects 
ico's  manufacturing  centers  to  Amer- 
heartland,  Laredo/Nuevo  Laredo 
become  the  main  crossing  point  for 
goods  as  appliances,  auto  parts,  and 
puters  heading  north  from  Mexico, 
area's  three  cargo  bridges  ferried 
e  $52  billion  worth  of  goods  into  the 
last  year— 38%  of  all  Mexican  ex- 
s  to  the  U.S. 

can  take  as  little  as  eight  minutes  or  as 
as  several  hours  for  vehicles  to  cross 
•order  at  Nuevo  Laredo,  depending  on 
raffle  and  on  the  type  of  cargo.  But  de- 
:  a  host  of  new  security  measures,  ex- 
ars,  customs  brokers,  and  freight  com- 
es agree  that  traffic  is  flowing  just  as 
Jthly  now  as  it  was  before  the  terrorist 
ks— and  in  some  cases  faster.  "It  has 
ai  more  difficult  to  enter  the  U.S.  with 

but  that  doesn't  mean  traffic  has 
ed  down,"  says  Carlos  Alberto  Al- 
J,  president  of  the  Nuevo  Laredo  Cus- 
Agents  Assn.  Alvarez  points  out  that 
e  the  drive  between  Nuevo  Laredo  and 
do,  normally  15  minutes  by  car, 
ched  to  an  hour  immediately  after  the 
ion  attacks,  things  were  back  to  nor- 
|byjuly9. 

Qanks  to  new  technology  and  secure- 
p  programs,  U.S.  Customs  &  Border 
lection  officials  at  Nuevo  Laredo  and 
r  heavily  trafficked  crossings  have  a 
2  complete  picture  than  ever  of  who 
what  is  coming  through.  Since  2002, 
xporters  from  Mexico  have  been  re- 
ed to  deliver  cargo  manifests  electron- 
(rto  U.S.  customs  officials,  along  with 
ils  on  the  driver  and  the  trucking  com- 
I  at  least  an  hour  before  a  shipment  is 
to  cross  the  border.  To  ward  off  bioter- 
threats,  shipments  of  agricultural 
ucts  now  require  24  hours'  notice  so 
they  can  be  flagged  for  inspection  if 


warranted.  Every  railcar  that 
enters  and  leaves  the  U.S.  is 
scanned  by  $1.5  million 
gamma  ray  machines  capa- 
ble of  penetrating  the  heavy 
steel  containers— while  the 
cars  are  rolling.  Tractor  trail- 
ers pass  at  least  two  inspec- 
tion checkpoints,  with  some 
of  them  undergoing  screen- 
ing by  huge  X-ray  booms 
that  can  scan  a  trailer  in  just 
over  a  minute.  The  images 
are  displayed  on  computer  screens  that  are 
viewed  by  agents  in  adjacent  white  vans. 
Every  truck,  railcar,  passenger  vehicle,  and 
pedestrian  must  go  through  a  radiation 
detector— an  effort  to  detect  radioactive 
materials  that  terrorists  could  fashion  into 
a  dirty  bomb.  "More  and  better  technology 
has  definitely  been  made  available  to  us 
over  the  last  four  years,  and  if  s  a  real  key 
to  our  operations,"  says  Jose  R.  Uribe,  as- 
sistant port  director  for  trade  operations  at 
the  U.S.  Customs  &  Border  Protection  of- 
fice in  Laredo. 

Companies  can  also  avail  themselves  of 
new  programs  to  speed  their  products 
across  the  border.  At  Laredo  and  five  other 
border  crossings,  a  program  called  FAST 
(for  Free  and  Secure  Trade)  allows  cargo  to 
travel  through  a  dedicated  express  lane 
with  just  30  minutes'  prior  notice.  To  qual- 
ify, Mexican  exporters  must  submit  to  in- 
spections by  U.S.  Customs  agents  to  certi- 
fy that  their  supply  chain,  manufacturing, 
warehousing,  and  shipping  schemes  are 
secure.  So  far,  318  companies,  many  of 


them  multinationals  with  factories  in 
Mexico,  have  been  certified  under  FAST— 
together  they  represent  around  one-third 
of  all  exports  from  Mexico  to  the  U.S.  One 
of  the  first  companies  to  enroll  in  the  pro- 
gram was  auto-parts  maker  Delphi  Corp. 
The  Troy  (Mich.)  company  depends  on 
timely  deliveries  from  its  51  plants  in  Mex- 
ico to  keep  its  supply  chain  to  U.S.  auto 
factories  humming. 

10  MILLION  NAMES 

THESE  EFFORTS  BUILD  on  a  decade  of 
U.S. -Mexico  cooperation  under  the  North 
American  Free  Trade  Agreement.  But  it 
took  9/H  to  get  both  countries  to  shake 
off  centuries  of  mutual  suspicion  and 
start  sharing  sensitive  information.  Since 
then,  the  two  nations  have  been  trading 
airline  passenger  lists.  And  Mexico's  Na- 
tional Migration  Institute,  which  18 
months  ago  began  processing  computer- 
ized records  of  nearly  all  international 
passengers  arriving  at  key  Mexican  air- 
ports, is  willing  to  share  that  fast-growing 
database  of  more  than  10  million  names 
with  U.S.  intelligence  agencies.  "We  are 
doing  much  more  than  we  were  doing  be- 
fore 9/11,"  says  Geronimo  Gutierrez, 
Mexico's  Under  Secretary  of  Foreign  Af- 
fairs for  North  America. 

To  further  fortify  the  border,  Homeland 
Security  has  budgeted  $6.4  billion  this 
year  for  customs  and  border  protection, 
including  new  money  designated  to  tar- 
get high-risk  cargo,  conduct  electronic 
surveillance,  boost  visitor  screening  pro- 
grams and  beef  up  the  border.  Whether 


Beefing  Up  Border  Security 

The  U.S.  and  Mexico  have  deployed  an  array  of  high-tech  hardware,  plus  other 
measures,  to  guard  against  terrorist  infiltration  without  snarling  border  traffic: 


X-RAY  AND  GAMMA 
RAY  MACHINES 


ELECTRONIC 
PRE-N0TIFICATI0N 
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RADIATION 

SENTRI 

FAST 

DETECTORS 

PROGRAM 

PROGRAM 

Hundreds  of  fixed  radiation 
detectors  and  more  than 
10,000  portable  detectors 
have  been  deployed  at  major 
crossings  to  intercept 
smuggled  nuclear  weapons 


Residents  who  submit  to 
background  checks  can 
obtain  vehicle  transponders 
that  allow  them  to  use  high- 
speed lanes  whenever  they 
cross  the  border 


Allows  delay-free  crossings, 
with  dedicated  transport 
lanes,  for  exporters  who  have 
certified  that  their  entire 
supply,  manufacturing,  and 
shipping  chain  is  secure 
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that  additional  funding  is  enough  to  for- 
tify the  United  States'  southern  flank  can- 
not be  known.  But  it's  probably  a  step  in 
the  right  direction.  "There  is  no  possibil- 
ity of  adopting  a  strategy  that  is  100% 
foolproof,"  says  Gutierrez.  "Security  is 
about  identifying  risks,  assigning  them 
probabilities,  and  acting  to  reduce  those 
probabilities.  And  that  is  precisely  what 


we're  doing."  Notwithstanding  two  cen- 
turies of  hostile  feelings  on  both  sides  of 
the  border,  that' s  something  Mexico  and 
the  U.S.  can  agree  on.  ■ 
-By  Geri  Smith  in  Nuevo  Laredo,  Mexico 


BusinessWeek  online 


For  a  Q&A  with 
Mexican  Under  Secretary  Gutierrez,  go  to 
www.businessweek.com/extras 


MEXICO 


THE  MEAN  STREETS 
OF NUEVO LAREDO 

Drug  trafficking  wars  are  scaring  American 
tourists  away— and  eviscerating  the  economy 


THE  315,000  RESIDENTS 
of  the  Mexican  border  city 
of  Nuevo  Laredo  are  a 
hardy  lot,  accustomed  to  a 
blast-furnace  climate  and 
chronic  water  shortages. 
But  things  have  never 
been  as  bad  as  they  are  today. 

A  bloody  turf  battle  among  competing 
drug  cartels  has  claimed  92  lives  in  the 
city  this  year— a  third  of  all  violent  deaths 
registered  on  the  Mexican  side  of  the  bor- 
der. Most  victims  are  connected  to  the 
drug  trade,  but  the  casualties  also  include 
Nuevo  Laredo's  police  chief,  who  was 
gunned  down  in  June  just  hours  after 
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being  sworn  in,  and  10  police  officers. 

As  if  that  wasn't  bad  enough,  when 
President  Vicente  Fox  dispatched  federal 
police  to  restore  order,  local  officers  fired 
on  them  as  they  drove  into  the  city.  The 
federates  promptly  disarmed  and  arrested 
Nuevo  Laredo's  entire  730-member  police 
force;  41  are  still  being  held  and  face  pos- 
sible charges  of  collaborating  with  the 
drug  traffickers.  Rebuilding  the  local  force 
will  take  many  months.  In  the  meantime, 
the  streets  of  Nuevo  Laredo  are  being  pa- 
trolled by  federal  police  and  army  troops. 

News  reports  of  the  carnage  have  taken 
a  heavy  toll  on  the  local  economy.  Mayor 
Daniel  Pena  says  tourism  is  down  90%, 


with  most  of  the  Americans  who  nJ 
ly  cross  the  Gateway  to  the  An| 
bridge  from  neighboring  Laredo, 
shop  or  patronize  tequila  bars  s\ 
away,  even  though  most  of  the 
have  taken  place  in  isolated  areas. 

"A  DISASTER  FOR  US" 

THEIR  CONCERNS  ARE  not  com  J 
unfounded,  however.  According 
State  Dept.,  four  Americans  havtj 
killed  in  the  Nuevo  Laredo  area 
past  year,  while  19  have  been  kidnl 
and  19  others  have  gone  missing,  f 
has  been  a  disaster  for  us,"  says  Let) 
denas,  who  adds  that  on  one  recent  | 
end  day  her  arts-and-crafts  shop  t<j 
just  $17.  A  few  blocks  from  the  bo  J 
husband-and-wife  team  of  dentists) 
Perez  and  Patricia  Vidal,  wait  in  vi; 
patients  in  their  small  clime.  Noil 
they're  booked  solid  with  America  ( 
ger  to  take  advantage  of  rock-b| 
prices,  including  just  $35  for  a  I 
the  seven  years  we've  had  this  offic 
never  seen  anything  to  make  me  fel 
safe,"  says  Perez.  "But  people  se| 
news  reports  and  stay  away." 

Nuevo  Lare- 
do's    residents 


THE  ST 


are  counting  on 
Omar  Pimentel, 
their  new  police 
chief,    to    turn 
things   around. 
A  former  high- 
way patrolman 
who  was  sworn 
in  on  July  6,  Pi- 
mentel radiates 
calm  as  he  chats 
in   his   office- 
surprising,  con- 
sidering two  of  his  predecessors 
murdered.  "I  have  great  trust  in  Goo 
says.  To  rebuild  his  force,  Pimentel 
to  hire  600  new  officers  and  hopes  fc 
police  salaries  to  reduce  corruptio 
want  people  to  think  of  good  things 
they  think  of  Nuevo  Laredo,"  he  say 
Despite  the  killings,  Nuevo  Li 
continues  to  draw  investment.  On 
12,  Teleflex,  a  Limerick  (Pa.)  mak 
auto    parts    and    medical    equipi 
opened  a  new  $24  million  facto 
Nuevo  Laredo— its  third  in  the  city, 
violence  was  of  some  concern  to  us 
we  know  the  community  well,  an< 
location  is  good,"  says  David  J.  S 
Teleflex'  strategic  development  of 
That  old  Mexican  saying,  "so  close  t 
United  States,  so  far  from  God," 
true  in  Nuevo  Laredo  these  days.  I 
-By  Geri  Smith  in  Nuevo  Laredo,  M 


Number  of 
violent  deati 
inthebordel 
town  of  Nuev 
Laredo  this  yl 

Data:  Nuevo  Laredo  Police  Dl 


EAVE  YOUR  COMPETITION 


AT  THE  FUEL  TRUCK. 
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hile  they're  still  filling  up,  you're 
up  and  away  in  a  Falcon  900EX. 
The  most  versatile,  fuel-efficient 
te  in  its  class  —  by  design. 
fts  three  engines  handle  small  air- 
is  and  big  oceans  with  ease. 
It  hops  from  city  to  city,  picking  up 
engers,  then  leaps  across  a  conti- 
t  —  without  having  to  refuel. 


Fuel  used  on  the  most  typical  business  trip:  1,000  nm* 
The  900EX/DX  Green  Machines— think  what  you'll  save. 


And  it  sips  fuel  like  a  smaller  jet. 
Nearly  a  ton  less  than  others  in  its 
class  on  a  1,000  nm  trip  —  nearly  three 
tons  on  long  trips  —  yet  you  give  up 
nothing  in  comfort  and  elegance. 


■ 


■ 


Maybe  that's  why  today's  tough- 
minded,  tech-sawy  CEOs  are  calling 
our  Falcon  900EX  and  our  new  —  even 
more  efficient  —  900DX: 

"The  Green  Machines." 
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DASSAULT 
FA  LC  ON 


ENGINEERED       WITH      PASSION 


Visit  our  website  at  falconjet.com.  Or  call:  U.S.  201.541.4600  France  33.1.47. 11.82.S2 
*Source:  Business  &  Commercial  Aviation,  May  2004 
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AUTOS 


MADE  IN  KOREA, 
ASSEMBLED  IN  CHINA 

Sales  of  GM-Daewoo's  car  kits  are  driving 
the  company's  profits  on  the  mainland 


AS  GLOBAL  AUTO  MAK- 
ers  start  to  export  from 
China,  you'd  think  Ko- 
rea's car  manufacturers 
might  be  feeling  a  bit 
squeezed.  Korea,  after 
all,  has  seen  jobs  in  tra- 
ditional industries  such  as  electronics 
manufacturing,  steel,  and  petrochemicals 
move  across  the  Yellow  Sea.  Yet  execs  and 
workers  at  Incheon-based  GM  Daewoo 
Auto  &  Technology  Co.  celebrated  when 
General  Motors  Corp.  opened  a  new  fac- 
tory in  Shanghai  in  June.  The  reason:  The 
160,000  Buick  Excelle  compacts  the 
plant  will  produce  annually  will  all  be 
made  from  GM  Daewoo  kits— the  key 
parts  for  the  car— shipped  in  from  Korea. 
"This  is  the  start  of  a  very  successful 
partnership,1'  says  Alan  S.  Batey,  GM  Dae- 
woo's sales  and  marketing  chief. 

In  fact,  GM  Daewoo  may  be  the 
biggest  beneficiary  of  GM's  rapid  growth 
in  China.  That's  because  cars  developed 
by  the  now-defunct  Daewoo  Motor— 
which  GM  took  over  in  2002— are  the 


EXCELLE-ING 


THOUSANDS  OF  KITS 


cornerstone  of  the  auto  maker's  small-car 
strategy  on  the  mainland.  GM  has  sold 
9,000  Chevrolet  Epicas,  a  $21,000  sedan 
based  on  the  Daewoo  Magnus,  since  its 
China  debut  in  April.  And  the  $6,000 
Chevy  Spark— based  on  the  Daewoo  Ma- 
tiz— saw  its  sales  in 
China  quadruple  in  the 
first  half,  to  12,612. 
"The  growth  potential 
[in  China]  is  huge," 
says  Son  Byung  Hak, 
who  heads  GM  Dae- 
woo's kit  sales. 

The  real  standout 
has  been  the  Excelle. 
Based  on  the  Daewoo 
Lacetti,  the  Excelle  ac- 
counted for  46%  of  all 
passenger  cars  sold  by 
GM's  joint  venture  with 
Shanghai  Automotive  Industry  Corp 
the  first  half  of  this  year— and  helped 
make  the  venture  China's  top-selling  car- 
maker. "The  Excelle  is  cool,"  says  Liu 
Bin,  a  27-year-old  tour  guide  who  bought 


BANG  FOR  THE  YUAN 

The  Excelle  made 
GM's  Shanghai 
joint  venture  a  hit 
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Data:  GM  Daewoo  Auto  4  Technology  Co. 
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the  $18,10( 
in  March  I 
fashionabk 
forms  exct 
and  camt 
two  air  bags  and  a  sunroof." 

Today,  GM  Daewoo's  kit  operatl 
its  fastest-growing  business.  Whi  | 
within  Korea  increased  by  a  scant 
the  first  half  of  this  year  from  a  ye; 
er,  to  53,438,  kit  shipments  tol 
soared  63%  to  96,351.  One  reasoi 
kits  incur  lower  tariffs.  GM  Daew 
a  levy  of  11%  on  the  Excelle  ktits.| 
stance,  vs.  30%  for  finished  v« 
Globally,  GM  Daewoo  exported 
210,000  kits  in  the  first  half—  u{  | 
over  the  year-earlier  period— whi 
ments  of  complete  cars  rose  10 1 
more  than  244,000. 

LOCAL  HEROES 

EVEN  THE  WILD,  debt-fueled 
that  ultimately  led  to  Daewoo's  dt 
helping  boost  kit  sales.  Daewoo  bvl 
tories   in   such  far-flung  locati{ 
Uzbekistan,  Ukraine,  and  Romania! 
GM  bought  what  was  left  of  Daewf 
tor,  it  wanted  only  the  company's 
operations   and   a   plant   in  Vil 
Nonetheless,  a  half-dozen  other 
salvaged  by  local  investors  and  ccl 
to  build  Daewoos  using  kits  from  | 
Plants  in  Thailand,  India,  Colomt 
Venezuela  also  use  GM  Daewoo  11 
told,  the  company  says  it  expects  J 
wide  sales  of  both  cars  and  kits  til 
to  top  1  million  vehicles,  up  from 
when  GM  took  over.  That  makes  G I 
woo  one  of  the  best-performing  i| 
the  troubled  Detroit  auto  maker. 

China,  though,  is  likely  to  provj 
most  pickup  for  GM  Daewoo.  Thj 
pany  expects  kit  sales  there  to  gro| 
least  30%  anmu 
the  next  few  yea 
big  contributor  cd 
a  new  four-door 
Aveo    subcompal 
signed      by      Dl 
which  will  be  intr<| 
this     winter     fc 
fastest-growing  pi 
the  market— smf| 
under   $12,000. 
China,  we  expeii 
we'll  continue  tj 
momentum,"  sayj 
That  momentum  I 
slow  as  China's  auto  industry  del 
but  for  now  this  Korean  carmakf 
feeling  squeezed  by  China  at  all. 

-By  Moon  Ihlwan  in  Seo.\ 
Dexter  Roberts  in 
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They've  got  the  new  suits. 

We've  got  the  old  pros 
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firms  hire  right  off  the  college  campus,  dress  their  new 

ice  suits,  and   put  them  on  your  critical  assignment. 

Jefferson  Wells  only  hires  experienced  professionals. 

of   specialists   with    serious   credentials   and    years   of 

al,  hands  on  accounting  experience.  On-the-job  training 

But   not   when   it's   your  job.   www.jeffersonwells.com 


EFFERSON 
WELLS 


I  Audit  Technology  Risk  Tax  Finance  &  Accounting 
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The  best  view  in  the  city,  the  country,  the  world. 

At  one  time,  DHL  had  a  data  center  in  every  country  in  which 
it  operated.  The  result  was  a  massive  collection  of  small  IT 
networks  — without  a  mission  control.  With  the  help  of  HP 
Services  and  HP  OpenView  software,  hundreds  of  data  centers 
became  three.  By  consolidating,  DHL  is  now  better  able  to  share 
information,  implement  IT  changes  globally  and  "see"  their 
entire  network  from  a  single  point  of  control.  Now,  change  never 
goes  unnoticed.  For  more  on  HP's  Consolidation  Solutions,  visit 
hp.'com/info/consolidation 


Solutions  for 
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TED  BY  MICHAEL  S.  SERRILL 


raq:  The  Deadly  Cost  of 
deluding  the  Sunnis 


lAGHDAD'S  HIGHLY  FORTIFIED  Green  Zone,  committees  drawn 
m  Iraq's  major  political  parties  and  ethnic  groups  are  trying  to 
nmer  out  a  constitution  before  the  Aug.  15  deadline.  But  out- 
2  the  U.S.-controlled  area,  violence  and  insecurity  rule.  Some 
people  were  killed  in  suicide  bombings  and  other  violent 

lents  in  Iraq  from  July  11  to  July  17      assassination  of  two  of  their  colleagues  on 

July  19. 


.  And  those  statistics  don't  capture  the 
idess  robberies  and  kidnappings  that 
be  having  an  even  more  destructive  ef- 
on  Iraqi  society.  "I  worry  about  the 
-term  damage  to  Iraq,"  says  Phebe 
■,  an  Iraq  specialist  at  the  U.S.  Institute 
ace  in  Washington.  "Some  of  the  pro- 
onal  and  middle  classes  are  leaving." 
ow  to  reverse  the  deteriorating  situa- 
is  becoming  a  contentious  matter  be- 
n  the  Bush  Administration  and  the 

government,  in  office  since  May. 
y  top  Iraqi  leaders  believe  the  only  so- 
n  is  force,  while  the  White  House  is 
ing  around  to  the  need  for  a  hybrid 
ical/military  approach, 
sign  of  this  view  came 

a  comment  in  Jordan 
oly  11  by  Deputy  Secre- 

of  State  Robert  Zoel- 
"  If  one  looks  at  the  his- 
of  insurgencies  in 
rent     countries,"     he 

"one  learns  the  lesson 

military  means  alone 
lot  capable  of  defeating 
nsurgency." 
)ellick  and  other  offi- 

have  been  cajoling  the 
leadership,  which  is 
inated  by  Shiites,  to 

a  significant  number  ^^^^ 
inni  Muslims  back  into 
old.  But  Prime  Minister  Ibrahim  al- 
iri  and  his  colleagues  are  resisting, 
of  these  politicians  had  relatives 
iered  in  the  long  struggle  with  Sad- 
Hussein.  They  have  included  Sunnis 

e  effort  to  draft  the  constitution  and 
villing  to  let  a  few  into  the  govern- 
t,  but  are  wary  of  giving  power  to 

ne  linked  to  the  former  regime.  Sun- 
uspended  their  participation  in  the 

ng  of  the  constitution  following  the 


JAAFARI  Resisting 
efforts  for  more 
Sunni  political 
involvement 


"Jihadi  Tourists" 

UNTIL  RECENTLY  it  has  been  almost  point- 
less to  try  to  negotiate  with  the  insurgents, 
who  are  fragmented  into  dozens  of  groups. 
But  that  may  be  changing.  One  group  that  is 
emerging  and  gaining  influence  is  the  Iraqi 
National  Foundation  Congress,  an  anti-oc- 
cupation organization  that  includes  secular, 
Shiite,  and  Sunni  groups.  The  Congress, 
which  has  lines  into  the  insurgency,  plans  to 
hold  a  conference  in  Beirut  soon  with  the 
aim  of  establishing  a  broad  front  against  the 
American  occupation.  Such  activity  may 
sound  ominous,  but  analysts 
say  the  formation  of  a  politi- 
cal wing  that  can  speak  for 
the  insurgency  is  vital  for  any 
peace  process. 

Such    talks,    says    Toby 
Dodge,  an  Iraq  watcher  at 
Queen  Mary  College  in  Lon- 
don, should  aim  to  drive  a 
wedge  between  those  who 
are   genuinely   fighting   as 
Iraqi  nationalists  and  what 
he  calls  "jihadi  tourists"— 
foreign  fighters  who  have  come  to  Iraq 
for  the  opportunity  to  kill  Americans. 
But  he  isn't  confident  the  Iraqi  govern- 
ment is  up  to  executing  this  strategy. 
"This  government  isn't  working,"  he 
says.  "You  need  to  negotiate  power-sharing 
with  those  who  have  been  excluded.  Until 
then  there  will  be  no  solution  to  anarchy." 

How  hard  will  the  U.S.  push  the  Shiite- 
dominated  government  to  make  a  deal  with 
its  rivals?  Analysts  think  it  will  respect  the 
fact  that  Jaafari  &  Co.  were  duly  elected  and 
let  them  run  their  own  affairs— another  rea- 
son why  turning  Iraq  around  will  be  a  long, 
bloody  process.  ■ 

-By  Stanley  Reed  in  London 


GLOBAL 
WRAPUP 

EUROPE'S  R&D  IS 
LIKELY  TO  FALL  SHORT 

THERE'S  MORE  grim  news  for 
Europe's  efforts  to  develop  a 
knowledge-based  economy.  A 
July  19  European  Commission 
report  says  investment  in 
research  and  development  in 
the  25-nation  bloc  is  barely 
keeping  pace  with  economic 
growth.  That  means  Europe  is 
unlikely  to  meet  a  key  goal  of 
2002's  Lisbon  Agenda  for 
growth— boosting  R&D  outlays 
from  under  2%  of  Europe-wide 
gross  domestic  product  to  3% 
by  2010.  The  EC  says  China's 
R&D  spending  as  a  percentage 
of  GDP  may  equal  Europe's  by 
then.  Europe  also  could  face  a 
lack  of  info-tech  workers, 
warns  Forrester  Research  in  a 
July  20  report.  Retirement 
trends  and  too  few  new  tech 
grads  may  cause  shortages  as 
soon  as  2006.  Another 
problem,  says  Forrester: 
Schools  teach  the  wrong  skills 
for  today's  market. 

FRENCH  SAY  NON  TO  A 
RUMORED  PEPSICO  BID 

POLITICAL  OPPOSITION  in 
France  is  likely  to  thwart  any 
foreign  takeover  of  Groupe 
Danone,  the  $16.5  billion  maker 
of  Dannon  yogurt  and  Evian 
bottled  water.  On  July  20,  after 
Danone  shares  rose  nearly  20% 
in  the  previous  week  on 
speculation  that  PepsiCo  would 
make  a  bid,  Prime  Minister 
Dominique  de  Villepin  and  other 
political  leaders  vowed  to  block 
any  foreign  takeover.  The 
government  controls  3%  of 
Danone  and  can  count  on 
support  from  employee  pension 
funds  and  French  institutional 
investors,  which  own  43%. 
Pepsico  officials  declined  to 
comment.  Even  if  the  U.S. 
company  were  to  gain  control,  it 
might  face  a  backlash  from 
French  consumers,  who  buy  a 
quarter  of  Danone's  products. 
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Finance  Research 


Have  Experts, 
Will  Hire  Out 

Matching  industrypros  with  Wall  Streeters 
is  lucrative  but  has  its  detractors 


ANEW  YORK  PORTFOLIO 
manager  had  a  ques- 
tion: Will  customers  for 
video  game  software  de- 
lay purchases  and  in- 
stead wait  to  buy  ver- 
sions written  for 
Microsoft  Corp.'s  Xbox  360,  set  to  launch 
late  this  year?  Investors  sure  thought  so— 
shares  of  video  game  makers  were  slip- 
ping. But  the  manager,  who  asked  not  to 
be  named,  had  a  hunch  the  market  was 


overreacting.  So  he  con- 
tacted Gerson  Lehrman 
Group  Inc.  The  7-year- 
old  New  York  research 
firm  didn't  draw  up  a  de- 
tailed analysis  of  which 
way  game  makers' 
shares  were  headed.  In- 
stead, it  tapped  its  nearly 
150,000-strong  network 
of  experts  to  provide  di- 
rect access  to  a  manager 
in  Microsoft's  Gaming 
Div.  and  a  former  re- 
gional manager  at  retail- 
er GameStop  Corp. 

The  portfolio  manager 
wasn't  looking  for  inside 
dope  on  Microsoft,  just  a 
discussion  of  trends  in 
the  gaming  industry.  He 
gleaned  two  important 
tidbits:  First,  the  pend- 
ing Xbox  launch  was  un- 
likely to  slow  sales  dra- 
matically because  Sony 
PlayStation  games 
would  still  be  hot.  Plus, 
sales  of  new  Xbox  games 
were  likely  to  rocket  after 
the  launch.  Armed  with 


Knowled 
Networ 

Research  firms  that 
put  money  managers 
in  touch  with  experts 
and  company  staffers 
make  big  bucks.  The 
leading  players: 

GERSON  LEHRMAN  GROUP 

Founded  in  1998,  it  now  has 
nearly  150,000  experts  around 
the  world  in  seven  industries  in 
its  Councils  of  Advisors 

VISTA  RESEARCH  Acquired 
in  March  by  The  McGraw-Hill 
Companies,  it  dubs  its 
90,000  experts  the 
Society  of  Industry  Leaders 

NITRON  ADVISORS  Relies  on 
technology,  such  as  online 
networking  software,  to  find 
recruits  for  its  Circle  of 
Experts 


this  information  and  his  own  research,  he 
began  to  buy  shares  of  game  maker  Elec- 
tronic Arts  Inc.  in  May.  A  longtime  user  of 
Gerson,  he  says:  "We  found  Gerson  could 
give  us  a  ton  of  people  who  were  willing 
to  talk,  and  it  would  be  the  exact  kind  of 
person  we  were  hoping  to  find." 

Expert-matching  services  such  as  Ger- 
son have  boomed  in  recent  years.  New 
rules  have  led  companies  to  tighten  the  in- 
formation flow,  forcing  hedge  funds  and 
other  money  managers  to  push  harder  for 
any  sort  of  edge  that 
could  earn  them  profits. 
The  services  line  up  the 
likes  of  middle  man- 
agers, academics,  con- 
sultants, engineers,  and 
recently  retired  execu- 
tives, and  pay  them  fees 
that  average  $400  an 
hour— and  can  top 
$1,000— to  speak  by 
phone  with  Wall 
Streeters.  Standard  & 
Poor's  Vista  Research 
Inc.,  which  like  Business- 
Week is  owned  by  The 
McGraw-Hill  Compa- 
nies, maintains  a  net- 
work of  90,000  experts. 
"We  cut  out  the  analysis 
that  clients  are  perfectly 
capable  of  doing  them- 
selves," says  David 
Teten,  chief  executive  of 
New  Yorks  Nitron  Advi- 
sors LLC,  which  set  up 
shop  in  late  2003.  In  fact, 
the  firms  prohibit  their 
experts  from  making 
stock  recommendations. 
Big  investors  pay  top 


ft 


Data:  The  companies 


dollar— between  $60,000  and  $i: 
a  year— for  the  services,  gene 
combined  annual  revenues  for  t 
half-dozen  firms  of  $200  milli 
$250  million,  according  to  Mich 
Mayhew  of  Integrity  Research 
ates  LLC,  which  tracks  the  re 
business.  In  return,  investors  h 
obtain  fresh  information  from  \ 
sionals  at  the  sharp  end  of  the  ecc 
such  as  staffers  at  hot  new  wi 
technology  firms.  And  they  seem 
what  they  get.  Portfolio  managen 
Gerson  Lehrman  the  first  or 
most  valuable  independent-re 
provider  in  the  energy,  health-cai 
technology  sectors  in  Institutior 
vestofs  latest  annual  survey, 
business,  the  more  people  we  can 
to  about  investments  we  are  coi 
ing,  the  better  off  we  are,"  says  R; 
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w<r 


I  portfolio  manager  of  the  Jacob 
met  Fund. 

(it  for  observers  such  as  Mayhew, 
Dnal  Investor  Relations  Institute 
il)  President  Lewis  M.  Thompson 
!nd  others,  these  services  raise  sig- 
ant  legal  and  ethical  issues.  They 
7  that  the  services  could  be  used  to 
e  end  runs  around  the  tough  ra- 
tions on  how  companies  can  re- 
e  information  to  investors  un- 
the  Securities  &  Exchange 
mission's  Regulation  Fair  Disclo- 
\.  (Adopted  in  2000,  Reg  FD  re- 
es  companies  to  make  potentially 
ket-moving  information  available 
U  investors  at  the  same  time.)  Also, 
■  fret  that  employees  may  be  inad- 
Bntly  passing  along  proprietary  in- 
lation  that  their  companies  or  cus- 
ers  would   prefer  to   keep   under 


wraps.  The  SEC  declined 
to  comment  on  how  the 
firms  operate. 

The  top  three  research 
firms  say  they  work  hard  to 
prevent  any  inside  informa- 
tion from  leaking  out.  They 
require  both  the  experts 
and  the  investors  to  enter 
into  agreements  that  they 
won't  disclose  or  ask  for 
proprietary  information.  In 
fact,  Gerson,  Vista,  and  Ni- 
tron say  they  would  never  set  up  an  in- 
vestor interested  in  a  company  with 
someone  who  worked  at  that  company— 
the  discussions  are  supposed  to  focus 
only  on  industry  trends  or  technical 
questions.  The  experts  must  also  attest 
that  they  aren't  violating  any  employ- 
ment agreements  by  signing  up. 
Mark  Gerson,  the  32-year-old 
chief  executive  and  founder 
of  Gerson  Lehrman,  said 
in  an  e-mail  that  "every 
interaction  is  subject  to  a 
set  of  rules  and  signed 
agreements  by  each  side" 
to  make  sure  no  laws  are 
violated.  Gerson  and 
Vista  say  they  will  stop  us- 
ing experts  from  any 
company  that  objects, 
which  has  happened. 
Vista  Managing  Director 
Stanton  Green  points  out 
that  stock  analysts  have  al- 
ways called  on  industry  experts, 
usually  without  any  signed  agree- 
ments, adding  that  he  believes  "it  is  much 
safer  to  be  having  these  conversations 
within  our  service  than  not." 

It  isn't  clear  how  much  employee 
moonlighting  may  be  happening  under 
the  companies'  radar,  despite  the  agree- 
ments. Intel  Corp.  spokeswoman  Colleen 
Rubart  says:  "It's  not  something  we 
would  want  our  employees  to  do  obvi- 
ously. [But]  we  don't  have  guidelines." 
Adds  portfolio  manager  Jacob:  "In  the 
back  of  my  mind,  I've  always  assumed 
these  people  are  acting  with  the  consent 
of  their  employers.  But  that's  not  really 
for  us  to  police." 

That  task  falls  to  corporate  investor  re- 
lations officers.  "In  an  era  of  equal  access 
to  material  information,  these  services 
can  be  an  investor  relations  nightmare," 
says  NlRI's  Thompson.  While  companies 
are  trying  to  comply  with  Reg  FD  by  not 
favoring  one  investor  over  another,  they 
worry  that  some  employees  may  be  di- 
vulging all  sorts  of  sensitive  informa- 
tion—such as  regional  sales  figures. 


One  big 

concern: 

Inadvertent 

leaks  of 

insider 

information 


If  any  inside  information 
is  being  passed  along,  it 
may  be  happening  unwit- 
tingly. "Talking  to  the  in- 
vestment community  is  a 
real  art,"  says  William  G. 
Lawlor,  a  partner  with 
Philadelphia  law  firm 
Dechert  LLP.  "It  requires  a 
high  degree  of  experience 
and  sophistication  to  make 
sure  you  don't  trip  on  any 
minefields."  In  some  in- 
stances, malcontents  may  pass  on  pro- 
prietary information  maliciously.  In- 
tegrity Research's  Mayhew  says  he  has 
been  told  by  people  in  the  business  that 
this  can— and  does— happen. 

PUSHY  CLIENTS 

IF  THESE  EXPERTS-for-hire  always 
knew  how  their  information  was  being 
used— for  example,  for  shorting  the  stock 
of  a  drug  company— they  might  think 
twice  about  it.  According  to  Journal  of  the 
American  Medical  Association  data,  1  in  10 
doctors  engage  in  this  type  of  consulting. 
JAMA  warns  them  against  doing  so.  "You 
have  to  make  sure  your  expertise  is  being 
used  for  patient  care  and  not  for  someone 
making  a  heck  of  a  lot  of  money  using  it 
the  wrong  way,"  says  JAMA  Editor-in- 
Chief  Catherine  D.  DeAngelis. 

Some  experts  who  do  sign  up  become 
disenchanted.  Christopher  Whalen,  who 
runs  financial  and  regulatory  consulting 
firm  Institutional  Risk  Analytics  in 
Hawthorne,  Calif.,  says  he  recently 
stopped  working  with  a  research  firm  he 
declined  to  name.  He  says  he  got  annoyed 
with  a  hedge  fund  fishing  for  nonpublic 
information,  such  as  whether  the  Justice 
Dept.  was  investigating  a  particular 
bank.  "Some  of  the  more  reckless  players 
feel  they  are  entided  to  any  and  all  data," 
he  says.  Some  potential  recruits  decide 
not  to  get  involved.  "We  get  contacted  of- 
ten, but  we  have  not  done  this,"  says 
Michael  Yavonditte,  CEO  of  private  on- 
line-search company  Quigo  Inc.,  a  rival  of 
Google  Inc.  "We  don't  feel  it  is  right  for  us 
to  comment  on  a  competitor  in  that  way." 

All  the  same,  investors  will  keep  fishing 
for  information.  Picking  the  brains  of 
people  in  the  know  can  be  lucrative— 
though  there  can  be  some  ups  and  downs 
along  the  way.  Consider  Electronics  Arts. 
Its  stock  is  up  17%  since  May.  But  it  sud- 
denly fell  almost  5%  on  July  15,  on  news 
that  its  video  game  based  on  The  Godfa- 
ther movies  will  be  delayed,  before  re- 
suming its  rise.  ■ 

-By Amey  Stone  in  New  York,  with 
Amy  Borrus  in  Washington 
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Finance  On  line  Brokers 


I 


Scottrade:  Not 
The  Marrying  Kind 

The  thriving  Net  broker  is  fiercely 
independent— and  a  prize  catch 


OR  AN  INTERNET  ENTRE- 
preneur,  Rodger  O.  Riney 
is  pretty  old-fashioned.  The 
59 -year- old  founder  and 
chief  executive  of  Scottrade, 
the  nation's  sixth-largest 
online  broker,  thinks  that 
branches  in  strip  malls  are  just  as  im- 
portant as  whiz-bang  PC  trading  tech- 
nology. The  soft-spoken  St.  Louis  native 
is  also  content  with  a  business  model 
that' s  dependent  on  trading  commis- 
sions, as  rivals  push  into  investment  ad- 
vice and  banking.  And  while  most  e-bro- 
ker  chiefs  are  scurrying  to  merge,  Riney 
insists  he'll  never  sell  out:  "I'm  happy 
operating  independently." 

That  makes  him  a  rare  bird.  Weak  trad- 
ing volume  and  excess  capacity  have 
plagued  many  e-brokers.  Consolidation 
looks  to  be  the  easiest  way  of  garnering 
more  trades  and  propping  up  profits- 
witness  the  proposed  merger  of  Ameri- 
trade  Holding  Corp.  and  TD  Waterhouse. 
Scottrade  would  be  a  prize  catch.  In 
2002  it  accounted  for  just  5%  of  online 
trades.  But  with  its  $7  trades— among  the 
lowest  in  the  business— it  has  captured 
11.5%  of  the  market,  largely  at  the  expense 
of  Ameritrade,  E*Trade  Financial,  Charles 
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Schwab,  and  Waterhouse.  In  fact,  Fidelity 
Investments  has  about  the  same  share,  al- 
though it  has  nearly  10  times  more  clients. 
Riney  says  investment  bankers  often  drop 
hints  about  a  deal— which  he  ignores.  And 
he  has  never  met  Ameritrade  CEO  Joseph 
Moglia,  a  serial  acquirer  who  has  scooped 
up  seven  firms  in  four  years. 

Of  course,  it's  easy  to  remain  inde- 
pendent if  you  own  the  firm.  Riney  and 
his  family  control  about  80%  of  the  busi- 
ness, which  started  in  1980  and  moved 
online  in  1996.  So  he  doesn't  fret  over 
mamtaining  fat  profit  margins  the  way 
publicly  traded  firms  do.  Indeed,  Riney's 
profits  don't  stack  up  against  those  of 


Property 

Rodger  Riney  may  not  want  to  sell  Scottrade,  but 
it  would  be  a  catch  for  any  rival.  Here's  why: 

■  It's  one  of  the  fastest-growing  online  brokers,  with 
accounts  up  more  than  6%  in  the  latest  quarter,  to  1.2  million 

■  Scottrade  has  so  many  active  traders  that  its  trading 
volume  represents  11.5%  of  the  industry  total 


■  Its  strong  branch  system,  with  233  offices  nationwide,  is 
second  behind  Schwab's 


LEAN  Riney's  peers.  Scottral 

no-frills  offices      tertax  margin 
help  keep  l5o/o    on   revtf 

t^ngfeeslow     $350  million 

Ameritrade's    l 
hover  around  30%  on  $880  millicf 
can   grow  without  consolidati 
you're  not  maximizing  the  potentj| 
business,"  says  Ameritrade's  Mos. 

WATCH  THE  OVERHEAD 

RINEY,  THOUGH,  worries  mor.| 
Main  Street  than  Wall  Street.  In 
talking  about  profit  goals,  the  d(| 
earth  father  of  three  talks  passu 
about  serving  clients  and  taking  f 
employees.  For  example,  he  kept  1 
in  2001  and  2002  even  when  sale  I 
Riney  earned  an  engineering  dJ 
the  University  of  Missouri,  but  dec] 
preferred  stocks  to  steel.  He  took  | 
paid  internship  at  brokerage  EdA 
Jones  &  Co.  in  1965  and  climbed 
porate  ladder,  doing  everything 
vamping  a  branch  in  Pueblo,  C\ 
starting  the  company's  personnel  i 
ment.  After  he  broke  out  on  his  o| 
former  boss  and  the  founder's  sc| 
Jones,  gave  Riney  a  piece  of  advi 
before  he  died:  Watch  your  overrul 
Certainly,  his  operations  are  l[ 
Wall  Street  standards.  Branch  fuml 
basic;  even  the  St.  Louis  headquaj 
decorated  with  travel  posters  fror 
where  Scottrade  has  offices, 
passes  along  savings  in  the  i 
cheap  trades.  It  doesn't  levy  inac 
maintenance  fees,  as  do  most  of  it 
Riney  is  now  ramping  up  Scot 
services.  While  Schwab  and  WateJ 
have  been  closing  branches,  Rine^J 
panding  his  network  of  233  offices  ll 
to  20%  a  year.  He  has  also  intrcl 
services  for  the  fast-growing  financ 
viser  market,  such  as  one  that  let 
ners  manage  their  accounts  and 
trades.  And  he  has  set  up  a  system 
ing  mainland  Chinese  investors  to 

Scottrade's  combination  of  serviJ 
low  cost  is  making  it  a  major  challerl 
rivals.  "In  the  pasl 
have  not  been  to<| 
risome    because 
were  seen  as  a  t«| 
brand,"   says  Fo| 
Kelton   analyst 
Trone.    "Now    tl 
viewed  as  an  ul 
that  could  becol 
problem."  And  tt| 
a  sweeter  prize 
would-be  buyer.  1 1 
-ByAdrienne  i 
inSt.\ 


Data:  BancAmenca  Securities,  companies 


jNjf.    IT'S  VERY  WELL 
mfcT    MADE  IN  TAIWAN 

http://taiwaninnovalue.com 


In  any  language,Taiwan's  products  are  the  symbol  of  international 
excellence.  No  matter  where  you  go  or  whom  you  talk  to,  you'll  find 
everyone  shares  one  thing  in  common  -  a  passion  for  products  made 
in  Taiwan. That's  because  behind  every  product,  there's  a  combination 
of  very  special  ingredients:  innovation,  leadership,  cutting-edge  design 
and  value. Taiwan  products.The  quality  speaks  for  itself. 
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FinanceAccountin 


Mr.  McDonough, 
You  Have  the  Floor 

The  accounting  watchdog  on  Sarbanes- 
Oxley.,  excessive  auditing,  and  investor  trust 


AFTER  TWO  YEARS  AS  CHAIRMAN  of  the  Public  Company  Account- 
ing Oversight  Board,  William  J.  McDonough  is  feeling  the 
heat.  Corporate  executives  fume  that  the  board's  rules  on  test- 
ing internal  financial  controls— required  by  Section  404  of  the 
Sarbanes-Oxley  Act— are  too  costly  and  cumbersome.  Auditors 
want  McDonough  to  defend  them  more  vigorously. 
McDonough,  71,  joined  the  board  in  June,  2003,  after  a  decade 
as  president  of  the  Federal  Reserve  Bank  of  New  York.  On  July 
15,  he  met  with  BusinessWeek  editors.  Here  are  excerpts. 


You  have  said  that  in  some  cases,  auditors 
went  too  far  in  applying  404.  Are  audit 
firms  getting  the  message? 

Auditors  have  to  use  judgment.  They 
have  a  great  deal  of  leeway.  But  in  a  liti- 
gious society,  there's  no  question  that 
some  auditors  may  be  protecting  them- 
selves by  doing  work  that  all  of  us  might 
think  objectively  is  excessive.  That  I 
want  to  see  eliminated.  The  leadership  of 
the  firms  agrees.  But  [auditors]  have  to 
be  convinced  that  their  leaders  will  not 
be  pleased  by  excessive  work. 

Will  companies  spend  less  next  year  to 
comply  with  404? 

For  a  well-managed  company  where  404 
was  not  that  big  a  deal,  costs  will  come 
down.  Companies  that  really  had  to 
scramble  may  have  an  expensive  second 
year  because  of  investments  in  systems. 

Auditors  aren't  private  eyes,  but  aren't 
they  supposed  to  detect  fraud? 

A  good  auditor  most  of  the  time  should 
detect  fraud.  However,  there  could  be  cas- 
es in  which,  say,  five  people,  all  very  bril- 
liant, collude  to  steal  money  from  share- 
holders and  no  auditor  can  catch  them. 

Many  executives  are  complaining  loudly 
that  Sarbanes-Oxley  went  too  far. 

Sarbanes-Oxley  should  be  interpreted  by 


business  leaders  as  the  Americ 
pie's  condemnation  of  the  beh; 
the  business  community  at  large 
who  believe  in]  the  "few  rottei 
scenario  are  misleading  themsel 
really,  really  worried  about  b 
leaders  not  realizing  that  it  is  in  t 
terest  and  that  of  our  country  to  a 
public  confidence. 


t 


How  important  is  reining  in  runaw? 
CEO  pay? 

It's  the  single  most  important 
When  I  was  a  kid,  everyone  wli 
vinced  you  could  become  Presicm 
head  of  First  National  Bank  of  Cp 
But  now  there's  sort  of  a  feelii 
there  are  fat  cats  protecting  ther  e 
and  "gee,  my  kid  can't  get  in' 
group."  That's  a  terrible  messag 
is  the  message  the  average  Ame 
getting.  Breaking  the  connecti 
tween  the  wealthy  and  the  res 
would  be  a  great  disservice.  I  te 
ness  leaders:   "You   can't  affo 
rupture  between  yourself  and  the 
ican  people." 

What  do  you  say  to  CEOs  who  comj 
that  reforms  are  discouraging  ther 
taking  risks? 

It's  wrong  to  blame  it  cj 
banes-Oxley.  The  reason 
gress  passed  [the  law]  wj 
satisfaction     with     bi 
leadership.  If  the  attitudt 
American  people  towai 
business   community 
come  back  in  two  or 
years— max— we'll  get 
toward  more  regulation. 


What's  your  view  on  the  gl 
economy? 

I  don't  have  many  shor 
concerns.  The  U.S.  econcl 
looking  very  good;  Eur<| 
disappointing;  Japan  is 
in  fits  and  starts  but  is  grc 
My  longer-term  conce 
with  international  flo\ 
capital.  Right  now  6/2% 
gross  domestic  produ 
financed  by  savings 
elsewhere  in  the  world 
sources  of  these  funds  art 
countries,  mosdy  in  As: 
any  reasonable  model, 
countries  should  export  c 
to  growing  poor  countri 
you  have  poor  countri' 
nancing  the  consumptu 
rich  countries— that's 
sustainable.  ■ 
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The  Corporation  Strategies 


elling  the  Risky 
ram  the  Reliable 

ill  Allstate's  detailed  customer  analysis 
lep  the  profits  rolling  in  a  price  war? 


T'S  A  GOOD  TIME  TO  SHOP  FOR 
car  insurance.  Just  ask  Mike  and 
Kimberly  Read  of  Aurora,  Colo. 
They  have  a  pristine  driving 
record,  rarely  file  a  claim,  and  have 
two  young  daughters  who  won't  be 
behind  the  wheel  for  years.  Still, 
liums  on  their  Chevy  Beretta  and 
/y  Blazer  had  been  rising  steadily.  Af- 
tomparing  rates  at  11  insurers,  they 
d  a  policy  from  Allstate  Corp.  with 
e  liability  coverage  that  was  $500 
per  than  their  existing  one  with  State 
l  Mutual  Automobile  Insurance  Co. 
Tiaf  s  good  news  for  the  Reads  may 
bit  unsettling  for  insurance  execs.  In 
ate  '90s,  a  rush  to  grab  market  share 
ked  intense  price  competition.  That 
led  the  industry's  combined  ratio  to 
6  in  2000,  meaning  auto  insurers 
.  out  $1.10  in  claims  and  expenses  for 
y  $1  they  earned  in  premiums,  ac- 
ing  to  research  firm  A.M.  Best  Co. 
tt  another  price  war  may  be  under 
:  State  Farm,  the  market  share  leader, 
its  rates  by  an  average  of  4.8%  last 
t  USAA,  which  primarily  serves  mili- 
families,  has  lowered  prices  by  8% 
f  the  past  year  and  a  half.  Overall,  after 
i  consecutive  years  of  rate  increases, 
tniums  across  the  group  are  likely  to 
iain  flat  or  even  decline  in  2005. 
his  time,  the  No.  2  auto  insurer,  Ali- 
bis determined  not  to  get  sucked  into 
ther  race  to  the  bottom.  Taking  a  page 
a  fast-growing  rival  Progressive  Corp. 
.3  by  market  share),  Allstate  has  got- 
Ismarter  about  what  to  charge  which 
■ers,  using  a  technology-intensive 
red  pricing"  system.  Now,  Allstate 
Biders  previously  overlooked  data 
h  as  a  driver's  credit  history,  takes  a 
per  look  at  traditional  information  like 
lographics,  and  better  matches  the 
mium  to  the  risk  of  the  customer 


(table).  The  new  pricing  discipline,  com- 
bined with  an  industry-wide  drop  in  the 
number  of  claims  filed,  has  helped  drive 
profits.  In  2004,  Allstate's  operating  in- 
come rose  16%,  to  $3.1  billion.  Return  on 
equity  hit  15%,  up  from  6.5%  in  2002. 
For  decades,  Allstate  had  lumped  cus- 


tomers into  three  main  pricing  categories, 
based  on  basic  details  such  as  a  cus- 
tomer's age  and  place  of  residence.  It  now 
has  more  than  1,500  price  levels.  Agents 
used  to  simply  refer  to  a  manual  to  give 
customers  a  price;  now  they  log  on  to  a 
computer  that  uses  complex  algorithms 
to  analyze  16  credit  report  variables,  such 
as  late  payments  and  card  balances,  as 
well  as  data  such  as  claims  history  for 
specific  car  models.  Thus,  safe  bets  such 
as  the  Reads  are  rewarded,  saving  up  to 
20%  over  the  old  system,  and  high-risk 
drivers  are  penalized,  paying  up  to  20% 
more.  It  has  worked  well  enough  that  All- 
state now  applies  it  to  other  lines,  such  as 
homeowners'  insurance.  "With  tiered 
pricing,  you're  charging  the  right  rate  for 
the  customers,"  says  Jay  Gelb,  an  insur- 
ance analyst  with  Lehman  Brothers  Inc. 
There's  plenty  at  stake  for  Northbrook 
(Ill.)-based  Allstate,  the  largest  publicly 
traded  auto  insurer,  where  memories  of  the 
last  price  war  are  still  fresh.  Earnings  at  the 
company  fell  from  $2.6  billion  in  1998  to 
$1.5   billion   in   2001,   as   Allstate   got 


Fewer  Potholes 

Allstate  hopes  its  finely  tuned  pricing  strategy  will  protect  it  against  a 
price  war,  which  has  dented  profits  in  the  past.  Here's  how  it  works: 

DEEPER  DATA  MINING  The  revamped  pricing  model  considers  new  data  such  as  a 
consumer's  credit  history-allowing  the  insurer  to  predict  more  accurately  how  many 
claims  a  driver  is  likely  to  file. 

MORE  PRICING  POINTS  Under  the  old  method,  Allstate  had  just  three  main  pricing 
categories.  Now  it  has  more  than  1,500,  so  the  premiums  match  the  risk  more  closely. 

SAFER  DRIVERS  Tiered  pricing  usually  means  better  drivers  get  lower  rates.  Increasing 
that  consumer  base  should  help  Allstate  keep  claim  expenses  down. 


Data-  BusmessWee* 
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slammed  by  an  unexpected  rise  in  both 
auto  and  homeowners'  claims.  Progres- 
sive, the  first  to  implement  a  more  so- 
phisticated pricing  system,  has  increased 
its  share  of  the  auto  insurance  business 
from  53%  to  75%,  while  Allstate's  share 
has  eroded  from  15%  to  12%.  State  Farm 
claims  22%,  down  from  28%. 

Allstate  execs  promise  they'll  stick  to 
their  pricing  system,  regardless  of  how 
low  competitors  slash  policy  rates. 
Chairman  and  Chief  Executive  Edward 
M.  Liddy,  at  the  helm  since  1999,  figures 
any  losses  will  be  marginal,  since  Allstate 
will  still  be  very  competitive  among  low- 
risk,  high-profit  drivers,  while  rate-slash- 
ing insurers  will  likely  attract  less-prof- 
itable, higher-risk  drivers. 

Analysts  say  Allstate,  which  started  to 
introduce  some  aspects  of  the  tiered-pric- 
ing  model  back  in  the  late  '90s,  right  be- 
hind Progressive,  will  have  an  early- 
mover  advantage— having  had  time  to 
collect  reams  of  data  and  fine-tune 
pattern  recogni- 
tion. That's  cru- 
cial, since  "the  in- 
dustry is  engaged 
in  what  amounts 
to  a  technological 
arms  race,"  says 
Robert  P.  Hartwig, 
chief  economist 
for  the  Insurance 
Information  Insti- 
tute, a  trade  group. 
Of  course,  a 
new  pricing 
scheme  is  no  guarantee  of  lasting  suc- 
cess. For  one  thing,  more  insurers  are 
catching  on:  State  Farm  revealed  in 
May  that  it  would  start  using  more  so- 
phisticated pricing  techniques.  Plus, 
Allstate  has  to  keep  up  with  service  in- 
novations, such  as  Progressive's 
"concierge"  claim  centers,  which  will 
arrange  for  a  loaner  if  your  car  is  in  the 
shop.  Most  important,  no  matter  how 
Liddy  tries  to  insulate  Allstate  from  a 
price  war,  downward  pressure  on 
prices  could  put  the  squeeze  on  under- 
writing margins.  Alain  Karaoglan,  an 
equity  analyst  with  Deutsche  Bank,  es- 
timates that  Allstate's  combined  ratio 
will  jump  from  88.8%  this  year  to 
91.3%  in  2006.  Even  though  the  nature 
of  the  business  is  cyclical,  Allstate's 
new  pricing  discipline  means  it  should 
be  able  to  avoid  any  major  accidents.  ■ 
-ByAdrienne  Carter  in  Northbrook,  III. 


BusinessWeek  online 


CEO  Liddy  explains 
the  new  pricing  environment  in  a  video  at 
businessweek.com/mediacenter 


Allstate 
has  a 
head 
start  in 
gathering 
client  data 
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What's  So  Scary 
About  Rice? 

Biotech  crops  can  make  drugs— but  they 
must  be  kept  out  of  the  food  chain 


IN  THE  HEART  OF  AMERICA'S 
rice  industry,  a  fight  has  broken  out 
between  the  King  of  Beers  and  a 
tiny  biotech  company.  On  one  side 
is  Anheuser-Busch,  which  uses 
Missouri-grown  rice  as  an  ingredi- 
ent in  beer.  On  the  other  side  is  Ven- 
tria  Biosciences,  which  is  moving  to  Mis- 
souri with  plans  to  cultivate  transgenic 
rice  containing  human  genes.  The  genes 
prompt  the  plant  to  make  two  proteins 
normally  found  in  breast  milk,  tears,  and 
saliva.  The  biotech  company  intends  to 
turn  the  substances  into  therapeutic  food 
products  to  treat  stomach  disorders. 

Anheuser-Busch  executives  seem  to 
have  been  struck  with  indigestion  at  the 
thought  that  human  proteins  might  con- 
ceivably crop  up  in  bottles  of  Bud.  Al- 
though highly  unlikely,  such  a  scenario 
isn't  unheard  of:  Bioengineered  seeds 
have  often  turned  up  in  places  they  don't 
belong.  So  Busch  vowed  to  boycott  all 
Missouri  rice  last  April,  prompting  Ven- 
tria  to  temporarily  shelve  its  plans  in  the 
state.  "We  want  to  make  sure  rice  grow- 
ers in  Missouri  have  a  good  relationship" 
with  one  of  their  biggest  customers,  con- 
cedes Ventria  CEO  Scott  Deeter.  Mean- 
while, on  June  28  the  U.S.  Agriculture 
Dept.  approved  Ventria's  application  to 
plant  in  North  Carolina  instead. 

The  strange  saga  of  Ventria  and  its 
alien  rice  casts  a  pall  on  a  potentially 
promising  area  in  biotech.  Stretched  by 
unprecedented  demand  for  new  drugs, 
biotech  companies  have  been  searching 
for  alternatives  to  traditional  manufac- 
turing methods— an  expensive  process  of 
growing  drugs  in  delicate  hosts,  such  as 
cells  from  Chinese  hamster  ovaries. 
Plants  such  as  rice  and  corn  may  be  ide- 
al substitutes  because  they  naturally 
churn  out  proteins  by  the  bushel.  Getting 
them  to  make  human  varieties  is  simply 


: 


a  matter  of  replacing  pieces  of  thei 
netic  code  with  human  genes—  j 
technicians  get  hamster  cells  to  pn 
protein  drugs.  Then,  to  ratchet  up 
duction,  you  just  plant  more  acres. 
The  economic  benefits  are  enticing 
A  traditional  biotech  factory  might 
Ventria  CEO  Deeter  $125  million, 
rice,  he  can  get  the  same  output  fo 
million— and  he  intends  to  pass  the 
ings  to  consumers.  Several  other  bio 
startups  are  experimenting  with  d 
grown  in  plants,  and  giant  Dow  Chen 
Co.  is  mulling  the  idea  as  well.  Consu 
firm  Frost  &  Sullivan  Inc.  predicts  the 
plant-manufactured  drugs  will  hit 
market  next  year  and  sprout  into  a 
billion-per-year  industry  by  2011 


sacs 


US  MCE 

Exports  total 
$1.3  billion 
annually 
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lotech 


iat's  if  fears  about  food  safety  don't 
a  plant-grown  pharmaceuticals  to  die 
ie  vine.  Consumer  and  environmen- 
dvocates  worry  that  pollen  from  ge- 
ally  engineered  plants  could  drift 
fields  containing  food  crops  and  pro 
contaminated  hybrids.  But  that's  not 
ny  with  rice,  Deeter  insists,  because 
plant  is  self-pollinating— each  seed 
ains  everything  it  needs  to  produce 
,her  plant,  so  there  is  no  risk  of  trans- 
ted  genes  leaking  to  other  plants. 
,  environmentalists  say,  there's  noth- 
o  prevent  a  bird  from  gobbling  up  the 
ngineered  seeds  and  then  depositing 
i,  intact,  in  a  field  hundreds  of  miles 
y.  "It's  virtually  certain  this  stuff  will 
e  it  into  food-grade  rice,"  says  Mar- 
It  Mellon,  director  of  the  food  and  en- 
iment  program  for  the  Union  of  Con- 
ed Scientists  in  Washington. 

RSEAS  QUEASINESS 

H  CERTAINTY  IS  BACKED  up  by  one 
icularly  horrifying  breach  that  still 
|nts  the  food  industry.  In  2002  drug- 
iucing  corn  made  by  ProdiGene  Inc. 
ehow  began  sprouting  in  soybean 
s  near  its  Nebraska  and  Iowa  sites.  The 
}A  seized  500,000  bushels  of  soybeans 
charged  ProdiGene  nearly  $3  million 
ines  and  disposal  costs.  Any  further 
es  could  threaten  some  $1.3  billion  in 
ual  U.S.  rice  sales  to  foreign  countries, 
ly  of  which  are  still  queasy  about 
ech  crops— even  those  tweaked  to  pro- 
e  tastier  food. 


What's  needed,  Ventria's 

critics  argue,  is  a  tighter 
regulatory  framework  to 
ensure  pharma  crops  stay 
out  of  the  food  supply.  As  it 
stands,  the  USDA  is  the 
only  federal  agency  that 
tightly  regulates  drug-pro- 
ducing plants  grown  in 
outdoor  test  sites.  The 
Food  &  Drug  Administra- 
tion generally  steps  in  later,  when  it's 
time  to  decide  if  the  drugs  themselves 
are  suitable  for  human  consumption. 

Since  part  of  the  PDA's  mandate  is  to 
protect  food,  critics  blast  the  agency  for 
failing  to  get  involved  in  biotech  plant 
ings  from  the  very  beginning.  "It's  a  con- 
voluted process,"  says  Joseph  Mendelson, 
legal  director  for  the  Center  for  Food 
Safety  in  Washington,  one  of  many 
groups  calling  for  the  FDA  to  provide  ad- 
ditional  oversight  on  drugs  made  in 
plants.  An  FDA  policy  adviser  says  sever- 
al agencies  are  looking  at  whether  the 
system  should  be  changed. 

Some  biotech  outfits  have  dodged  the 
protesters  by  avoiding  food  crops  alto 
gether.  St.  Louis-based  Chlorogen  Inc.  is 
developing  a  way  to  make  drugs  in  tobac- 
co, which  grows  well  in  greenhouses, 
adding  an  extra  barrier  against  genetic 
leaks.  CEO  David  N.  Duncan  says  he's  not 
surprised  that  ProdiGene's  mistake  con- 
tinues to  reverberate,  as  Ventria  and  others 
manipulate  crops  that  form  the  very  sta- 
ples of  the  human  diet.  "When  you   tan 


Critics  say 
transgenic 
plants  could 
taint  the 
food  supply 


ernel  Kerfuffle 


ntria  Biosciences  wants  to  harvest  medicinal  human  proteins 
m  gene-modified  rice  plants,  but  states  are  leery: 


^LIFORNIA 


MARCH,  2004: 

Despite  protests, 
Ventria  receives 
approval  in 
California  to  grow 
two  proteins  in  rice— 

lactoferrin  and 
V     lysozyme-that 
A\    fight  infections. 


NORTH 
CAROLINA 


MISSOURI 


DECEMBER,  2004: 

Ventria  execs  decide  to 
move  to  Missouri, 
saying  the  state  offers 
more  favorable 
economics  and  better 
access  to  agricultural 
biotech  experts. 


APRIL,  2005:  Anheuser 
Busch,  which  uses  rice 
to  make  beer,  protests 
Ventria's  plans  in 
southeast  Missouri. 
Ventria  picks  a  site  120 
miles  to  the  northwest 
but  misses  the  prime 
growing  season.  Ventria 
plants  small  crop  in 
North  Carolina  instead. 


messing    with    corn    flakes 

and  beer,  you're  going  to  gel 
in  trouble,"  Duncan  says. 
Ventria  can'l  seem  b 

cape       the       controversy. 

Pounded  in  L997  in  Sacra 
mento,  the  company  plain 

ed   several   small    fields  of 

pharma-rice  in  California. 

Despite   an   endorsement 

from  California  regulators, 

some  environmentalists  and  traditional 

rice  farmers  cried  foul.  Earlier  this  year, 

Ventria  decided  tO  uproot  Itself  and 
move  to  the  plant  BCience  incubator  at 
Northwest    Missouri    State    University. 

Deeter  says  he  isn't  being  chased  oul  of 

California,  but  rather  he  feels  Missouri 
offers  more  favorable  economics  for 
large-scale  production. 

It  may  be  a  while  before  I  teCtO  can  re 
ali/.e  his  dreams  of  amber  waves  of  hu- 
manized grain.  In  April,  Anheuser-Busch 
lifted  its  boycott  threat  after  Ventria 
agreed  to  move  its  planned  200  acres  from 
Utheasl  corner  of  Missouri  to  the 
northwest  region  of  the  state— 120  miles 
away  from  food-grade  rice.  "We  believe 
Ventria  is  now  sufliciently  away  from  com 
mereial  rice  producers,"  says  Francine  I. 

Kate  ipokesperson  for  the  beer  giant  Bui 

bj  tin  tune  the  compromise  was  reached, 
Ventria  had  missed  prime  planting  season, 
forcing  the  company  to  wait  until  next  year 
to  apply  for  a  USDA  permit  to  plant  there. 
Meanwhile,  Ventria  planted  7.5  acres  of  rice 

in  North  Carolina  in  June,  despite  threats 

from    the    Center    lor    food 
Safety,  which  is  considering  a 

lawsuit  to  curb  the  company. 

I  teeter  is  undeterred.  "We 
fed  the  world  with  American 
agriculture,  and  now  we 
want  to  improve  the  world's 
health  with  it,"  he  says.  As 
for  those  trying  to  stop  him: 
"They  have  yet  to  find  a 
single  stomachache  as  a 
result  of  biotech."  Perha] 
but  unless  companies  hie 
Ventria  and  the  agencies 
that  regulate  mem  work 
haider  to  allay  the  world's 
food  safety  fears,  farmlands 
won't  be  fertile  ground 
for  drugs.  ■ 

-ByArlene  Weintraub  in 
New  York 


For  more  on  the  Union  of 
Concerned  Sci'  i  it- 

stance  on  pharmaceutical 
crops,  please  visit  us  onh> 
www.businessweek.com/' 
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Old 


P&G  studied  the 

art  of  cleaning  in  search  of 

something  better  than  a  wet  mop, 

which  spreads  as  much  dirt 

as  it  picks  up. 


(MOP)  DWIGHT  ESCHLIMAN/PHOTONICA;  (SWIFFER)  JOE  CAI 


New 


flFFER  P&G  came  up  with  a 
whole  new  way  to  clean— 
jsing  electrostatic  attraction. 
A  revolutionary  dry  mop 
was  born. 


HfiHC  f 


How  to  Build 

Innovative 

Companies 


BY  BRUCE  NUSSBAUM 
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Old 


CIRCUS  Traditional 

animal  acts,  painted 

clowns,  and  high-wire 

stunts  make  for 

a  very  tired  form  of 

entertainment. 


BIRKENSTOCKThe 

'60s  icon  of  the 

ergonomicand 

eco-friendly  lifestyle 

needed  a 

modern  update. 


LISTEN  CLOSELY.  THERE'S  A 
new  conversation  under  way 
across  America  that  may  well 
change  your  future.  If  you 
work  for  Procter  &  Gamble 
Co.  or  General  Electric  Co., 
you  already  know  what's  go- 
ing on.  If  you  don't,  you  might  want  to 
stop  what  you're  doing  and  consider  this: 
The  Knowledge  Economy  as  we  know  it 
is  being  eclipsed  by  something  new— call  it 
the  Creativity  Economy.  Even  as  policy- 
makers and  pundits  wring  their  hands 
over  the  outsourcing  of  engineering,  soft- 
ware writing,  accounting,  and  myriad 
other  high-tech,  high-end  service  jobs— 
not  to  mention  the  move  of  manufacturing 
to  Asia— U.S.  companies  are  evolving  to 
the  next  level  of  economic  activity. 


New 

CIRQUE  I 
SOLEIL  A 

rethinking  i 
circus  can 
amazing  cc 
moving  mi 
beautiful; 
that  provid 
experience 


What  was  once  central  to  corpora- 
tions—price, quality,  and  much  of  the  left- 
brain,  digitized  analytical  work  associated 
with  knowledge— is  fast  being  shipped  off 
to  lower-paid,  highly  trained  Chinese  and 
Indians,  as  well  as  Hungarians,  Czechs, 
and  Russians.  Increasingly,  the  new  core 
competence  is  creativity— the  right-brain 
stuff  that  smart  companies  are  now  har- 
nessing to  generate  top-line  growth.  The 
game  is  changing.  It  isn't  just  about  math 
and  science  anymore.  It's  about  creativity, 
imagination,  and,  above  all,  innovation. 

What  is  unfolding  is  the  commoditiza- 
tion  of  knowledge.  We  have  seen  global 
forces  undermine  autos,  electronics,  and 
other  manufacturing,  but  the  Knowledge 
Economy  was  expected  to  last  forever  and 
play  to  America's  strengths:  great  univer- 


BIRKISD 

kept  the  coi 
and  added 
models,  inc 
colorful  slip 
forthebeac 


sities,  terrific  labs,  smart  immigrar 
entrepreneurial  business  culture. 

Oops.  It  turns  out  there  are  a  gr> 
number  of  really  smart  engineers  ai 
entists  "out  there,"  too.  They've  k 
to  make  assembly  lines  run  effk 
whether  they  turn  out  cars  or  coc 
frigerators  or  legal  briefs.  So  U.S.  a 
nies  are  moving  on  to  creating  con. 
experiences,  not  just  products;  recoi] 
ing  entire  brand  categories,  not  in 
adding  a  few  more  colors;  and,  aboBj 
innovating  in  new  and  surprising  aft. 

The  U.S.  has  a  lead  in  this  unfcB 
Creativity  Economy— for  the  moT 
The  new  forms  of  innovation  driv| 
forward  are  based  on  an  intimate 
standing  of  consumer  culture— the  ) 
to  determine  what  people  want  ev([ 


The  Evolution  of  the  Creative  Company 


A  new  corporate  model 
is  taking  shape.  By 
focusing  on  creativity 
and  innovation,  it 
could  provide  new 
pathways  to  growth: 


STEPl 

STEP2 

STEP3 

Technology  and  information 

With  commoditization,  core 

Design  Strategy  begi 

become  commoditized  and 

advantages  can  be  shipped 

replace  Six  Sigma  as 

globalized.  Suddenly,  the 

abroad.  Outsourcing  to  India, 

organizing  principle. 

advantage  of  making  things 

China,  and  Eastern  Europe 

plays  key  role  in  prodi 

"faster,  cheaper,  better" 

sends  a  growing  share  of 

differentiation,  decisis 

diminishes,  and  profit 

manufacturing  and  even  the 

and  understanding  th 

margins  decline. 

Knowledge  Economy  overseas. 

consumer  experience 
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SIRIUS*, 


Same  old, 
i  ad-choked, 
)rogrammed 
nd  talk,  from 
ional  chains. 

BIG  BOX 

ded  shelves, 

/erwhelming 

choice,  and 

andard  sales 

pitches. 
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New 

SIRIUS  Subscriber 
model  brings  a  rich 
variety  of  content  via 
satellite  to  your  car 
and  your  handheld. 

APPLE  STORE 

Spare,  elegant,  and 
appealingly 
interactive— a  hip 
place  to  be  on 
a  Saturday  night. 


they  can  articulate  it.  Working  in 
is  still  the  largest  consumer  market 
e  world  gives  U.S.  companies  a  huge 
.  So  does  being  able  to  think  outside 
x>x— something  Americans  still  do 
r  than  most.  But  Toyota  Motor  Corp. 
i  feel  for  U.S.  consumers,  and  Sam- 
Group  can  be  pretty  creative,  too. 
petition  will  surely  be  intense. 


Vew  Dance 


1  MANAGERS,  THE  biggest  challenge 
be  making  the  leap  from  their  Six  Sig- 
►rocess  skills  to  new  ways  of  thinking, 
corporations,  transforming  them- 
's will  require  new  sets  of  values  and 
nizational  principles.  Have  you  heard 
fsign  strategy?  If  s  probably  the  Next 


novation  becomes 
rer  of  growth. 

master  new 
king  and  metrics 
Products  that 
nsumers' unmet,  and 
i  culated,  desires. 


STEP5 

The  successful  Creative 
Corporation  emerges,  with 
new  Innovation  DNA.  Winners 
build  a  fast-moving  culture  that 
routinely  beats  competitors 
because  of  a  high  success  rate 
for  innovation. 


Big  Thing  after  Six  Sigma.  How  about  con- 
sumer-centric innovation?  It  may  be  the 
most  powerful  way  to  raise  a  company's 
innovation  success  rate.  Do  you  know 
what  innovation  metrics  your  company 
needs?  Have  you  heard  of  CENCOR  (cali- 
brate, explore,  create,  organize,  and  real- 
ize)? It's  the  post-Six  Sigma  dogma  GE  is 
spreading  far  and  wide  among  its  man- 
agers. Are  B-schools  on  top  of  all  this 
change?  Not  really,  but  Stanford  Universi- 
ty is  starting  a  "D-school"— a  design 
school  where  managers  can  learn  the  dy- 
namics of  innovation  (page  80).  Teaching 
elephants  to  dance  is  never  easy,  but  that' s 
the  task  ahead  if  you  want  your  compa- 
ny—and your  career— to  prosper. 

You're  thinking  "this  is  all  hype,"  aren't 
you?  Just  another  "newest  and  biggest" 
fad,  right?  Wrong.  Ask 
the  940  senior  execu- 
tives from  around  the 
world  who  said  in  a 
recent  Boston  Con- 
sulting Group  Inc. 
survey  that  increasing 
top-line  revenues 
through  innovation 
has  become  essential 
to  success  in  their  in- 
dustry. The  same  BCG 
survey  showed  that 
more  than  half  of  the 


execs  were  dissatisfied  with  the  financial 
returns  on  their  investments  in  innova- 
tion. They  should  be.  By  one  measure, 
from  innovation  consultant  Doblin 
Group,  nearly  96%  of  all  innovation  at- 
tempts fail  to  beat  targets  for  return  on  in- 
vestment. No  wonder  innovation  frustra- 
tion is  the  talk  of  corner  offices. 

BusinessWeek  is  joining  this  growing 
conversation  about  getting  creative  by 
launching  a  new  online  Innovation  &  De- 
sign portal— www.businessweek.com/in- 
novate— to  present  the  best  research  and 
thinking  on  the  subject.  Take  a  look  at  the 
interactive  self-assessment  feature  devel- 
oped by  Larry  Keeley's  Doblin  Group. 
There  are  six  innovation  metrics  available. 
Keeley  is  the  guru  of  the  evolving  field  of 
innovation  science.  Some  compare  him  to 
W.  Edwards  Deming,  who  revolutionized 
the  field  of  quality  measurement. 

There  is,  in  fact,  a  whole  new  genera- 
tion of  innovation  gurus.  They  are  not  the 
superstars  of  the  '90s,  such  as  Clayton 
Christensen,  who  focused  on  what  might 
be  called  macro-innovation— the  impact 
of  big,  unexpected  new  technologies  on 
companies.  The  new  gurus  focus  more  on 
micro-innovation— teaching  companies 
how  to  connect  with  their  customers' 
emotions,  linking  research  and  develop- 
ment labs  to  consumer  needs,  recalibrat- 
ing employee  incentives  to  emphasize 
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creativity,  constructing  maps  showing 
opportunities  for  innovation. 

When  creative  mojo  gets  going,  it  can 
explode  into  innovation.  An  example:  the 
mundane  mop.  Cleaning  used  to  be  done 
with  mops  and  water.  Design  Continuum 
Inc.  in  West  Newton,  Mass.,  researched 
cleaning  for  P&G  and  observed  that  water 
tends  to  slop  dirt  around,  while  dry  rags 
pick  it  up  (thanks  to  electrostatic  attrac- 


tion). Ergo,  the  Swiffer.  In  the  design- 
speak  of  the  Creativity  Economy,  this  is 
paradigm  shifting.  Design  Continuum 
helped  P&G  shift  the  cleaning  paradigm. 
Now  the  Swiffer  may  become  P&G's 
newest  $1  billion  brand. 

Think  out-of-the-box  consumer  experi- 
ences, and  you  get  the  idea  of  paradigm 
shifting.  Old  paradigm:  corner  coffee 
shops.  New  paradigm:  Starbucks'.  Old: 


radio.  New:  satellite  radio.  Old:  cik 
electronics  stores.  New:  Apple  CoIhi 
stores.  Old:  grungy,  smelly  ciL 
New:  Cirque  du  Soleil.  Old:  any  hi 
New:  JetBlue  Airways.  Old:  Macy'siii 
Target.  Old:  Earth-toned  Birktw 
sandals.  New:  colorful  beach  "Bum 
The  evolution  of  the  economy  m 
creativity  has  been  underway  for  sonfc 
Steve  Jobs,  of  course,  has  turned  ApAl 


Top  20  Innovative  Companies  in  the  World 

2005  poll  of  940  senior  executives  in  68  countries  by  Boston  Consulting  Group 


COMPANY         RESPONSES     WHY 


APPLE  24.84%  Delivers  great  consumer  experiences  with  outstanding  design;  steady  flow  of  new  ideas  that  redefine  < 

categories,  such  as  music  players;  continual  evolution  of  business  model  and  brand. 


3M 


MICROSOFT 


SONY 


DELL 


IBM 


GOOGLE 


P&G 


NOKIA 


VIRGIN 


SAMSUNG 


WAL-MART 


TOYOTA 


EBAY 
INTEL 


AMAZON 
IDEO 


STARBUCKS 


BMW 


11.77  Strong  internal  culture  of  creativity  with  formal  incentives  to  innovate.  Results  in  a  high  success  rate  in  j 

turning  ideas  in  health  care,  industrial  components,  and  other  areas  into  profitable  products. 


8.53 


5.62 


529 


5.18 


4.21 


4.21 


4.00 


3.02 


2.92 


2.16 


2.05 


8.53  Strong  management  pushes  continuous  improvement  of  products,  expansion  into  new  markets  and  ra 

strategy  changes  when  necessary. 


Management  practices  that  are  ahead  of  competition,  along  with  strong  training,  are  allowing  CEO  Imrr 
reinvent  GE's  business  model  and  culture  to  promote  innovation. 


5.94  Understands  the  importance  of  media  convergence;  creates  new  user-friendly  electronic  products  witr 

great  design. 


Superior  business-process  model  built  on  ruthless  cost-cutting  and  innovations  in  supply-chain  manager 


Wants  to  use  its  powerful  IT  base  to  solve  customers'  problems  and  even  run  their  businesses. 


Steady  stream  of  new  tools  and  services  provide  simple  solutions  to  complex  problems.  Dominates  on 
search  and  is  growing  fast  in  advertising;  strong  connection  with  customers. 


Continuous  product  innovation  based  on  understanding  of  changing  consumer  lifestyles.  In  a  switch,  r 
seeks  outside  partners  for  new  expertise,  ideas,  and  even  products. 


Sharp  design,  changes  models  rapidly,  and  adds  features  effortlessly,  based  on  a  close  reading  of  custo 
desires  in  the  emerging  mobile  lifestyle. 


Ref  ramed  air  travel  as  a  lifestyle  brand  and  extended  the  brand  into  retail  stores,  cell-phone  service,  anc 
other  products;  takes  risks;  attacks  weak  spots  of  traditional  service  providers. 


3.89  Catches  the  pulse  of  the  consumer;  good  design;  understands  emotion;  moved  from  commodity  produc 

brand  leader;  generates  a  flow  of  new  products  from  cell  phones  to  stunning  flat-screen  TVs. 


324  Uses  supply-chain  and  logistics  superiority  to  move  into  new  markets  and  product  areas.  Data  mining  t 

customer  preferences  on  a  daily  basis,  contributing  to  fast  growth  despite  its  size. 


Quality  and  manufacturing  efficiency  are  constantly  upgraded.  Strategic  use  of  advanced  technology  yii 
big  market  advantages  in  areas  such  as  hybrid  cars. 


Forged  a  new  retail  business  model  based  on  customer  power,  cheap  prices,  and  community. 


2.70  Dynamic  business  model  with  the  ability  to  disrupt  itself  to  meet  competition  in  areas  such  as  wireless  compi 

2.70  Overturned  retail  distribution  with  Internet  technology  and  a  focus  on  the  consumer  experience. 


Top  consultant  on  the  process  of  innovation;  uses  design  principles  to  guide  companies  through  strateg 
changes  that  focus  on  consumer  experience. 


Reframed  the  coffee  business  as  a  lifestyle  brand  by  watching  customers;  created  a  strong  consumer  af 
to  the  brand  and  uses  that  affinity  to  sell  new  products,  such  as  music. 


L73  Combines  sleek  design,  advanced  technology,  and  Web-based  marketing  to  increase  brand  leadership 

move  into  extensions,  such  as  the  the  revived  MINI  Cooper. 
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CINGULAR      INTRODUCES     THE     BLACKBERRY    7100  g™ 


works  like  a  phone, 
delivers  like  a  BlackBerry. 


Get  both  in  one  sleek  device  with  the 
BlackBerry  7100g™  from  Cingular. 

•  Real-time  access  for  up  to  10  email 
accounts,  calendar,  contacts,  and  data 

•  Hands-free  speakerphone  capability 

•  Voice  roam  to  over  150  countries 
and  access  data  services  in  over  75 
countries  with  the  largest  global 
coverage  of  any  U.S.  provider 

•  SureType™  intuitive  software  for  easy, 
rapid  text  entry 

•  Bluetooth®  wireless  connectivity 

BlackBerry  7100g   $10099 

AFTER  J50  MAIL-IN  REBATE  CARD  WITH 

2-YEAR  UNLIMITED  DATA  PACKAGE 

AND  VOICE  PLAN. 


:::  BlackBerry 


Call  1-866-4CWS-B2B      Clickwww.cingular.com/7100g     Visit  your  nearest  Cingular  store 
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the  paragon  of  the  creative  corporation. 
Companies  throughout  the  world  are  de- 
constructing Apple's  success  in  design  and 
innovation,  and  learning  the  lessons. 

Today  all  kinds  of  blue-chip  CEOs  are 
signing  on  to  creativity.  A.G.  Lafley,  P&G's 
CEO,  and  Jeffrey  R.  Immelt,  GE's  CEO  are 
at  the  core  of  the  new  movement.  Lafley 
started  it  when  he  took  over  in  2000,  but 
Immelt' s  conversion  to  creativity  when  he 
became  chief  executive  in  2001  is  giving 
the  shift  to  creativity  more  momentum. 
Because  of  GE'S  size  and  scope,  when  it 
moves,  the  economy  moves  with  it.  The 
vocabulary  of  business  may  be  changing 
as  well.  Ifs  hard  to  imagine  former  GE 
boss  Jack  Welch  saying:  "Creativity  and 
imagination  applied  in  a  business  context 
is  innovation,"  as  Immelt  recently  did.  Or 
"we're  measuring  GE's  top  leaders  on 
how  imaginative  they  are.  Imaginative 
leaders  are  the  ones  who  have  the 
courage  to  fund  new  ideas,  lead  teams  to 
discover  better  ideas,  and  lead  people  to 
take  more  educated  risks,"  as  he  added. 
That's  a  sea  change  from  rewarding  GE 
managers  for  a  career  of  floating  from  op- 
eration to  operation,  massaging  the 
process  for  incremental  improvements. 

Lafley  sits  on  GE's  board,  so  two  of 
America's  most  powerful  and  effective 
CEOs  now  meet  regularly,  talk  about  cre- 
ativity, discuss  which  of  the  new  breed  of 
innovation  gurus  is  offering  the  best  ad- 
vice, and  exchange  notes  on  what  works 
and  what  doesn't.  When  the  history  of  the 
transition  from  the  Knowledge  Economy 
to  the  Creativity  Economy  is  written,  these 
two  will  probably  get  much  of  the  credit. 

To  understand  why  the  creativity 
movement  is  becoming  so  important,  you 
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More  on  The  Creative 
Corporation,  Only  at 
BusinessWeek.com 

Who  is  most  innovative  in  your  industry? 

See  BCG's  survey. 

Slide  Show:  From  big  tops  to 

Birkenstocks,  everything  is  being 

reconceived. 

"Solutions  Are  More  Human":  IDEO's 
David  Kelley  talks  about  how  trends  in 
design  are  changing  companies. 

"Why  Do  You  Need  That?"  3M  stays 
innovative  by  asking  customers  basic  but 
probing  questions. 

P&G's  Top  Secret  Design  Board:  Trying 
to  identify  consumer-product  needs 
that  consumers  haven't  identified 
themselves. 


BusinessWeek  online 


www.businessweek.com/innovate/ 
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need  to  go  back  to  its  roots  at  P&G.  By 
harnessing  the  power  of  design,  P&G  has 
transformed  itself  from  a  stagnant  brand 
manager  into  a  model  of  innovation  effi- 
ciency that  outperforms  industry  rivals. 

Before  Lafley,  P&G's  volume  growth 
was  basically  flat.  The  company  cared 
more  about  how  its  products  functioned 
than  it  did  about  how  customers  felt 
about  them.  "P&G  had  the  best  chemical 
engineering  and  marketing  operations  in 
the  country,"  says  Patrick  Whitney,  direc- 
tor of  the  Institute  of  Design  at  Illinois  In- 
stitute of  Technology.  "It  didn't  care 
about  the  user  experience."  P&G  could  tell 
retailers  to  stock  eight  kinds  of  Crest,  and 
they  did.  As  power  shifted  to  big  retailers, 
P&G  couldn't  do  that.  "It  had  to  create 
new  products,  and  to  do  that,  P&G  had  to 
get  closer  to  the  consumer,"  says  Whitney. 

Fresh  Eyes 

LAFLEY  TURNED  TO  design.  In  2001  he 
established  a  new  executive  post:  vice-pres- 
ident for  design,  innovation,  and  strategy, 
naming  Claudia  B.  Kotchka,  now  53,  to  fill 
it.  She  and  Lafley  knew  they  couldn't 
change  P&G's  culture  without  fresh  eyes 
from  the  outside.  So  they  made  a  major  de- 
cision: Even  as  P&G  began  laying  off  thou- 
sands of  top  executives,  middle  managers, 
scientists,  and  others,  it  quadrupled  its  de- 
sign staff.  For  the  first  time  it  hired  a  legion 
of  designers  who  had  worked  at  other  com- 
panies and  in  other  industries. 

In  a  second  crucial  decision,  Kotchka 
dispatched  designers  to  work  directly  with 
R&D  staffers  to  help  to  conceive  new 
products.  This  changed  P&G's  entire  inno- 
vation process,  making  it  consumer-centric 
rather  than  driven  by  new  technology.  To 
open  up  the  company  further,  P&G  started 
hiring  different  kinds  of  consultants. 
Among  them  were  Design  Continuum; 
ZIBA  Design  in  Portland,  Ore.;  Chicago's 


Doblin  Group;  and  IDEO  in  Palo  Alt 
Here's  how  it  works  at  P&G:  K  I 
contacts  P&G's  divisional  heads,  as! 
a  list  of  possible  opportunities  des| 
might  address.  Recently,  the  head  o 
care  said  it  was  time  to  look  at  ba 
cleaning.  Kotchka  brought  in  IDE 
the  goal  of  helping  out.  IDEO  and 
designers  went  out  and  observed 
cleaning  bathrooms  around  the  w< 
South  America  they  saw  women 
brooms  to  clean  walls  and  showers 
tively  and  built  a  prototype  comb: 
small  hand  cleaner  with  a  long  poh 
tested  the  idea  via  a  survey.  People  h; 
But  P&G  hung  in  there.  What  is  f; 
coming  the  Holy  Grail  of  innovatioi 
"unmet,  unarticulated"  needs  oi 
sumers— didn't  show  up  in  the  surv 
stead,  P&G  relied  on  the  informed 
ition  of  designers  and  tested  tht 
again,  using  working  prototypes.  I 
loved  the  real  thing.  P&G  then 


Some  In  now 


There  are 
many 
mistaken 
views 
about  how 
innovation 
works.  Here 
are  some  of 
the  most 
pervasive: 


MYTH 


■  Innovation  is 
about  creating  I 
new  products 

■  Innovation  is 
crazy  creativity 

■  Innovation  is 
and  takes  time 

■  You  need  hur 
ideas  because  t 
rate  for  innovati 

■  Metrics  guar; 
higher  innovatic 
success  rates 
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•l  the  walls  of  its  Mr.  Clean  brand, 
ted  in  and  used  the  Mr.  Clean  deter- 
for  the  new  product.  The  Mr.  Clean 
cReach  was  introduced  in  April— 
a  four-foot  detachable  pole.  Mim- 
as this  example  may  be,  it  shows 
design  strategy  can  generate  innova- 
jiew  products  and  sales. 
I  build  a  design  infrastructure,  Lafley 
[.'stablished  what  he  calls  his  innova- 
gym,"  a  place  to  train  managers  in 
ew  design  diinking.  And  he  created  a 
m  Board  of  non-P&Gers  who  provide 
dependent  perspective  on  products, 
1  extensions,  and  marketing, 
f  Immelt  inherited  one  of  America's 
successful  companies.  GE's  incredi- 
irocess  culture,  which  brought  so 
1  to  the  bottom  line  in  the  '90s,  was 
nger  enough  to  maintain  its  leader- 
in  the  21st  century.  Like  Lafley,  Im- 
needed  to  create  an  innovation  cul- 
quickly.  One  of  his  major  goals  was 
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to  raise  GE's  average  organic  growth  to 
8%  from  the  5%  of  the  past  decade.  The 
skills  Jack  Welch  prized— cost-cutting,  ef- 
ficiency, the  continual  improvement  of 
operations— couldn't  deliver  that. 


Big  Bets 


IMMELT  LAUNCHED  a  series  of  what  he 
calls  Imagination  Breakthrough  projects, 
investing  more  than  $5  billion  in  80  ini- 
tiatives that  take  GE  into  new  markets, 
product  areas,  and  industries.  He  told  his 
managers  to  connect  with  consumers, 
learn  to  take  risks,  and  place  big  bets.  GE 
is  already  reaping  major  benefits  from 
previous  bold  moves.  Its  latest  quarterly 
profit  surge  of  24%  is  due  in  part  to  re- 
framing  the  idea  of  power  generation. 
The  company  expanded  it  from  gas  tur- 
bines to  wind  and  solar,  which  paid  off. 

Also  like  Lafley,  Immelt  is  pushing  to 
change  the  corporate  structure  to  spur 


ays.  Some  companies  have  that  kind  of  creative  cultural  DNA,  and  others  don't, 
i  audits  often  reveal  hidden  strengths  in  areas  such  as  brand  recognition  and 
livery. 


ill.  Creativity  is  an  essential  part  of  the  innovation  process,  but  metrics,  discipline, 
leadership  are  just  as  crucial.  

to  innovate  is  far  more  expensive.  This  is  especially  true  at  a  time  when 
/  and  information  are  being  commoditized  and  globalized. 


Companies  that  have  innovation  architecture  in  place  can  handle  many  concepts 
2.  Most  don't  and  would  do  better  to  focus  on  fewer,  bolder  ideas  that  shift  product 
reframe  brands,  and  meet  consumer  needs. 

i  measure  your  way  to  mediocrity.  The  right  financial  hurdle  rates  and  other  met- 
sential  but  they  are  only  part  of  a  larger  innovation  process.  Design  strategies  such 
ototyping  and  customer  observation  are  as  important  as  measurement  for  inno- 
ductivity. 


creativity.  He  appointed  Beth  Comstock 
to  the  newly  created  position  of  chief 
marketing  officer  in  charge  of  generating 
innovation  and  creativity.  He's  bringing 
in  many  of  the  same  design  and  innova- 
tion gurus  Lafley  uses  so  effectively.  And 
GE  being  GE,  has  its  new  acronym,  CEN- 
COR,  for  its  innovation  process. 

Call  it  CENCOR,  creativity,  or  imagina- 
tion, GE  is  doing  it.  Comstock  recently 
held  a  "China  market  discovery"  session, 
bringing  together  some  90  people  for 
three  days.  Outside  innovation  consult- 
ants pushed  the  envelope.  "We  forced  the 
group  to  get  outside  itself,  to  look  at  Chi- 
na with  new  eyes,"  says  Comstock.  The 
effort  appears  to  be  working:  Sales  to  Chi- 
na soared  in  the  latest  quarter. 

What  is  the  methodology  of  the  new 
design  strategy  that  Lafley,  Immelt,  and 
others  are  adopting?  The  basics  are  sim- 
ple. They  start  with  observation— going 
out  and  directly  seeing  customers  shop  at 
malls,  families  eating  in  restaurants,  or 
patients  being  treated  in  hospitals.  Gap 
Inc.  and  others  have  found  that  social 
shopping— in  pairs  and  threesomes— is 
the  norm  in  its  stores,  so  if  s  making 
dressing  rooms  bigger.  Trying  out  lots  of 
ideas  fast  by  making  models  or  videos 
(prototyping)  is  the  next  step.  This  lets 
managers  visualize  concepts,  make  deci- 
sions on  which  to  improve  and  which  to 
discard,  and  launch  products  faster. 

Storytelling  is  very  important.  Design- 
ers have  found  that  placing  a  potential 
new  product  within  an  emotional  story 
that  connects  with  consumers  raises  the 
chances  of  success.  The  design  of  the  new 
fine  of  MINI_motion  watches  and  driving 
shoes,  for  example,  captures  the  story  of 
the  Mini  Cooper's  cool  urban  driving  ex- 
perience. It's  about  the  driver,  not  the  car. 

The  final  ingredient  in  design  strategy 
is  building  an  organizational  process 
that  does  these  things  all  the  time.  This 
kind  of  change  can  be  wrenching  for  a 
company,  but  the  payoffs  are  enormous. 
"You  can  build  a  kind  of  culture  of  routine 
innovation  through  design  thinking," 
says  one  of  the  pioneers  of  the  new  disci- 
pline, David  Kelley,  co-founder  of  IDEO 
and  head  of  the  new  D-school  at  Stanford. 

So  watch  out,  consultants.  A  whole 
new  cadre  of  advisers  is  out  to  lead  CEOs 
into  the  Creativity  Economy.  They  speak  a 
language  different  from  Establishment 
consultants'  (more  anthropology,  less 
technology)  and  advise  differently  (more 
hands-on  workshops,  fewer  company- 
wide  surveys).  Mainstream  consultants, 
such  as  BCG,  are  building  their  innova- 
tion expertise,  but  they'd  better  hurry. 

The  new  gurus  have  emerged  from  the 
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depths  of  the  late  '90s  meltdown  and  the 
shock  of  Asian  competition  to  show  CEOs 
a  path  beyond  the  Knowledge  Economy 
to  an  even  higher-value-added  business 
model.  They  say  they  have  found  a  way  to 
play  a  high-margin  game  in  a  low-priced 
world,  a  means  of  differentiating  prod- 
ucts in  a  commoditized  marketplace  and 
a  methodology  for  staying  ahead  of  Asian 
rivals.  They  are  the  keepers  of  creativity  in 


a  world  awash  in  technology,  the  champi- 
ons of  innovation  in  a  globe  drowning  in 
commodities.  Meet  seven  of  them  on 
page  76  and  many  more  on  our  new  site. 
There's  a  lot  of  talk  about  America  be- 
coming a  97-pound  weakling.  But  the 
naysayers  don't  get  the  strength  inherent 
in  a  truly  Creative  Economy.  This  revolu- 
tion has  barely  begun,  and  building  cre- 
ative, innovative  companies  is  the  great 


task  ahead.  In  the  pages  that  follow 
online,  you'll  find  the  tools,  methc 
metrics  to  help  make  it  happen. 

-With  Robert  Berner  in  Ch 
and  Diane  Brady  in  Nat 
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Bringing  Innovation  to 
The  Home  of  Six  Sigma 


Jeff  Immelt  is  creating  a  stir  at 
General  Electric  Co.  Through  the 
years,  GE  has  produced  a  string  of 
superlative  results  using  precision 
management  tools  such  as  Six 
Sigma  and  by  giving  execs  rich  incentives  for 
efficiency.  Now  Immelt  wants  to  turn  GE's 
buttoned-down  ranks  into  a  legion  of 
innovators  with  a  flair  for  creative  thinking. 
He  spoke  with  BusinessWeek's  Diane  Brady 
about  his  experiences  and  his  expectations. 

You  talk  about  making  GE  more 
innovative.  What  do  you  really  mean? 

We  need  to  be  focused  on  where  customers 
are  going.  We  should  be  playing  into  major 
demographic  trends  and  the  needs  of  our 
customers. 

How  do  you  get  there  from  here? 

We  want  to  make  it  O.K.  to  take  risks  and  do 
things  that  aren't  just  going  to  [produce 
results]  this  quarter.  One  way  I  do  that  is 
with  the  Imagination  Breakthroughs 
("The  Immelt  Revolution,"  Management, 
BW-Mar.28). 

Is  this  simply  a  matter  of  giving  people 
permission  to  take  risks? 

[In  part],  but  we're  also  working  on  a  whole 
new  set  of  leadership  traits.  We  went 
through  a  comprehensive  internal  effort  and 
came  back  with  five  traits  we  now  use  at  our 
training  center  in  Crotonville  [NY.].  They  are: 
external  focus,  decisiveness,  imagination 
and  courage,  inclusiveness,  and  domain 
expertise.  This  is  the  foundation  of  how  you 
become  more  innovative. 

Do  you  have  to  do  more  than  that  to 
make  your  managers  truly  creative? 

Creativity  is  important.  It's  an  ingredient  in 


innovation,  but  it's  not  the  only  thing.  We're 
trying  to  stimulate  new  thinking  by  bringing 
people  in  from  the  outside,  such  as  [design 
consultants]  IDEO,  to  make  sure  we're  not 
too  internally  focused. 

What  do  you  feel  the  outsiders  have 
brought  to  the  company? 

They  try  to  approach  growth  in  unique  ways 


by  looking  at  unmet  needs  of  customers.  V 
do  creativity  sessions  with  them  and  thing 
like  that.  It  gives  us  some  new,  nonlinear 
thinking,  which  is  something  I've  picked  up 
from  A.G.  Lafley  at  Procter  &  Gamble. 

Is  Lafley  a  particular  inspiration  to  you 

We  used  [P&G]  as  a  benchmark.  He  has  th 
innovation  gym  [to  train  managers  and  tes 
new  ideas]  and  he  has  found  new  ways  to 
blow  some  of  the  walls  out  and  do  a  better 
job  of  integrating  ideas  from  the  outside. 

Is  it  a  big  leap  from  a  Six  Sigma  culture 
focused  on  productivity  and  quality  to 
an  innovation  culture? 

I  look  at  Six  Sigma  as  a  foundation  on  whic 
you  can  build  more  innovation.  I  don't  thinl 
every  manager  can  do  both  [Six  Sigma  anc 
innovation],  but  I  don't  need  every  manage 
to  do  both. 


Why  do  you  think  innovation  is  more 
important  today  for  GE,  or  for  busines 
in  general? 

We're  leaving  a  period,  particularly  in  the 
late  '90s,  where  global  economic  growth 
the  developed  world  was  pretty  robust.  It's 
just  choppier  now.  You  need  new  ways  to 
boost  growth. 


Do  you  think  managers  have  to  becor 
more  like  designers,  or  masters  of 
creativity? 

What  I  tell  people  is  that  we  have  to  develof 
new  leaders  for  growth-people  who  are 
passionate  about  customers  and 
innovation,  [people]  who  really  know 
markets  and  products.  [Traditional] 
professional  management  isn't  going  to  giv 
you  the  kind  of  growth  you  need  in  a  slow- 
growth  world. 

Do  you  feel  you've  become  more 
innovative  in  the  past  few  years? 

[It  all]  goes  back  to  people-those  who  wa 
to  take  swings.  I  tell  people  that  you  have  tc 
view  these  [new  leadership]  traits  as  criti 
to  your  long-term  development.  You  have  tc 
change...or  else  you  don't  have  a  great 
future  at  this  company. 


68    BusinessWeek  I  August  1.  2005 


Who  is  keeping  more  than  35,000  of  the  nation's  buildings 

safe,  comfortable  and  energy  efficient? 

\/\/  LJ       ^4  if*       We're  .Siemens,  ;i  global  innovation  company  helping  ilie  needs  ol'  businesses 
■   W  V-»      SmA  I    \m*  •   and  communities  right  here  in  tbe  lis.  One  of  our  specialties  is  makiny 
buildings  comfortable,  safe,  productive  and  less  costly  to  operate.  We  foais  on  improving  the  perfrrrniaiice 
ol  our  customers'  buildings,  so  that  the)  can  locus  on  improving  their  business  purformam  e. 
With  an  expertise  in  building  controls,  lire  safety,  securin  systems,  and  energy  performance 
solutions,  we  can  help  your  building  work  lor  you.  But  unless  you're  one  of  the  70,1)00  \merii  ans 
that  we  currently  employ,  you  may  not  know  us.  We're  Siemens. 
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The  Problem 


i^*"» 


Companies  in  the  U.S.,  Europe,  and  Japan  are  struggling  with 
innovation.  Despite  spending  huge  sums  on  R&D,  most 
corporations  have  dismally  low  levels  of  innovation 
productivity.  The  brutal  truth  is  that  up  to  96%  of  all 

new  projects  fail  to  meet  or  beat  targets  for  return  on 
investment.  New  cutting-edge  research  from  the  Doblin 
Group,  Peer  Insight,  BCG,  Jump,  Stone  Yamashita 
Partners,  and  other  innovation  consultants  can 
provide  useful  tools  to  build  creative  corporate 
cultures  and  boost  innovation  "hit"  rates. 


>l% 


>2%      >2%       2% 


Innovation's  Dismal 
Success  Rate 

All  industry  innovation  initiative 
success  rate:  4.5% 

Note:  ROI  hurdles  were  set  by  companies  themselves 
and  varied  from  one  to  another 

Data:  Doblin  Group 
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ie  Solution 

idical  approach  to  innovation  based  on  new  research  in  design  strategy  and  innovation  methods 
metrics  can  dramatically  improve  innovation  success  rates,  sometimes  by  a  factor  of  10  or  20. 
wation  consultant  Doblin  Group  has  many  of  the  most  sophisticated  tools. 


*  ONE:  CHANGE  THE  GAME 

e  are  at  least  10  types  of  innovation.  Using  them  in  combination  can  change  an  entire  product  category.  Apple's  iPod  wasn't  just 
,"  it  broke  the  existing  MP3  mold  by  excelling  in  at  least  seven  types  of  innovation  (red  bullets).  It  did  less  well  in  three  others. 


ISINESS  MODEL 

tiated  a  way  for  musicians, 
:  publishers,  and  Apple  to 

from  downloads.  Apple 
jains  from  sales  of  iPods. 

TWORKING  Partnered 
publishers  to  sell  music 

legally  and  worked  with 
jsory  producers  to  extend 
i  market  and  brand. 

JUNG  PROCESS  Built 

aces  and  software  for 

e  to  connect  with  Apple  that 

e  emulated. 


CORE  PROCESS  Based  core 

strengths  on  culture  and  talent 
that  are  open  to  rivals  smart 
enough  to  match  them. 


■  PERFORMANCE  Created  a  line 
of  hardware  that  is  easy  to  use, 
wonderful  to  see  and  touch,  and 
is  clearly  differentiated  in  the 
marketplace. 

■  PRODUCT  SYSTEM  Has  a 

seamless  web  of  iPod  hardware 
and  software,  iTunes  Internet 
commerce,  and  retail  Apple 
stores-plus,  a  world  of 
accessories. 

SERVICE  Has  great  Genius  Bars 
but  there  are  problems 
servicing  iPod  batteries. 


■  CHANNEL  Made  a 
breakthrough  deal  to  sell  music 
legally  over  the  Web  and  build  a 
multichannel  network  to  sell 
hardware  on  the  Web, 
electronics,  and  Apple  stores. 

■  BRAND  Bolstered  Apple's 
image  with  great  interface  and 
intuitive  iTunes  music  software. 

■  CUSTOMER  EXPERIENCE 

Shapes  powerful  emotional 
responses  by  allowing  people  to 
download,  store,  and  share 
personal  music  collections. 

Data:  Doblin  Group 
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sanies  tend  to  compete  in  the  same  innovation  arenas,  especially  in  new  products  and  services.  But  investing  in  overlooked  areas, 
as  better  consumer  experiences,  can  often  yield  a  greater  return  on  innovation  investments.  Building  innovation  topographies  can 
il  patterns  in  your  industry  and  show  you  where  you  can  differentiate. 


nputers  &  Peripherals 


Passenger  Airline  Services 


;  peaks  show  the  level  of  investment  in  one  kind  of  innovation 
remely  high.  In  the  PC  business,  everyone  is  slugging  it  out  in 
vare  and  systems.  Going  elsewhere  offers  more  opportunity. 


■  Valleys  and  flat  areas  reveal  overlooked  areas  of  innovation. 

Jet  Blue  succeeded  by  focusing  on  the  traveler's  experience.  Con- 
sumer experience  may  be  the  most  promising  place  for  innovation. 
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The  Mistakes 


They  vary  from  industry  to  industry  but  the  most  common  innovation  failure  comes  from 
companies  that  confuse... 


■  R&D  with  innovation. 

Hiking  R&D  spending 
doesn't  automatically 
raise  innovation  success. 
Cutting  internal  R&D 
spending  and  seeking 
new  ideas  from  around 
the  globe  can  often  be 
more  productive. 


■  Consumer  marketing 
with  consumer 
understanding. 

Marketing  has  few  tools 
for  ferreting  out  the 
unarticulated  needs  of 
consumers. 


■  Design  with  design 
strategy.  Traditional 
design  is  about  style  and 
color  but  the  new  design 
strategy  provides  tools 
for  fashioning  products, 
visualizing  the  future,  and 
understanding  customer 
emotion. 


■  Innovation  with 
technology.  Tech-centric 
innovation  generates 
"feature-ridden  products 
that  can  frustrate 
consumers.  Consumer- 
centric  innovation 
generates  products  that 
people  crave. 


■  "Out-of-the-bo 
thinking  with 
innovation.  Creati 
key  to  innovation  b 
bepartofabroade 
discipline  that  incli 
management  incer 
CEO  leadership,  an 
financial  hurdles. 


The  Lessons 


After  years  of  integrating  information  technologies  and  expanding  R&D  spending,  companies  are 
frustrated  by  how  little  progress  they  have  made.  Procter  &  Gamble  and  General  Electric  are  leadi 
the  way  to  the  next  phase.  Here  are  some  of  the  key  lessons  from  their  efforts: 


■  Open  up.  Corporations 
need  to  end  their  "not- 
invented-here"  cultures 
by  linkingtheir  R&D  work 
to  online  networks  of 
scientists  and  overseas 
labs;  bringing  in  outside 
design  and  innovation 
expertise;  sending  top 
execs  out  shopping  for 
the  products  and  services 
their  companies  sell. 


■  Lead  the  revolution. 

CEOs  should  lead  a 
cultural  revolution  inside 
their  companies; 
personally  championing 
the  goal  of  raising 
innovation  success 
rates,  and  hiring 
designers  and  scattering 
them  to  work  with 
engineering,  marketing, 
and  branding  units. 


■  Change  managers. 

Only  some  managers 
trained  in  Six  Sigma  and 
other  traditional  business 
process  methods  will 
"get"  the  new  thinking 
about  design  and 
innovation.  Companies 
should  be  hiring  more 
anthropologists  and 
social  psychologists  and 
fewer  engineers. 


■  Change  the 
incentives.  Link  bonuses 
to  new  ideas,  customer 
satisfaction,  and  top-line 
revenue.  Tie  spending  to 
big  breakthroughs  in 
projects  that  identify 
new  markets,  sell  to  new 
customers,  and  create 
new  brands. 


■  Turn  the  innova  I 
process  upside  do  j 

Innovation  in  the' 
meant  developing 
technologies  in  the 
designing  a  producl 
tossing  it  at  consul 
Innovation  today  rrj 
observing  consumf 
discover  what  they 
then  satisfying  the] 
with  new  products.! 


The  Rewards 


How  innovation  translates  into  higher  prices  by  moving  up  the  experience  chain. 

COMMODITY  GOODS  SERVICE  EXPERII 


Prevailing  prices  for 

various  coffee  offerings 


10-20 


Per  Cup 

Data:  Pine  and  Gilmore,  The  Experience  Economy,  1999 
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VIRTUAL  OFFICES 


Professional  Workplaces  On-Demand 


Ve  provide  professional,  On-Demand  workplaces  in  the  most  prestigious  buildings 
tround  the  world.  Our  business-ready  offices  and  meeting  rooms  have  flexible  terms, 
re  fully  furnished  and  equipped  with  everything  you  could  possibly  need,  including 
dministrative  and  IT  support.  You'll  save  money,  because  there  is  no  up-front  capital 
xpenditure  and  monthly  costs  are  significantly  reduced.  Just  choose  the  right  amount  of 
Dace  in  the  right  location  for  the  right  amount  of  time. 


THE  REGUS  GROUP  NETWORK 
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HQ 
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Meeting 
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750     LOCATIONS     •     350     CITIES     •     60     COUNTRIES     •     ONE     CALL 


77-734-8795 
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MEETTHE 
INNOVATION  GURUS 

Epiphanies  for  hire:  When  it  comes  to  out-of-the-box  thinking, 
these  are  the  Magnificent  Seven 


THE  BRAND  WIZARD 

Yves  Behar 

fuseproject 
San  Francisco 

YVES  BEHAR  IS  THE  BRAND 
Man.  In  a  world  where 
consumers  are  choking  on 
choice,  technology  is 
pervasive  and  at  times 
overwhelming,  and  24/7  advertising 
turns  people  off,  Behar's  business  is 
creating  what  he  calls  "powerful, 
emotional  brand  stories  that 
connect  to  21st  century  consumers." 
A  well-designed  product  and  the 
story  it  tells  "create  better 
connections  to  consumers  than  30- 
second  TV  spots,"  he  argues. 

So  companies  often  call  on  him 
when  their  brands  need  a  major 
boost.  One  of  his  best-known 
interventions  of  late  has  been  for 
Birkenstock,  the  '60s  icon  of 
granola-ness  that  was  slipping 
among  Behar's  own  thirty- 
something  generation.  He  kept  the 
sandals'  signature  features— the 
comfortable,  posture-enhancing 
footbed  and  natural  cork-and-latex 
sole— which  exemplified  the 
ergonomic  and  ecological  values 
that  have  kept  Birkenstock 
customers  loyal  over  decades.  But 
he  also  added  running-shoe-type  technology  and  designed  a 
new  line  of  21st  century  leather  and  suede  shoes  and  boots. 
Then  he  came  up  with  a  name  for  the  new  brand  line:  The 
Architect  Collection.  He  designed  the  logo,  picked  the  ad 
agency  for  the  line,  and  even  designed  another  brand 
extension— colorful  "Birkies"  for  the  beach.  In  story  terms, 
Behar  reinterpreted  Birkenstock's  original  message  of 
reliability  and  "greenness"  to  a  new  generation  of  ecology- 
minded  people. 
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BMW  turned  to  Behar  when  it  wanted  to  create  a  serie 
auto-related  products  to  go  with  its  retooled  classic,  the  P 
Cooper.  Behar  told  his  clients  that  the  real  mini  story  waf 
about  the  car,  it  was  about  the  driver's  lifestyle.  The  MIN: 
brand,  he  says,  is  about  mobility,  maneuverability,  speed, 
fun.  So  Behar  designed  a  line  of  lifestyle  gear— a  watch,  s 
a  jacket— and  named  it  MINI_motion.  "Consumers  want 
products  that  tell  stories,  have  magic,  and  inspire,"  he  sa 


■TRANSFORMER 

3th  Comstock 

eral  Electric  Co.,  Fairfield,  Conn. 

ETH  COMSTOCK  CALLS  HERSELF  "A  LITTLE  BIT  OF 
the  crazy,  wacky  one"  at  corporate  headquarters.  And 
it's  an  apt  description  when  you  realize  she  works  at 
General  Electric  Co.  Comstock,  44,  is  charged  with 
forming  GE's  culture,  famously  devoted  to  process, 
leering,  and  financial  controls,  to  one  that's  more  agile 
reative.  Chairman  and  CEO  Jeffrey  R.  Immelt  tapped  the 
er  communications  chief  to  become  GE's  first-ever  chief 
:eting  officer  almost  three  years  ago.  The  job  came  with  a 
al  twist:  the  goal  of  driving  innovation  through  the 
>any's  300,000-plus  ranks. 

Creativity  is  still  a  word  we're  wrestling  with,"  Comstock 
*des.  "It  seems  a  bit  undisciplined,  a  bit  chaotic  for  a  place 
JE."  More  comfortable  territory  is  the  term  "imaginative 
em-solving"— encouraging  people  to  think  "what  if?"— 
ways  with  the  aim  of  driving  growth.  One  of  Comstock's 
moves  was  to  bring  in  anthropologists  to  audit  GE's 
re.  They  came  back  with  praise  for  GE's  famous  work  ethic 
oted  that  employees  wanted  more  "wow"— more 
veries  from  the  company  founded  by  Thomas  Edison, 
imstock  has  a  role  whose  importance  is  spreading 
ighout  Big  Business— that  of  innovation  champion.  She 
n  by  studying  best  practices  at  companies  such  as  Procter 
mble,  FedEx,  and  3M.  She  brought  in  a  raft  of  creativity 


consultants,  futurists,  and  design  gurus  to  lead  sessions  with 
different  operations.  Their  names  were  jolting  for  GE  types: 
Play,  a  Richmond  (Va.)  group  that  helps  execs  think  differently, 
and  Jump,  based  in  San  Mateo,  Calif.,  which  researches  how 
people  use  things.  GE  is  expanding  its  army  of  designers  to 
bring  businesses  closer  to  customers.  And  Comstock  is  staging 
"dreaming  sessions"  where  Immelt,  senior  execs,  and  custom- 
ers debate  future  market  trends.  Comstock  concedes  some 
managers  view  the  workshops  as  a  waste  of  time.  "We  have  a 
long  way  to  go,"  she  says.  But  for  GE,  there's  no  turning  back. 

By  Diane  Brady  in  New  York 


METRICS 


arry  Keeley 

lin  Group,  Chicago 


S  CO-FOUNDER  AND  PRESIDENT  OF  DOBLIN 
k    Group,  Larry  Keeley  is  one  of  a  handful  of  people 
a  who  are  inventing  a  new  science  of  innovation. 

m  Keeley's  three-dimensional  innovation  landscapes 
ot  only  unique  and  beautiful  to  look  at  but  are  also 
^endously  valuable  for 
:ompany  looking  for 
ration  opportunities, 
leley  has  done 
;ering  work  in 
nstructing  different 
s  of  innovation,  building 
lostic  measures  of 
vation,  and  analyzing  the 
causes  of  innovation 
re.  That  places  him  in  the 

pack  of  consultants  that 
executives  invariably 
in. 

(iradoxically,  the  man 
might  be  known  as  Mr. 
ics  because  of  his  focus 
leasurement  also 
>ens  to  be  the  keenest 
:  of  managing  solely  by 
bers.  "Innovation 


cannot  be  done  formulaically,"  says  Keeley.  "Putting  the 
right  numbers  into  the  wrong  innovation  process  won't  give 
you  results." 

He  tells  companies  that,  first  of  all,  they  need  to  discover 
and  understand  their  own  "innovation  DNA"— that  is,  what 
they  do  best— before  they  can  move  on  to  building  systems 
that  improve  their  innovation  "hit  rates."  He  tells  companies 
that  the  really  big  hits  are  often  the  products  that  innovate  in 
not  one  but  two  or  three  or  more  "innovation  spaces." 

Further,  Keeley  tells  them  to  focus  their  brainstorming. 
"The  worst  mistake  is  to  have  everyone  running  off 

generating  a  million  ideas," 
says  Keeley.  "The  goal  is  to 
focus  on  a  very  few  very  bold 
ideas  that  tend  to  work,  as 
opposed  to  many,  many 
ideas  all  over  the  place  that 
tend  to  fail." 

Keeley  wants  to  build  a 
science  of  innovation 
effectiveness.  To  that  end  he 
is  a  member  of  the  board  at 
the  Chicago-based  Institute 
of  Design  at  the  Illinois 
Institute  of  Technology, 
where  he  teaches  graduate 
design  strategy  courses. 
Keeley  also  lectures  at 
Northwestern  University's 
Kellogg  School  of 
Management  and  at  the 
University  of  Chicago. 
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THE  EXPERIENCE  GUY 

David  Rockwell 

Rockwell  Group,  New  York 

AT  A  TIME  WHEN  COMPANIES  OBSESSIVELY  TALK 
about  the  "consumer  experience,"  architect  David 
Rockwell  is  emerging  as  the  Experience  Guy.  His 
Rockwell  Group  has  designed  an  extraordinary  array 
of  projects  in  recent  years,  including  W  Hotels,  Montifiore 
Childrens'  Hospital,  stage  sets  for  Broadway  musicals  from 
Hairspray  to  the  Elvis  Presley-inspired  All  Shook  Up,  the 
Mohegan  Sun  gambling  casino,  special  lounges  for  kids  to 
drink  Coca-Cola,  Gap  stores,  toy  emporium  FAO  Schwarz, 
some  32  restaurants,  the  Academy  Awards  Kodak  Theatre  in 
Hollywood,  a  giant  mall  in  New  Jersey,  a  Canyon  Ranch  spa, 
condos  in  Miami,  and  the  interior  of  the  new  JetBlue  Airways 
terminal  at  John  F.  Kennedy  International  Airport. 

For  Rockwell,  who  grew  up  around  the  stage  (his  mother 
started  a  community  theater  group  when  he  was  six),  every 
job  is  about  "telling  a  story  and  emotionally  connecting  with 
people,"  as  he  puts  it.  For  each  project,  he  then  goes  out  and 
talks  to  people  who  will  be  using  the  space,  and  constructs 
the  narrative  about  their  lives.  He  then  storyboards  the 
themes  he  uncovers  and  tests  them  out. 

For  the  hospital,  his  teams  talked  to  dozens  of  kids  about 
what  if  s  like  to  be  a  patient.  Then  Rockwell  built  age-specific 
floors,  with  rooms  children  could  customize  with  music  and 
colors.  Since  families  accompany  sick  kids,  rooms  were  made 
bigger.  Artists  were  hired  to  do  different  playrooms.  And  there 
are  large  murals  of  what  the  Bronx  (where  the  hospital  is 
located)  looked  like  1  million  years  ago. 

Rockwell  always  builds  a  bit  of  magic  into  his  spaces.  He 
uses  materials  and  lighting  to  create  the  effect  of  being  in  a 
theater.  To  Rockwell,  designing  an  environment  means 
shaping  an  experience  that  lasts  in  the  memory.  Most 
companies  would  call  that  brilliant  branding. 
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DNA  DECODER 


Sohrab  Vossoughi 

Ziba  Design,  Portland,  Ore. 


Ti 


I  HE  FIELD  OF  DESIGN  RESEARCH  IS  MOVING 
fast,  but  if  you  look  far  enough  out  to  the  edge, 
just  might  see  Sohrab  Vossoughi,  founder  and 
president  of  ZIBA  Design.  Vossoughi  is  taking 
traditional  product  design  methods  (he  began  by  desit 
computers  and  printers  for  Hewlett  Packard  Co.)  and 
transforming  them  into  new  ways  of  creating  deeply 
emotional  consumer  experiences. 

ZIBA's  research  for  Logitech  on  mobile-phone  headse 
example,  showed  that  most  people  prefer  wearable  techi 

gy  they  can  touch  ar 
tuitively  use,  don't  n,  B 
fuss  over  as  they  rus  r 
through  the  day,  anc 
which  looks  good  ne 
face.  Vossoughi  the: 
thought  up  a  range  I 
ries  about  types  of  p 
rial  users— the  Road 
rior,  the  Teen  Talker. 
Family  Connector- 
tested  them  out.  Th^ 
to  "Logi,"  as  Vossou 
calls  the  company,  tc 
come  out  with  a  vari 
new  headsets. 

Vossoughi  is  also 
ing  Logitech  into  PC 
speakers.  "You  first 
your  client  discover 
own  corporate  DNA 
then  extend  that  DN 
into  other  brand  ex 
ences,"  says  Vossou 
In  fact,  he  believes  t    y 
patenting  intellects  {* 
property  may  soon  1 
of  date.  "When  you 
ate  new  experiences 
of  your  own  DNA  an 
one  else  can  do  it,  tf 
your  protection,'"  ht 
maintains.  "You  doi 
need  legal  protectio 
ZIBA's  client  rese 
is  moving  beyond  ol  5 
ing  what  people  do 
why  they  do  it  in  the  first  place.  Vossoughi  terms  this  T 
for  trend  and  consumer  insight,  and  he  has  cultural  an 
chiatric  anthropologists  delving  into  the  subject  of  mot 
tion.  One  important  insight  is  a  product  of  that  researc 
Relevance  and  authenticity  are  increasingly  important 
consumers,  especially  young  ones. 

Vossoughi  is  using  his  research  discoveries  to  build  w 
he  calls  "branded  environments,"  signature  spaces  for  F 
and  Umpqua  Bank.  He  is  also  helping  KitchenAid  with  < 
gy.  If  you  want  to  know  just  what  type  of  cook  you  are  ai 
why,  just  ask  Sohrab  Vossoughi. 
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COACH 


neanne  Rae 


Insight, 
andria,  Va. 

ENEANNE  RAE  IS  THE 

doyenne  of  service 

innovation.  With  her  Harvard 

University  MBA  and  seven 

at  IDEO,  the  Palo  Alto  (Calif.) 

i-strategy  powerhouse,  Rae  is 

ig  out  a  niche  in  showing 

e  companies  how  to  innovate. 

>founded  Peer  Insight  LLC,  a 

e  innovation  consortium,  in 

j  members  pay  a  fee  for  Rae  to 

^novation  audits.  Using  Peer 

lit  as  a  confidential 

nediary  (it  alone  knows  the 

i  of  specific  information), 

aers  then  share  in  the 

sses  and  failures  of  the  group 

enchmark  their  progress.  With 

cting  as  an  innovation  coach, 

l>al  is  to  help  service  companies  understand  how  to 

their  consumers'  experiences.  She  uses  design 

pies  to  rethink  company  strategies.  Peer  Insight  so  far 

Igned  up  seven  companies  as  charter  members— 

(Id,  Hewlett-Packard,  MasterCard  International,  Siebel 


Systems,  Siemens,  Starwood  Hotels 
&  Resorts,  and  York  International. 
Peer  Insight  has  also  done 
innovation  research  for  37  other 
companies,  from  FedEx  to 
T-Mobile. 

According  to  Rae,  there  is  little 
innovation  in  services.  Service 
companies  have  good  brand  and 
marketing  people,  she  says,  but 
there's  no  one  in  charge  of 
innovation.  "They're  like  tech 
companies,"  adds  Rae.  "They  come 
up  with  new  things  and  just  launch 
them  at  consumers.  They  don't  get 
that  if  s  all  about  interacting  with 
customers  first  and  then  giving 
them  great  experiences."  One 
exception  is  Starwood,  which  has  a 
Chief  Creative  Officer. 

Rae  also  serves  as  an  adviser  to 
Procter  &  Gamble  Co.'s  Claudia 
Kotchka  and  other  innovation 
leaders.  And  her  course, 
Developing  New  Products  and 
Services,  at  Georgetown 
University's  McDonough  School  of  Business,  is  hugely 
popular.  Rae,  along  with  most  of  these  gurus,  will  be  a 
columnist  for  BusinessWeek's  online  Innovation  &  Design 
portal.  There  she  will  discuss  the  17  disciplines  that  can  be 
used  as  an  innovation  scorecard  for  service  companies. 


ACADEMIC 

)ger  Martin 

ph  L  Rotman  School  of  Management, 
ersity  of  Toronto,  Ont. 

k  OGER  MARTIN  IS  THE  LEADING  PROPONENT  OF 

f  design  thinking  at  business  schools.  He  doesn't  mean 

I   merely  teaching  students  about  the  importance  of 

t  cool-looking  stuff.  He  sees  value  in  the  designer's 

fach  to  solving  problems— the  integrative  way  of 

ing  and  problem-solving 

an  be  applied  to  all 

onents  of  business. 

n's  take  on  the  future  of 

gement  is  shooting 

gh  innovation  circles: 

nesspeople  will  have  to 

tie  more  'masters  of 

sties'  than  'managers  of 

thms.' "  What  does  that 

1  mean?  Martin  is  saying 

orporate  managers  will 

:o  become  flexible 

;m-solvers  rather  than 

sticated  number- 

hers  if  they're  to  be 

ve  and  successful.  "With 

rces  of  competition 

,  it  will  make  the 


difference  between  success  and  mediocrity,"  Martin  predicts. 
Martin  launched  his  first  design-based  course  in  2003  in 
partnership  with  Ontario  College  of  Art  &  Design.  If  s  an 
elective,  but  by  the  2006-2007  school  year,  Martin  plans  to 
make  design  thinking  a  part  of  Rotman's  core  curriculum, 
which  students  will  be  required  to  take.  Eventually,  the  dean 
would  like  to  offer  a  rich  design  program  that  will  lead  to  a 
new  MBD  degree— Master  of  Business  Design— as  an 
alternative  to  the  standard  MBA.  In  an  era  of  vast  change, 
the  "administration"  of  business  isn't  enough.  You  have  to 
design  businesses.  "Business  education  is  too  inclined  to 
teach  you  to  accept  trade-offs,"  he  says. 

A  Canadian  native  and 
graduate  of  Harvard  Business 
School,  the  48-year-old  Martin 
left  a  position  as  co-head  of  a 
consulting  firm  to  take  the 
Rotman  post.  He's  working 
with  Patrick  Whitney,  director 
of  the  Institute  of  Design,  and 
David  Kelley,  co-founder  of 
design  consultancy  IDEO  and 
head  of  the  new  Stanford 
Design  School,  to  create  a  new 
design-based  curriculum  that 
can  be  used  in  business  schools. 
Martin  practices  what  he 
preaches:  He  advises  Procter  & 
Gamble  Co.  chief  AG.  Lafley, 
among  other  chief  executives. 
By  Robert  Berner  in  Chicago 
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TOMORROWS 
B-SCHOOL? 
IT  MIGHT  BE  A 
D-SCHOOL 

Business  schools  are  hooking  up  with 
design  institutes— or  starting  their  own 


JUST  A  FEW  DAYS  INTO  AN 
executive  management  course 
at  Stanford  University's  Grad- 
uate School  of  Business,  Mar- 
garet J.  Miller,  a  senior  econo- 
mist at  the  World  Bank,  found 
herself  sitting  at  a  table  wear- 
ing heavy  leather  gloves  and  vision-ob- 
scuring glasses,  trying  to  figure  out  how  a 
person  with  a  physical  impairment  might 
experience  the  process  of  wrapping  a  gift. 
The  goal  of  the  five-day  Managing  Teams 
for  Innovation  &  Success  (MTIS)  course: 
to  see  the  experience  through  new  eyes. 
"With  a  few  basic  tools— just  craft  mate- 
rials, really— people  could  actually  start  to 
think  about  things  from  different  points 


of  view  and  be  creative,"  says  Miller. 

Where  to  send  managers  to  learn  how 
to  be  creative  is  becoming  an  important 
issue  for  top  executives.  After  all,  the  MBA 
is  a  degree  in  "administration,"  and  in  a 
business  world  where  creativity  and  in- 
novation are  at  a  premium,  skills  in  ad- 
ministering organizations  have  less  value. 

With  MBA  enrollments  down,  B- 
schools  are  striving  to  become  more  rele- 
vant to  prospective  students.  To  remain 
leading  suppliers  of  management  talent  to 
corporations,  consulting  firms,  investment 
banks,  and  other  business,  B-schools  are 
being  forced  to  adapt  to  a  changing  world. 
"More  and  more,  companies  find  them- 
selves involved  in  exploration,"  says  Mar- 


garet A.  Neale,  a  professor  of  orga 
tional  behavior  and  leader  of  the 
program  at  Stanford.  "To  be  compet 
you  have  to  be  more  creative." 

Mixed  Success 

STANFORD  IS  DOING  just  that  by  e- 
lishing  a  new  Institute  of  Design 
will  teach  design  thinking  and  str; 
to  business,  engineering,  and  dt 
students.  This  "D-school,"  founde 
Stanford  engineering  professor  I 
Kelley,  also  founder  of  design  po 
house  IDEO,  may  well  give  Stanfor 
edge  over  its  B-school  rivals  as  inr 
tion  becomes  more  valued  for  corr 


The  B-Schools  Who  Get  It,  Plus  the  New  D-Sch 


The  core  offerings  of  nearly  all 
B-schools  are  not  meeting  the 
growing  demand  for  creative, 
innovative  managers.  Here  are 
some  of  the  best  courses  and 
programs  in  creativity  and 
innovation,  including  two  new 
"D-school"  alternatives: 


EXECUTIVE  EDUCATION 

STANFORD  Managing  Teams:  Execs  attend  a 
five-day,  $7,900  course  on  design  strategy  as 
a  management  tool;  includes  trip  to  design 
consultancy  IDEO. 

MIT  Product  Design:  A  traditional  four-day, 
$6,800  course  that  includes  managing 
design  and  ideas. 

WHARTON  Design,  Innovation:  Execs  join 
European  designers  in  Milan  and 
Copenhagen  for  a  five-day,  $9,250  class 
focusing  on  the  importance  of  good  design. 


MBA  ELECTIVE  COURSES 

BERKELEY  Design  as  a  Strategic  E 
Issue,  Managing  the  New  Product 
Development  Process,  Customer  E 

GEORGETOWN  Developing  New  F 
and  Services 

HARVARD  Managing  Product  Dev 

MICHIGAN  Integrated  Product  De 

NORTHWESTERN  Integrated  Proc 

INSEAD/ART  CENTER  COLLEGE 
DESIGN  Strategies  for  Product  an 
Development,  Consumer  Behavio 
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striving  to  increase  their  revenues, 
e  Institute  of  Design  (ID)  at  the  Illi- 
nstitute  of  Technology,  the  other  top 
100I  in  the  U.S.,  is  already  sending 
of  its  grads  to  big  businesses, 
e  than  half  our  graduates  are  going 
trategy,  marketing,  and  research  in 
anies,  not  just  design,"  says  Patrick 
ney,  director  of  the  ID.  Large  consul- 
ts such  as  McKinsey  &  Co.  are  hiring 
t  grads. 

siness  schools  have  been  trying  to 
design  thinking  into  their  curricu- 
Ir  well  over  a  decade,  with  mixed  suc- 
Many  have  worked  with  the  Corpo- 
Design  Foundation  in  Boston  to 
op  design  courses.  These  B-schools 


ROTMAN  The  tend  to  offer  a  single 
Toronto  school  is  elective  or  executive 
at  the  forefront  of  MBA  class  in  con- 
design-oriented  ventional  product 
education  design 

Harvard  Business  School's  course  in 
Managing  the  Innovation  Process, 
Northwestern's  Product  Development  & 
Design,  and  Georgetown's  Developing 
New  Products  &  Services  are  all  extreme- 
ly popular  among  MBA  students.  And  an 
elective  at  the  University  of  Michigan's 
Stephen  M.  Ross  School  of  Business,  for 
example,  has  had  students  developing 
improvements  to  cars  for  years. 

Problem-finding 

B-SCHOOLS  ARE  are  now  trying  to  go  be- 
yond the  single  elective  in  product  design 
by  linking  up  with  design  schools.  One  of 
best  programs  in  the  country  is  the  Inte- 
grated Product  Development  track  for 
MBAs  at  Carnegie  Mellon  University's 
Tepper  School  of  Business.  Designers, 
engineers,  and  marketers  mix  it  up  in  the 
classroom  to  develop  prototypes  of  useful 
products  that  are  commercially  viable. 
MBAs  more  accustomed  to  financial 
analysis  and  bottom-line  issues  are 
pushed  to  think  more  creatively.  "Inno- 
vation is  critical  in  management.  You 
have  to  innovate  to  compete  and  sur- 
vive," says  Carnegie  Mellon  Dean  Ken- 
neth B.  Dunn. 

At  the  Haas  School  of  Business  at  the 
University  of  California  at  Berkeley,  Sara 
L.  Beckman,  a  senior  lecturer  in  opera- 
tions, teaches  a  course  called  Design  as  a 
Strategic  Business  Issue.  Beckman  has 
teamed  up  with  IDEO,  Berkeley's  School 
of  Engineering,  and  California  College  of 
the  Arts  to  teach  a  course  called  Man- 


aging the  New  Product  Development 
Process.  For  many  MBAs,  it's  the  first 
time  they  have  ever  worked  with  non- 
business people  on  projects.  "The  ana- 
lytical MBA  focuses  on  solving  a  prob- 
lem, but  the  design  process  focuses  on 
problem-finding,"  says  Beckman. 

That's  the  premise  behind  the  Univer- 
sity of  Pennsylvania's  Wharton  School 
executive  program— Design,  Innovation 
&  Strategy— scheduled  for  this  fall  in  Mi- 
lan and  Copenhagen.  The  course,  part  of 
the  Wharton  Fellows  program  that 
brings  together  mostly  middle  man- 
agers from  around  the  world,  was  con- 
ceived by  a  group  of  senior  executives. 
Their  rationale?  Design  is  often  the  path 
to  innovation. 

iNSEAD's  joint  program  with  the  Art 
Center  College  of  Design  in  Pasadena, 
Calif.,  one  of  the  leading  car  design 
schools  in  the  world,  brings  design  stu- 
dents to  Europe  to  team  up  with  business 
students  in  various  courses.  Then  they  go 
to  Pasadena,  where  students  present 
their  designs. 

Many  companies  are  going  directly  to 
top  design  firms  to  set  up  customized  ex- 
ecutive-education sessions.  Most  of  these 
involve  getting  the  CEO  and  his  top  man- 
agers out  shopping  for  the  things  their 
company  sells.  It's  a  game  of  "be  your 
customer"  that,  despite  its  simplicity,  can 
have  enormous  impact.  Samsung  has 
learned  a  great  deal  about  design  by  at- 
tending various  sessions  at  IDEO  and  oth- 
er consulting  firms. 

Learning  how  to  be  creative  is  one  of 
the  great  managerial  challenges  ahead.  It 
was  once  obvious  where  managers 
should  go  for  training.  That's  no  longer 
the  case.  ■ 

—By  Jennifer  Merritt  and  Louis  Lavelle 


GRAMS 

E MELLON  Integrated  Product 
ent  track  for  MBA  students. 

SCHOOL  OF  MANAGEMENT 

teaching  design  thinking  and 
eader  in  developing  new  B- 
riculum  for  design  strategy 
ation. 

AER  Design  faculty  co-teaches 
ses. 

1  ONTARIO  Nontraditional 
urging  students  to  learn  business 
igles. 

"D-SCHOOL"  ALTERNATIVES 

«  STANFORD  INSTITUTE  OF  DESIGN 

Multidisciplinary  teaching  of  design  thinking, 
methodology,  and  strategy  focused  on 
developing  an  innovation  culture.  The  newest 
and  most  ambitious  school,  led  by  IDEO 
co-founder  David  Kelley. 

ILLINOIS  INSTITUTE  OF  DESIGN  A  leader  in 
developing  innovation  metrics  and  design- 
strategy  curricula.  Nine-month  program, 
leading  to  a  master  of  design  methods 
degree,  for  midlevel  managers  without  a 
design  background.  Combines  innovation, 
user  insight,  and  organizational  strategy. 
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The  Unraveling 
Of  an  Empire 

Film  and  TV  mogul  Diller  aimed  to  build 
an  online  powerhouse.  Now  for  Plan  B 


TWO  YEARS  AGO,  BARRY 
Diller  was  positioning 
himself  as  the  Internet's 
first  swaggering  Holly- 
wood-style mogul.  Diller, 
the  former  head  of  Para- 
mount Pictures  and 
founder  of  Fox  Television  Network,  was 
angling  to  dominate  entire  sectors  of  on- 
line commerce. 

As  CEO  of  IAC/InterActiveCorp,  he 
gobbled  up  key  Web  players  in  markets 
from  mortgage  banking  to  real  estate. 
And  on  Aug.  8,  2003,  Diller  placed  the 
crown  on  his  empire  by  completing  his 
buyout  of  travel  powerhouse  Expedia  Inc. 
He  boasted  that  his  widening  position  on 
the  Net  would  give  IAC  "a  role  in  defining 
the  economic  laws"  of  entire  industries- 
starting  with  travel.  Wall  Street  stars 
bought  the  vision.  Legendary  mutual 
fund  manager  Bill  Miller  took  a  16%  stake 
in  IAC,  saying  Diner's  Internet  colossus 
reminded  him  of  Warren  E.  Buffett's 
Berkshire  Hathaway  Inc. 

Like  many  Hollywood  extravaganzas, 
however,  Diller's  production  in  the  last 
two  years  has  strayed  from  its  script.  It 
has  been  victimized,  in  part,  by  changing 
industry  trends:  As  travel  picked  up  in 
the  grim  aftermath  of  the  2001  terror  at- 
tacks, Expedia  and  its  stablemate, 
Hotels.com,  lost  much  of  their  leverage 
over  hotel  chains.  At  the  same  time, 
Diller— a  famously  tough  boss— oversaw 
an  exodus  of  top  managers,  especially 
from  the  travel  businesses.  And  he  un- 
settled Wall  Street,  on  occasion,  with 
combative  behavior.  The  upshot:  As  oth- 
er Net  stocks,  from  Yahoo!  to  Google, 
have  surged,  IAC  has  tumbled  38%  since 
Diller's  Expedia  buyout. 

Now,  as  the  Hollywood  press  might 
say,  it's  Splitsville.  Frustrated  that  woes 
at  the  travel  divisions  were  dragging 
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down  the  stock,  Diller  moved  last  year  to 
hive  off  travel  from  the  rest  of  IAC.  And 
on  July  19,  shareholders  O.K.'d  the  plan 
to  cleave  the  company  in  two.  The  travel 
businesses,  with  $2.1  billion  in  projected 
revenue,  according  to  Merrill  Lynch  & 
Co.,  will  start  trading  in  early  August  as 
Expedia  Inc.  This  will  bundle  Expedia 
with  troubled  Hotels.com,  deep-dis- 
count travel  site  Hotwire,  and  travel-ad- 
vice site  TripAdvisor.  IAC  will  be  left  with 
a  grab  bag  of  companies  with  revenue 
this  year  expected  to  reach  $5.7  billion. 
They  range  from  Ticketmaster  and  loan 
broker  LendingTree  to  newly  acquired 
search  engine  Ask  Jeeves.  Diller  will  re- 
main chairman  of  both  companies,  but 
he  has  installed  longtime  lieutenant 
Dara  Khosrowshahi  as  Expedia's  CEO. 

Many  on  Wall  Street  are  quick  to 
brand  Diller's  $10  billion  dealmaking 
spree  a  bust.  They  need  look  no  further 

Barry's  Buildup 
And  Teardo  wn 

In  spring  of  1999,  at  the  height 
of  the  dot-com  boom,  TV  and 
movie  mogul  Barry  Diller  turned 
to  the  Internet,  buying  a 
majority  stake  in  Hotels.com. 
After  the  dot-com  bust,  he 
attempted  to  piece  together  a 
Web  empire  by  acquiring  a 
series  of  online  companies. 
But  the  empire  never  achieved 
his  vision.  Now,  Diller  is  taking 
it  apart.  The  timeline: 


than  the  travel  division.  While  the  j 
accounted  for  34%  of  the  com 
company's  $6.2  billion  in  revenu 
year  and  61%  of  its  operating  ear; 
before  amortization,  travel  growtl 
slowed  dramatically.  It  tumbled  tc 
last  year  from  41%  in  2003.  Says  D 
"If  you  want  to  make  the  case  ths 
meteoric  growth   is  over,  it's  t< 


J '02  F       M 


MAR.  2002  Diller  buys 
Microsoft's  64%  stake 
in  online  travel  giant 
Expedia. 

MAY  2002  Sells 

USA  Network  and  two 
other  channels  to 
Vivendi  Universal  for 
$11.7  billion  and  retains 
5%  of  Vivendi  Universal 
Entertainment. 


JUN.2002f 

hostile  offer 
shares  of  E> 
Hotels.com 
Ticketmastt 
that  he  doe; 
already  own 

OCT.  2002 

Ticketmaste 
concedes  df 
his  Expedia 


The  question,  though,  is  whether  the 
63-year-old  Diller  has  the  management 
skills  and  temperament  to  take  on  such 
heavyweights.  Indeed,  the  short  life  of  his 
Internet  empire  was  marked  by  disputes, 
a  measure  of  internal  chaos,  and  at  least 
one  strategic  blunder. 

At  the  center  of  the  drama  was  Expe- 
dia. In  2002,  when  Diller  bought  a  con- 
trolling stake  in  the  company  from  Mi- 
crosoft Corp.  for  only  $1.5  billion,  he 
established  himself  as  one  of  the  sawiest 
of  Net  investors.  From  its  late  1999  initial 
public  offering  through  2003,  the  travel 
service  soared  as  much  of  the  rest  of  the 
dot-com  economy  collapsed.  Expedia's 
stock  rose  tenfold. 


1HI 

Both  Expedia  and  Hotels  thought 
old  go  on  forever.  But  the  leverage 
sack  and  forth.  It  has  in  every  busi- 
"ve  ever  been  in." 
Q,  don't  shed  any  tears  for  Barry 
.  While  the  split  has  cut  down  his 
i^us,  many  of  the  individual  pieces 
ill  worth  plenty.  Despite  its  growth 
Expedia  continues  to  amass  30% 


DILLER  "The  leverage 
goes  back  and  forth.  It 
has  in  every  business 
I've  ever  been  in" 


profit  margins  before  most  noncash 
charges.  Ticketmaster  and  shopping 
channel  HSN  are  profitable,  if  slow- 
growing.  And  on  July  19  Diller  closed  the 
$1.8  billion  deal  for  Ask  Jeeves.  Backers 
think  it  has  the  potential  to  become  the 
hub  of  a  Web  media  network  that  feasts 
on  the  same  ad  flow  that  powers  Yahoo 
and  Google. 


THE  EARLY  DAYS 

IN  THOSE  YEARS,  Expedia  raced  ahead 
with  a  mix  of  startling  innovations  and 
brass-knuckle  tactics.  Led  by  brash  CEO 
Richard  Barton,  the  Web  service  notched 
its  biggest  triumph  during  the  slack 
years  after  the  attacks  of  2001.  The  hotel 
industry  was  sitting  on  millions  of  empty 
rooms.  Barton  and  his  team  negotiated  to 
buy  the  rooms  at  heavy  discounts.  When 
they  found  customers,  they  marked  up 
the  rooms  25%  to  30%,  often  bundling 
them  into  broader  packages. 

Profits  exploded,  and  Expedia  contin- 
ued to  flex  its  muscles.  The  company  en- 
raged hotel  chains  by  going  around  them 
to  hammer  out  special  deals  with  owners 
of  individual  hotels.  The  result:  Cus- 
tomers could  often  get  some  Hilton  rooms 
cheaper  at  one  of  Diner's  sites  than  at 
Hilton.com.  This  led  to  a  rush  of  growth 
and  earnings  for  Expedia— and  the  pros- 
pect that  the  company  would  continue  to 
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xpedia        buy  the  last  34%  of       Hotwire  for                 talent.                       Expedia  chief  and         $1.8  billion  purchase 

i  Barton      Hotels.com  for  $1.7       $685  million.              APR  &  JUL  2004         Barton  pal  Erik            of  Ask  Jeeves. 

billion  in  stock.             NOV.  2003                  Weak  quarterly            Blachford  leaves.          jun.  2005  Diller 
Diller  cuts    JUN- 2003  Diller          Hotels.com                 earnings  hammer  lAC   DEC.  2004  Diller          sells  lAC's  Vivendi 
ytne          changes  his                co-founders  leave.        shares.  Growth  slows    announces  spin-off  of   Universal  stake  to 
hares         company's  name  to      MID-2004  Barton        in  the  travel  business.    Expedia.Hotels.com,    NBC  for  $3.4  billion, 
or              InterActiveCorp.          after  founding  an  '       OCT.  2004  lAC  stock     and  Hotwire  as            JUL.  2005  lAC 
in  stock.      JUL.  20031  AC  stock     online  real  estate         bottoms  at  $19.16         txpedialnc.                shareholders  approve 
teaches      peaks  near  $43           company,  begins          a  share.                     MAR.  2005  lAC            the  Expedia  spin-off. 
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steamroll  its  way  to  dominance  in  travel. 

As  Diller  moved  to  consolidate  his 
majority  grip  on  Expedia  in  2003,  he 
continued  to  push  hotels  for  deep  dis- 
counts. But  as  the  economy  improved, 
hotel  chains  regained  much  of  their  lost 
leverage— and  they  pushed  back  hard. 
They  agreed  to  give  IAC  access  to  rooms 
at  more  hotels,  but  only  if  the  company 
stopped  undercutting  their  prices.  The 
chains  insisted  on  smaller  markups  and 
limited  IAC's  allotment  during  peak 
seasons.  They  also  drove  traffic  to  their 
own  sites  by  refusing  to  give  IAC  cus- 
tomers frequent-stay 
points.  The  upshot:  Last 
year,  Hilton  steered  90% 
of  its  online  customers  to 
its  own  sites.  That's  up 
from  75%  from  2003. 

Diller  admits  he  en- 
couraged his  executives  to 
squeeze  hotels.  But  he  in- 
sists that  it  was  overzeal- 
ous  underlings,  since  de- 
parted, who  squeezed  too 
hard.  "It's  unwise,  when 
leverage  is  on  your  side,  to 
take  too  much.  It  will  come  to  tears,"  a 
philosophical  Diller  says  now.  "And 
that's  what  happened....  I  didn't  know 
the  extent  of  it."  Responds  one  former 
Expedia  exec:  "[Diller's]  head  was  not  in 
the  sand.  He  was  cheering  us  on." 

Management  upheaval  added  to  the 
confusion.  Diller  inherited  a  crack  team 
at  Expedia,  headed  by  Barton.  In  2002, 
shortly  after  buying  his  first  company, 
Diller  lauded  Barton  for  transforming  an 
industry.  He  even  went  so  far  as  to  de- 
scribe  Barton   as   a  latter-day  Henry 


Sorting  Out  the  Pi 


Soon  after 
its  founding 
team  left,  the 
travel  group 
seemed  to 
lose  its  way 


Ford.  Yet  the  two  often  clashed.  And 
when  Diller,  over  employees'  objections, 
imposed  a  policy  eliminating  Expedia 
stock  options  on  Jan.  1,^2003,  Barton  had 
had  enough.  Weeks  later,  he  quit  and 
moved  to  Italy. 

That  triggered  a  management  exodus 
from  Expedia.  Of  nine  top  execs  in  mid- 
2001,  only  two  remain:  the  human  re- 
sources director  and  the  head  of  a  small 
luxury  unit.  Diller  says  many  who  left 
were  coasting  as  they  awaited  rich  stock 
options.  "Ever  hear  the  term  'rest  and 
vest'?"  he  asks.  Departed  Expedia  execs 
disagree.  Former  CEO  Erik 
Blachford  "worked  himself 
into  a  hospital  to  appease 
Diller,"  says  one. 

The  personal  split  be- 
tween Diller  and  Barton's 
loyalists  remains.  After  re- 
turning from  Italy  in  2004, 
Barton,  who  asked  not  to  be 
quoted  in  this  story,  has 
hired  more  than  a  dozen  Ex- 
pedia managers  for  his  start- 
up, Seattle-based  Zillow.com 
—a  potential  competitor  of 
IAC's  RealEstate.com.  The  most  recent 
addition  is  Barton's  successor,  Blachford, 
who  left  Expedia  last  year  and  joined 
Zillow's  board. 

It  may  just  be  chance,  or  serendipity- 
one  of  Diller's  favorite  words— but  as  the 
founding  team  departed,  the  travel  group 
appeared  to  lose  its  knack  for  innovation. 
Initiatives  stalled.  A  long-expected  strate- 
gy for  Hotels.com— one  less  focused  on 
bargain  rates— didn't  materialize.  And  a 
long- anticipated  IAC  loyalty  program, 
designed    to    counter    moves    by   the 


The  breakup  of  lAC/lnterActiveCorp  creates  two  very  different  entities. 
One  is  a  pure  play  on  Web  travel,  the  other  is  a  mishmash  of  mostly 
slower-growing  but  profitable  companies  from  retailing  to  real  estate. 


EXPEDIA  INC. 

CEO  Dara  Khosrowshahi. 

2005  REVENUE  (projected)  $2.1  billion 

2005  EARNINGS  (projected)*  $640  million 

INCLUDES  Expedia.com,  Hotels.com,  travel 
discounter  Hotwire.com,  travel  advice  and 
review  site  TripAdvisor.com. 

CHALLENGES  Lure  consumers  away  from 
airline  and  hotel  sites  with  higher-margin 
package  offerings  and  a  loyalty  program  set  to 
launch  in  the  fall. 


IAC/INTERACTIVECORP 

CEO  Barry  Diller. 

2005  REVENUE  (projected)  $5.7  billion 

2005  EARNINGS  (projected)*  $700  million 

INCLUDES  Search  engine  Ask  Jeeves, 
home-shopping  channel  HSN,  Ticketmaster, 
loan-referral  service  LendingTree. 

CHALLENGES  Make  Ask  Jeeves  the  hub  of  a 
Web  media  network,  guiding  searchers  to  other 
services.  Also,  build  LendihgTree's  broker- 
referral  service,  RealEstate.com. 


hotel  chains,  has  been  plagued  byl 
Through  2004,  IAC  deliverecj 
earnings  and  a  string  of  bad  ne\\>| 
couldn't  hide  his  frustration.  In 
conference  call  with  analysts  in 
he  barked  that  he  was  tired  of  ans| 
the  same  questions  about  hotels.  "J 
Garland  once  said:  'Fll  sing  all  nig; 
snapped  at  an  analyst.  Mark  Ml 
then  an  analyst  at  American  Techl 
Research  Inc.,  wrote  that  Diller's  I 
bling,  imploding  performance"  <[ 
call  helped  spark  a  19%  one-day 
IAC's  stock,  to  $23. 

"BROKEN  BRANDS"? 

IN  OCTOBER,  WITH  IAC  shares 
Diller  was  fed  up.  He  argued 
travel  business,  long  viewed  as  th 
pany  treasure,  was  holding  dov 
stock.  On  Dec.  21  he  unveiled  his  ]j 
break  IAC  in  two. 

Even  as  investors  try  to  make  stj 
the  two  companies,  troubles  conti 
the  travel  side.  The  most  worris 
Hotels.com,  where  sales  have  shru 
two  quarters.  Another  lagga 
Hotwire,  which  competes  with 
line.com  in  name-your-price  di 
travel.  After  a  glum  first  quarter  fc 
Legg  Mason  Equity  Research  am 
Scott  Devitt  declared  Hotels 
Hotwire  "broken  brands."  Deviti 
"The  entire  model  was  based  on  g 
the  lowest  price  and  the  maximun 
gin,  and  access  to  that  kind  of  inv> 
and  margin  have  deteriorated." 

The  good  news:  Thanks  in  part 

wave  of  bad  press,  Diller's  two  com] 

may  well  emerge  from  the  split-up ; 

gain  prices.  Both  generate  plei 

cash— an  estimated  $640  n 

on  the  travel  side  this  yea 

$700  million  in  the  rest  o 

Legg  Mason  Capital  Manag 

figures  that  IAC,  which  is  cu 

ly  valued  at  $16  billion  and 

$4  billion  in  cash,  trades  at 

10  times  this  year's  likely  casl 

More  important,  solutic 

the  travel  problems  may  be  < 

way.  Khosrowshahi  says  the 

awaited    loyalty    program 

example,  will  finally  make  i 

but  this  fall.  The  Web  sii 

Hotels.com  is  getting  a  red 

in  August.  And  he  predict- 

earnings  will  rise  50%  at  Ho 

Still,  any  turnaround  is  unlii 

rekindle    Diller's    imperia 

sions— at  least  not  for  a  I 

That  script  is  in  rewrite.  ■ 

-By  Timothy  J.  Mulla 

JVew 
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Your  business  is  unique.  Your  goals  are  defined.  But  the  issues  you  deal  with  ever)-  day  are  complex.  Which  is  wh\ 
SAP  makes  modular  software  solutions  for  the  business  you're  in.  Whether  you're  a  large  company  or  a  not-so-large 
company.  Whether  you're  knec-deep  in  building  supplies  or  milk.  We  have  an  SAP1  solution  for  you  -  and  it's  grounded 
in  our  years  of  working  with  the  best-run  businesses  in  your  industry.  Because  we  know  business  fundamentals. 
And  we  know  what  makes  your  business  fundamentally  different.  And  so  does  our  software.  Visit  sap. com/unique 
or  call  800  880  1727  to  see  how  we  can  help  your  business. 


THE  BEST-RUN  BUSINESSES  RUN  SAP 


ANNUAL  REPORT 


BwinessWeek/Interbrand  rank  the  companies 
that  best  built  their  images— and  made  them  si 

BY  ROBERT  BERNER  AND  DAVID  KILEY 


ADVERTISERS  WHO  WANT  TO  REACH  THE  Bublitz  family  of 
Montgomery,  Ohio,  have  to  leap  a  lot  of  hurdles.  Telemarket- 
ing? Forget  it— the  family  of  five  has  Caller  ID.  The  Internet?  No 
way— they  long  ago  installed  spam  and  pop -up  ad  blockers  on 
their  three  home  computers.  Radio?  Rudy  Bublitz,  47,  has  non- 
commercial satellite  radio  in  his  car  and  in  the  home.  Televi- 
sion? Not  likely— the  family  records  its  favorite  shows  on  TiVo 
and  skips  most  ads.  "The  real  beauty  is  that  if  we  choose  to  shut 
advertising  out,  we  can,"  Rudy  says.  "We  call  the  shots  with  ad- 
vertisers today." 

The  Bublitzes  and  other  ad-zapping 
consumers  like  them  pose  an  enor- 
mous challenge  these  days  to  mar- 
keters trying  to  build  new  brands  and 
nurture  old  ones.  To  get  a  reading  on 
which  brands  are  succeeding— and 
which  aren't— take  a  look  at  the  fifth 
annual  BusinessWeek/InterbTand  rank- 
ing of  the  100  most  valuable  global 
brands.  The  names  that  gained  the 
most  in  value  focus  ruthlessly  on 
every  detail  of  their  brands,  honing 
simple,  cohesive  identities  that  are 
consistent  in  every  product,  in  every 
market  around  the  world,  and  in  every 
contact  with  consumers.  (In  the  rank- 
ing, which  is  compiled  in  partnership 
with  brand  consultancy  Interbrand 
Corp.,  a  dollar  value  is  calculated  for 
each  brand  using  publicly  available 
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THE  BIG  WINNERS 

High  tech  and  finance  got  it  right  in  this  year's 

ranking.  America's  electronic  flea  market,  eBay,  has 

ended  up  on  top,  a  few  rungs  above  Apple. 

Samsung  repeats  from  last  year,  as  does  HSBC. 

Joining  the  megabank  is  financial  powerhouse  UBS. 

RANK 
2005 

BRAND 

2005 

BRAND 

VALUE 

(BILLIONS) 

2004 

BRAND 

VALUE 

(BILLIONS) 

PERCENT 
CHANGE 

55 

EBAY 

$5.70 

$4.70 

+21% 

29 

HSBC 

10.43 

8.67 

+20 

20 

SAMSUNG 

14.96 

12.55 

+19 

41 

APPLE 

7.99 

6.87 

+16 

44 

UBS 

7.57 

6.53 

+16 

Data:  I  nterbrand  Corp .  JPMorgan  Chase  &  Co .  Citigroup.  Morgan  SI 

data,  projected  profits,  and  variables  such  as  market  leade  | 
The  best  brand  builders  are  also  intensely  creative  in  g  j 
their  message  out.  Many  of  the  biggest  and  most  estab] 
brands,  from  Coke  to  Marlboro,  achieved  their  globs 
decades  ago  by  helping  to  pioneer  the  30-second  TV  cor 
rial.  But  if  s  a  different  world  now.  The  monolithic  TV  net 
have  splintered  into  scores  of  cable  channels,  and  mass- 
publications  have  given  way  to  special-interest  magi 
aimed  at  smaller  groups.  Given  that  fragmentation,  it 
surprising  that  there's  a  new  generation  of  brands,  incl 
Amazon.com,  eBay,  and  Start 
that  have  amassed  huge  global 
with  little  traditional  advert 
They've  discovered  new  ways  t< 
tivate  and  intrigue  consumers, 
the  more  mature  brands  are  go 
school  on  the  achievements  < 
upstarts  and  adapting  the  new 
niques  for  themselves. 

So  how  do  you  build  a  bran 
world  in  which  consumers  a 
creasingly  in  control  of  the  n 
The  brands  that  rose  to  the  top 
ranking  all  had  widely  varied  m 
ing  arsenals  and  were  able  to  ui 
different  campaigns  for  differen 
sumers  in  varied  media  almost  s 
taneously.  They  wove  message: 
multiple  media  channels  and  b! 
the  lines  between  ads  and  ente 


SAMSUNG 


As  a  result,  these  brands  can  be  found  in  a 
of  new  venues:  the  Web,  live  events,  cell 
es,  and  handheld  computers.  An  intrepid  few 
:even  infiltrated  digital  videorecorders,  devices 
ire  feared  throughout  the  marketing  world  as 
Inmate  tool  for  enabling  consumers  to  block 
uited  TV  ads. 
me  marketers  have  worked  to  make  their 

I  messages  so  enjoyable  that  consumers  might  see  them  as 
tainment  instead  of  an  intrusion.  When  leading  brands  are 
on  TV  they're  apt  to  have  their  own  co-starring  roles— as 
Toyota  Motor  Corp.  did  in  reality  show  The  Contender— 
r  than  just  lending  support  during  the  commercial  breaks. 

k  trying  to  create  a  stronger  bond  with  the  consumer.  Take 

II  Apple  Computer  Corp.,  which  last  fall  launched  a  special 
IMP3  player  in  partnership  with  band  U2.  Not  only  did  the 

iPod"  say  "U2"  on  the  front  and  have  band  signatures 
d  into  the  back,  but  the  band  starred  in  a  TV  ad  and  buy- 
Dt  $50  off  a  download  of  400  U2  songs.  No.  8  McDonald's 
.'s  sponsorship  of  a  tour  by  R&B  group  Destiny's  Child 
is  that  fans  who  want  access  to  exclusive  video  and  news 
:nt  about  the  band  have  to  click  first  on  the  company's  Web 
It's  hard  here  to  tell  where  the  brand  message  ends  and 


SAMSUNG 

The  electronics  giant 
has  focused  its 
marketing  on  movie 
and  music  tie-ins  and 
the  Internet 


where  the  entertainment  and  content  begins,"  says 
Ryan  Barker,  director  of  brand  strategy  at  consul- 
tancy The  Knowledge  Group. 

It's  no  accident  that  most  of  the  companies  with 
the  biggest  increases  in  brand  value  in  the  2005 
ranking  operate  as  single  brands  everywhere  in  the 
world.  Global  marketing  used  to  mean  crafting  a 
new  name  and  identity  for  each  local  market. 
America's  No.  1  laundry  detergent,  Tide,  is  called  Ariel  in  Eu- 
rope, for  example.  The  goal  today  for  many,  though,  is  to  create 
consistency  and  impact,  both  of  which  are  a  lot  easier  to  man- 
age with  a  single  worldwide  identity.  If  s  also  a  more  efficient 
approach,  since  the  same  strategy  can  be  used  everywhere.  An 
eBay  shopper  in  Paris,  France,  sees  the  same  screen  as  someone 
logging  in  from  Paris,  Texas.  Only  the  language  is  different. 
Global  banks  HSBC,  No.  29,  which  posted  a  20%  increase  in 
brand  value,  and  No.  44  UBS,  up  16%,  use  the  same  advertising 
pitches  around  the  world.  "Given  how  hard  the  consumer  is  to 
reach  today,  a  strong  and  unified  brand  message  is  increasing- 
ly becoming  the  only  way  to  break  through,"  says  Jan 
Lindemann,  Interbrand's  managing  director,  who  directed  the 
Top  100  Brands  ranking. 

Possibly  no  brand  has  done  a  better  job  of  mining  the  po- 
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tential  of  these  new  brand-building  principles  than 
Korean  consumer  electronics  manufacturer  Sam- 
sung Electronics  Co.  Less  than  a  decade  ago,  it  was 
a  maker  of  lower-end  consumer  electronics  under 
a  handful  of  brand  names  including  Wiseview, 
Tantus,  and  Yepp,  none  of  which  meant  much  to 
consumers.  Figuring  that  its  only  shot  at  moving 
up  the  value  chain  was  to  build  a  stronger  identity,  the  compa- 
ny ditched  its  other  brands  to  put  all  its  resources  behind  the 
Samsung  name.  1  "hen  it  focused  on  building  a  more  upscale  im- 
age through  better  quality,  design,  and  innovation. 

Beginning  in  2001,  the  newly  defined  Samsung  came  out 
with  a  line  of  top-notch  mobile  phones  and  digital  TVs,  prod- 
ucts that  showed  off  the  company's  technical  prowess.  By 
vaulting  the  quality  of  its  offerings  above  the  competition  in 
those  areas,  Samsung  figured  it  could  boost  the  overall  per- 
ception of  the  brand.  Besides,  consumers  form  especially 
strong  bonds  with  cell  phones  and  TVs.  Most  people  carry  their 
mobile  phones  with  them  everywhere,  while  their  TV  is  the 
center  of  the  family  room.  "We  wanted  the  brand  in  users' 
presence  24/7,"  says  Peter  Weedfald,  head  of  Samsung's  North 
American  marketing  and  consumer  electronics  unit. 

Now  that  strategy  is  paying  off.  Over  the  past  five  years, 
No.  20  Samsung  has  posted  the  biggest  gain  in  value  of  any 
Global  100  brand,  with  a  186% 
surge.  Even  sweeter,  last  year 
Samsung  surpassed  No.  28  Sony, 
a  far  more  entrenched  rival  that 
once  owned  the  electronics  cate- 
gory, in  overall  brand  value.  Now, 
in  a  nod  to  Samsung,  Korean 
electronics  concern  LG  Electron- 
ics Inc.  has  followed  its  rival's 
playbook.  Cracking  this  year's 
global  list  for  the  first  time  at 
No.  97,  LG  has  also  sought  to  ele- 
vate its  product  under  a  single 
brand  led  by  phones  and  TVs. 

Some  of  the  older  brands  in 
our  ranking  are  clearly  strug- 
gling to  remake  their  marketing 
and  product  mix  for  a  more  com- 
plex world.  This  year's  biggest 


HSBC 

No  matter  what  country 
or  language,  the  bank 
comes  at  you  with  the 
same  cohesive  message 


THE  BIG  LOSERS 

Steep  declines  weren't  confined  to  just  one  industry.  Sony 

took  the  deepest  dive,  but  it  was  joined  by  an  investment 

bank  (Morgan  Stanley),  a  carmaker  (Volkswagen),  a  jeans 

maker  (Levi's),  and  a  compute'  company  (Hewlett-Packard). 

RANK 
2005 

BRAND 

2005 

BRAND 

VALUE 

(BILLIONS) 

2004 

BRAND 

VALUE 

(BILLIONS) 

PERCENT 
CHANGE 

28 

SONY 

$10.75 

$12.76 

-16% 

33 

MORGAN  STANLEY 

9.78 

11.50 

-15 

56 

VOLKSWAGEN 

5.62 

6.41 

-12 

96 

LEVI'S 

2.66 

2.98 

-11 

13 

HEWLETT-PACKARD 

18.87 

20.98 

-10 

Data:                                                                   «rouc  Morgan  Stanley 

losers  in  brand  value  include  Sony  (down 
Volkswagen  (down  12%),  and  Levi's  (down 
VW  acknowledges  its  brand  value  slip 
"Volkswagen  is  well  aware  of  the  current 
ciencies,"  says  VW  brand  chief  Wolfgang 
hard.  Sony,  which  disputes  that  it  is  losing  1 
value,  has  suffered  from  an  innovation  dro 
The  electronics  giant  pioneered  the  Walkman,  but  left  Ap 
revolutionize  portable  MP3  players,  as  well  as  digital 
loading  and  organizing  of  music.  Meanwhile,  Sony's 
into  films  and  music  put  it  into  areas  where  its  brand  ad 
value.  Worse,  those  acquisitions  made  Sony  a  competito) 
other  content  providers.  That,  notes  Samsung's  Wee 
gives  his  company  an  advantage  in  linking  to  the  hottes 
sic  and  movies.  Samsung,  for  example,  is  lead  sponsor  c 
summer's  much-hyped  movie,  The  Fantastic  Four,  in  wl 
variety  of  Samsung  gadgets  play  a  part.  VW  faces  dift 
problems.  It  has  attempted  to  move  upmarket  with  the  1 1 
Touareg  sport-utility  vehicle  and  Phaeton  sedan  models 
that  has  left  car  buyers,  who  associate  VW  with  zippy,  al 
able  cars,  confused.  Similarly,  Levi's  introduction  of  iu 
pricey  Levi's  Signature  line  in  discount  stores  means  it 
competes  on  price  at  the  low  end,  while  trying  to  fend  off 
like  Diesel  at  the  upper  end  with  its  core  "red  tab"  branc 

Of  course,  defining 
essence  of  a  brand  is  only  p 
the  battle.  Communicating 
the  consumer  is  the  othei 
this  front,  there  has  clearly 
a  divide  between  newer  bi 
that  use  traditional  advert 
as  just  one  tool  in  an  o^ 
marketing  plan  and  older 
that  grew  up  with  it.  Sony,  fc 
ample,  far  outspends  Sam 
on  traditional  advertising  i 
U.S.  on  electronics  prod 
(Samsung  advertises  on  TV 
during  the  last  six  months  c 
year,  its  peak  sales  pen 
Many  young  brands  that  sc 
big  gains  in  value,  like  Go 
Yahoo!,  and  eBay,  depem 
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wn  interactive  Web  sites  to  shout  about  their  brands. 

some  older  brands,  like  Coke,  ranked  No.  1  in  overall 
value,  and  McDonald's  are  decreasing  traditional  ad 
ig.  In  the  past  four  years,  McDonald's  has  cut  TV  adver- 
rom  80%  of  its  ad  budget  to  50%.  Most  of  the  shift  has 

online  advertising.  What's  evolving,  then,  is  a  model  in 
nost  brand  builders  use  a  variety  of  marketing  channels, 
las  branded  taxis  to  carry  customers  for  free.  And  al- 

eBay  spends  most  of  its  marketing  budget  on  Internet 
sing,  it  also  relies  on  TV  to  some  extent  to  boost  simple 
awareness.  "With  fragmentation  and  ad  evasion,  you 
)unt  on  one  medium,"  says  Tom  Cotton,  president  of 
:tor,  a  branding  strategy  firm. 

keters  who  do  turn  to  TV  are  trying  to  make  brand  mes- 
\s  engrossing  as  the  programming.  Last  year  Toyota, 
irand  value  rose  10%,  paid  $16  million  to  have  its  vehicles 
of  the  storyline  on  NBC  reality  show  The  Contender,  about 
ime  boxers  competing  for  a  nationally  televised  bout.  The 
jrize:  a  million  dollars  and  a  Toyota  truck.  Rival  Nissan, 
,  has  been  parking  its  Titan  pickups  on  Wisteria  Lane  in 

show  Desperate  Housewives.  The  trucks  will  also  ride  into 
vr  Dukes  ofHazzard  movie  this  month, 
are  TV  and  movies  the  only  target. 

Coke,     McDonald's,     No.  88 
|>ff,  No.  16  BMW,  No.  23  Pepsi, 
i.  61 KFC  are  among  brands  strik- 
es to  plant  their  brands  in  video 

and  even  song  lyrics.  Deborah 
leyer,  who  headed  Toyota  market- 
il  recendy  moving  to  the  company's 
livision,  says  both  divisions  attempt 

magazine  and  newspaper  articles 

hide  references  and  pictures.  "We 

be  more  a  part  of  what  people  are 
tig  and  reading  instead  of  being  in  be- 
what  people  are  watching  and  read- 
leyer  says. 

n  echo  of  Procter  &  Gamble  Co.'s  creation  of 
.p  opera  on  radio  and  then  TV,  some  brand 
are  taking  control  of  the  programming 
Ives  and  creating  content  that  tries  to  draw  in 
rgic  consumers.  BMW,  whose  brand  value 
6  over  the  past  year,  turned  out  a  series  of  pop- 
art films  on  the  Internet  starting  in  2001.  The  seven-to-ten 

films  starred  BMW  cars  and  were  produced  by  A-list  Hol- 
l  directors  like  John  Woo.  The  German  auto  maker  has 

onto  comic  books  based  on  the  films  aimed  at  Bim- 
spiring  teens  and  adults  alike.  "It's  imperative  to  create 
destinations  that  don't  look  like  advertising,"  says  James 
veil,  who  headed  marketing  for  the  BMW  brand  before  re- 
taking over  as  chief  of  the  parent  company's  MINI  USA 
ss.  BMW  has  also  embraced  the  enemy,  TiVo,  the  televi- 
p  gadget  that  consumers  use  to  skip  ads  altogether.  Since 
ar,  BMW  has  produced  short  films  and  long-form  ads  ac- 
e  through  TiVo's  main  menu  page.  BMW  fans  are  alerted 
3ms  in  the  on-demand  video  menu  when  a  BMW  ad  runs, 
l  old-line  brands  as  No.  14  American  Express  Co.  are  head- 
wn  the  entertainment  path,  too.  Tipping  its  hat  to  BMW, 
ran  long-form  Internet  ads/films  starring  Jerry  Seinfeld 
it  that  succeeded  in  drawing  consumers  to  its  Web  site  and 
sted  concerts.  AmEx  Chief  Marketing  Officer  John  Hayes 
dy : "  Brands  are  not  being  built  on  [traditional]  advertising." 

none  of  these  marketing  ploys  are  sure  bets  in  a  world 
old-school  advertising  means  less.  That's  why  more  mar- 


MOTOROLA 

An  eye  to  branding, 
plus  design,  begat 
the  ultrathin  Razr 
cell  phone 


BMW 

The  company 
produced  films  in 
which  its  luxury  cars 
played  starring  roles 


keters  are  investing  in  design  as  a  funda- 
mental way  to  distinguish  their  brands 
and  to  stay  on  the  leading  edge  of 
technology.  "Design  isn't  just  the 
promise  of  a  brand,  like  TV 
advertising— it's  the  reality  of 
it,"  says  Marc  Gobe,  chief  executive 
of  design  consultancy  Desgrippes 
Gobe.  Samsung  has  tripled  its  glob- 
al design  staff  to  400  over  the  past 
five  years.  No.  73  Motorola,  whose 
brand  value  rose  11%,  and  No.  53 
Philips  Electronics  have  boosted  de- 
sign spending.  The  move  sparked 
the  launch  of  Motorola's  hot-selling 
Razr  phone,  the  thinnest  flip  phone 
ever  made.  No.  85  Nissan  gained 
13%  last  year  on  a  wave  of  bold  de- 
signs, like  its  curvy  Murano  SUV  and 
Altima  sedan,  as  the  Japanese  com- 
pany difFerentiates  itself  from  Toyota  and  Honda  through  design 
rather  than  quality. 

Good  design  implies  more  than  just  good  looks.  If  s  also 
about  ease  of  use.  Apple  demonstrated  this  with 
its  iPod.  Users  can  pick  songs  or  down- 
load music  from  the  iTunes  music  bank 
with  the  swipe  of  a  finger.  That's  blunted 
sales  of  Sony's  Walkman  MP3  player, 
which  has  been  criticized  as  too  cumber- 
some. Design  can  also  mean  sound.  Sam- 
sung insists  that  all  its  products  make  the 
same  reassuring  tone  when  turned  on.  The 
Samsung  tone  is  even  being  used  in  some  ad- 
vertising. "We  want  to  have  the  same  sound, 
look,  and  feel  throughout  our  products  so  it  all 
works  toward  one  Samsung  brand,"  says  Gre- 
gory Lee,  Samsung's  global  marketing  chief. 
The  era  of  building  brands  namely  through  mass 
media  advertising  is  over.  The  predominant  thinking 
of  the  world's  most  successful  brand  builders  these 
days  is  not  so  much  the  old  game  of  reach  (how  many 
consumers  see  my  ad)  and  frequency  (how  often  do 
they  see  it),  but  rather  finding  ways  to  get  consumers 
to  invite  brands  into  their  lives.  The  mass  media  won't  disap- 
pear as  a  tool.  But  smart  companies  see  the  game  today  as  mak- 
ing bold  statements  in  design  and  wooing  consumers  by  inte- 
grating messages  so  closely  into  entertainment  that  the  two  are 
all  but  indistinguishable.  ■ 

-With  Mara  Der  Hovanesian  in  New  York,  Ian  Rowley  in 
Tokyo,  Michael  Arndt  in  Chicago,  and  bureau  reports 


More  on  Global  Brands,  Only  at  BusinessWeek.com 

Winners  and  Losers  Slide  Show:  Take  a  look  at  ads  and  analysis 
of  five  brands  that  soared  and  five  that  sunk. 

Pop  Quiz:  Which  company  got  a  boost  from  Fantasia?  What 
brand  merger  would  be  worth  the  most?  Test  your  knowledge. 

Making  Their  Mark:  Marketing  honchos  from  Samsung,  Philips, 
and  Heineken  talk  about  positioning  their  products  and  brands  in 
the  global  marketplace. 
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GLOBAL  BRAND  SCOREBOARD 


The  100  Top  Brands 

Here's  how  we  calculate  the  power  in  a  name 


INTERBRAND  CORP.  takes  lots  of  ingredients 
into  account  when  ranking  the  world's  most 
valuable  brands.  To  even  qualify  for  the  list,  each 
brand  must  have  a  value  greater  than  $1  billion, 
derive  about  a  third  of  its  earnings  outside  its 
home  country,  and  have  publicly  available 
marketing  and  financial  data.  One  or  more  of 
those  criteria  eliminate  such  heavyweights  as 
Visa,  Wal-Mart,  Mars,  and  CNN.  We  don't  rank 
parent  companies,  which  explains  why  Procter 
&  Gamble  doesn't  show  up.  And  airlines  are  not 
ranked  because  it's  too  hard  to  separate  their 
brands'  impact  on  sales  from  factors  such  as 
routes  and  schedules. 
BUSINESSWEEK  CHOSE  Interbrands 


methodology  because  it  evaluates  brands  much 
the  way  analysts  value  other  assets:  on  the  basis 
of  how  much  they're  likely  to  earn  in  the  future. 
The  projected  profits  are  then  discounted  to  a 
present  value,  taking  into  account  the  likelihood 
that  those  earnings  will  actually  materialize. 

THE  FIRST  STEP  IS  figuring  out  what 
percentage  of  a  company's  revenues  can  be 
credited  to  a  brand.  (The  brand  may  be  almost 
the  entire  company,  as  with  McDonald's  Corp.,  or 
just  a  portion,  as  it  is  for  Marlboro.)  Based  on 
reports  from  analysts  at  J.R  Morgan  Chase, 
Citigroup,  and  Morgan  Stanley,  Interbrand 
projects  five  years  of  earnings  and  sales  for  the 
brand.  It  then  deducts  operating  costs,  taxes,  and 


5) 


a  charge  for  the  capital  employed  to  arr 
intangible  earnings.  The  company  strip 
intangibles  such  as  patents  and  manag 
strength  to  assess  what  portion  of  tho» 
is  due  to  the  brand. 

FINALLY,  THE  BRAND'S  strength  is  a; 
to  determine  the  risk  profile  of  those  ear 
forecasts.  Considerations  include  marki 
ship,  stability,  and  global  reach-orthe 
cross  both  geographical  and  cultural  bo 
That  generates  a  discount  rate,  which  is 
to  brand  earnings  to  get  a  net  present  va 
BusinessWeek  and  Interbrand  believe  tl 
comes  closest  to  representing  a  brand's 
economic  worth. 
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RANK 
2005/2004 


2005 
BRAND 
VALUE 

SMILLIONS 


2004 
BRAND 
VALUE 

SMILLIONS 


PERCENT    COUNTRY 
CHANGE  OF 

OWNERSHIP 


1 1 

COCA-COLA 

67.525 

67,394 

0% 

U.S. 

2  2 

MICROSOFT 

59.941 

61,372 
53,791 

-2% 

-1% 

U.S. 

3  3 

IBM 

GE 

INTEL 

53.376 

U.S. 

4  4 

5  5 

46,996 
35.588 

44,111 
33.499 
24.041 

27.113 

7% 

6% 

10% 

U.S. 
U.S. 

6  8 

NOKIA 
DISNEY 

26.452 
26,441 
26,014 

Finland 

7  6 

-2% 

U.S. 

8  7 

MCDONALD'S 

25.001 

4% 

U.S. 

9  9 

TOYOTA 

24.837 

21.189 

20.006 

19.967 

22.673 

10% 

Japan 

10  10 

MARLBORO 

22.128 
21.331 
19.971 

-4% 
-6% 

0% 
-10% 

5% 

U.S. 

11  11 

12  13 

MERCEDES-BENZ 
CITI 

Germany 
U.S. 

13  12 

HEWLETT-PACKARD 
AMERICAN  EXPRESS 

18.866 
18.559 

20.978 
17.683 

U.S. 

14  14 

U.S. 

15  15 

GILLETTE 

17.534 

16.723 

5% 

U.S. 

DESCRIPTION 


While  Coke  struggles  to  add  new  diet  and  energy  drinks,  it  is  still  sez 
for  a  zippier  global  advertising  message. 

It  continues  to  reach  into  hot  consumer  markets  such  as  TV  set-top 
software,  video  games,  and  mobile  phones. 

The  sale  of  the  notebook  business  to  Lenovo  continues  the  transforr 
from  a  computer  manufacturer  to  a  services  and  consulting  compan 

Hawking  itself  as  a  center  of  cutting-edge  innovation  and  source  of 
earth-friendly  products  has  enhanced  GE's  brand  image. 

Thanks  to  its  Pentium  chips  and  Centrino  wireless  notebooks,  Intel  i; 
household  name  worldwide. 

Looking  to  take  on  Apple's  iPod  as  cell  phones  and  MP3  players  com 
into  one  device. 

Incoming  CEO  Bob  Iger  must  develop  new  offerings.  The  trend  is  tow 
edgier  fare  even  for  kids. 

Who's  not  lovin'  it?  Big  Mac  has  reconnected  with  moms  and  teens  tt 
to  new  offerings  like  salads  and  a  hipper  image. 

Poised  to  pass  GM  globally.  Toyota's  image  gets  a  big  boost  from  its  i 
stable  of  hybrids. 

Still  tops  in  the  U.S..  the  world's  biggest  cigarette  brand  has  strugglet 
Europe  of  late,  losing  share  in  France  and  in  Germany. 

Quality  problems  and  strategic  errors  have  punctured  Mercedes'  sale 
two  years.  Will  the  new  S-Class  sedan  help  buff  its  image? 

A  history  in  global  markets  that  often  helps  it  trump  local  players  has 
to  shield  Citi  from  recent  scandals. 

Printer  king  HP  faces  increased  competition,  and  new  CEO  Mark  Hun 
figure  a  way  to  improve  performance  against  computer  rivals  Dell  an< 

AmEx'  star  is  rising  since  it  won  the  right  to  let  banks  issue  its  cards 
invested  heavily  in  marketing  spending  worldwide. 

The  King  of  Blades  is  on  a  roll,  with  its  battery-powered  M3Power  raz^ 
helping  produce  record  results.  Now  it's  getting  ready  to  merge  with  F 
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004 

7  BMW 

6  CISCO 

4  LOUIS  VUITTON 

8  HONDA 

|  SAMSUNG 

!5  DELL 

9  FORD 
•2  PEPSI 

E  NESCAFE 

!6  MERRILL  LYNCH 

4  BUDWEISER 

8  ORACLE 
I  SONY 
I  HSBC 

I  NIKE 

9  PFIZER 

lEWUPS 

7  MORGAN  STANLEY 
o  JPMORGAN 

15  CANON 

J4  SAP 

I  GOLDMAN  SACHS 

jew  GOOGLE 

36  KELLOGG'S 

18  GAP 

13  APPLE 

10  IKEA 

4EW  NOVARTIS 

45  UBS 


2005 
BRAND 
VALUE 

SMILLIONS 

17,126 

16,592 

16,077 

15,788 

14,956 

13,231 

13,159 

12,399 

12,241 

12,018 

11,878 

10,887 

10,754 

10,429 

10,114 

9,981 

9,923 

9,777 

9,455 

9,044 

9,006 

8,495 

8,461 

8,306 

8,195 

7,985 

7,817 

7,746 

7.565 


2004 
BRAND 

VALUE 

SMILLIONS 

15,886 
15,948 

NA 

14,874 

12,553 

11,500 

14,475 

12,066 

11,892 

11,499 

11,846 

10,935 

12,759 

8,671 

9,260 

10,635 

New 

11,498 

9,782 

8,055 

8,323 

7,954 

New 

8,029 

7,873 

6,871 

7,182 

New 

6,526 


PERCENT    COUNTRY 
CHANGE  Of 

OWNERSHIP 


8%  Germany 

4%  U.S. 

NA  France 

6%  Japan 

19%  S.  Korea 

15%  U.S. 

-9%  U.S. 

3%  U.S. 

3%  Switzerland 

5%  U.S. 

0%  U.S. 

0%  U.S. 

-16%  Japan 

20%  Britain 

9%  U.S. 

-6%  U.S. 

New  U.S. 

-15%  U.S. 

-3%  U.S. 

12%  Japan 

8%  Germany 

7%  U.S. 

New  U.S. 

3%  U.S. 

4%  U.S. 

16%  U.S. 

9%  Sweden 

New  Switzerland 

16%  Switzerland 


DESCRIPTION 


BMW  is  in  the  fast-lane,  proving  that  the  right  mix  of  engineering  and 
marketing  can  propel  an  auto  makers'  performance  even  in  tough  markets. 

Partnered  with  Microsoft  to  tackle  Internet  security  and  limit  damage  from 
viruses.  A  new  focus  on  small  business  is  paying  off. 

With  Uma  Thurman  promoting  its  hot  new  Monogram  Cerises  collection,  the 
world's  richest  luxury  brand  seems  unstoppable. 

Consumers  can't  get  enough  of  Honda.  Now  it  plans  to  boost  annual  North 
American  production  to  1.4  million  vehicles  by  2007. 

One  big  brand  marketed  everywhere,  plus  an  explosion  of  popular  cell 
phones,  is  boosting  sales  of  all  its  gadgets. 

It  has  the  biggest  market  share  in  personal  computers  and  is  now 
aggressively  pushing  printers,  TVs,  and  laptops  as  PC  demand  slows. 

Mustang  is  red  hot.  But  SUVs  and  pickups,  which  had  been  top 
money-makers,  are  cold,  and  competition  hammers  truck  profit  margins. 

Increasing  emphasis  on  Diet  Pepsi  and  Hispanic  marketing,  plus  big-event 
advertising  on  the  Super  Bowl  and  Oscars  is  boosting  brand  growth. 

Holding  its  own  in  the  Starbucks  era  by  offering  ready-to-drink  products  such 
as  Ice  Java  coffee  coolers. 

Its  revamped  retail  brokerage  business  is  increasingly  being  recognized  as 
the  best  performer  in  the  industry. 

The  King  of  Beers  sputtered  a  bit  in  2004,  owing  to  competition  from 
domestic  brewers  and  spirit  makers.  Bud  is  battling  back  with  new  products. 

Winning  the  battle  for  PeopleSoft,  and  two  other  acquisitions,  was  easy. 
Oracle  now  has  to  integrate  all  of  those  products  and  employees. 

Top  priority  for  Sir  Howard  Stringer,  Sony's  first  ever  gaijin  CEO:  getting  the 
company's  consumer  electronics  biz  back  on  track. 

HSBC's  three-year-old  campaign,  "The  World's  Local  Bank,"  is  paying 
dividends  as  it  rebrands  international  acquisitions. 

While  rivals  branch  out  into  hip  hop,  Nike  focuses  on  athletics.  The  swoosh 
overtook  Adidas  as  the  biggest  supplier  of  soccer  shoes  in  Europe. 

Patent  expirations  and  a  weak  new-product  pipeline  hurt  the  No.  1 
drugmaker's  prospects.  A  cost-cutting  push  won't  cure  those  ailments. 

Buying  regional  shippers  and  rebranding  them  has  enabled  Brown  to  benefit 
from  explosion  in  mail  order  and  Net  selling. 

Very  public  management  turmoil  and  the  ouster  of  CEO  Philip  J.  Purcell 
seriously  damaged  the  firm's  sterling  reputation. 

JPMorgan  Chase's  venerable  name  has  taken  its  lumps  as  the  bank  struggles 
to  absorb  its  latest  acquisition,  Chicago's  Bank  One. 

Color  copiers  and  top-notch  cameras  make  Canon  one  of  Japan's  most 
profitable  companies.  Tennis  star  Maria  Sharapova  adds  star  quality. 

The  software  giant  gained  brand  value  thanks  to  innovation  and  smart 
marketing,  but  rival  Oracle  grabbed  headlines  with  its  PeopleSoft  takeover. 

Prestige  and  stability  count  for  a  lot,  especially  when  other  firms  have 
high-profile  management  traumas. 

Google  spent  $5  million  on  marketing  in  2004,  a  fraction  of  the  totals  spent 
by  competitors.  Yet  more  people  than  ever  go  to  Google  to  search. 

Cereal  is  up  and  acquired  brands  like  Keebler  and  Morningstar  Farms  are  up 
even  more.  International  growth  is  strong. 

Sarah  Jessica  Parker  couldn't  fend  off  lackluster  sales  in  2004.  Now  the 
clothier  is  betting  on  remodeled  stores  to  move  more  merchandise. 

With  iPod-mania  showing  no  signs  of  abating,  Apple's  brand  is  hotter  than 
ever.  That's  giving  a  lift  to  Mac  sales  and  sets  the  stage  for  new  offerings. 

The  Swedish  furniture  giant  continues  to  boost  sales  through  smart  design 
and  aggressive  geographic  expansion. 

A  heavy  advertiser,  it  ran  ads  during  the  Super  Bowl  and  is  big  in  Internet 
search  advertising. 

Its  global  brand  strategy  is  winning  new  customers  for  private  wealth 
management  business. 
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SCOREBOARD 


RANK 
2005/2004 


2005 
BRAND 

VALUE 

$MILLIONS 


2004 
BRAND 

VALUE 

SMILLIONS 


PERCENT    COUNTRY 
CHANGE  OF 

OWNERSHIP 


45  39 

SIEMENS 

7,507 

7,470 

1% 

Germany 

46  41 

HARLEY-DAVIDSON 
HEINZ 

7,346 

7,057 

4% 
-1% 

U.S. 

47  42 

6,932 

7,026 

U.S. 

48  47 

MTV 

6,647 
6,619 

6,456 
NA 

3% 
NA 

U.S. 

49  59 

GUCCI 

Italy 

50  46 

NINTENDO 

6,470 

6,479 

0% 

Japan 

51  50 

ACCENTURE 

6,142 

5.772 

6% 

U.S. 

52  49 

L'OREAL 

6,005 

5,902 

2% 
NA 

France 

53  65 

PHILIPS 

5,901 

NA 

Netherlands 

54  51 

XEROX 

5,705 

5,696 

0% 

U.S. 

55  60 

EBAY 

5,701 

4,700 

21% 

U.S. 

56  48 

VOLKSWAGEN 

5,617 

6,410 

-12% 

Germany 

57  52 

WRIGLEY'S 

5,543 

5,424 

2% 

U.S. 

58  61 

YAHOO! 

5,256 

4,545 

16% 

U.S. 

59  58 

AVON 

5,213 

4,849 

8% 

U.S. 

60  56 

COLGATE 

5,186 

4,929 

5% 

U.S. 

61  54 

KFC 

5,112 

5,118 

0% 

U.S. 

62  53 

KODAK 

4,979 

5,231 
5,050 

-5% 
-2% 

U.S. 

63  55 

PIZZA  HUT 
KLEENEX 

4,963 

U.S. 

64  57 

4,922 

4,881 

1% 

U.S. 

65  64 

CHANEL 

4,778 

4,416 

8% 

France 

66  62 

NESTLE 

4,744 

4,529 

5% 

Switzerland 

67  63 

DANONE 

4,513 

4,488 

1% 

France 

68  66 

AMAZ0N.COM 
KRAFT 

4,248 

4,156 

2% 

U.S. 

69  67 

4,238 

4,112 

3% 

U.S. 

70  68 

CATERPILLAR 

4,085 

3,801 

7% 

U.S. 

71  69 

ADIDAS 

4,033 

3,740 

8% 

Germany 

72  70 

ROLEX 

3,906 

3,720 

5% 

Switzerland 

73  76 

MOTOROLA 

3,877 

3,483 

11% 

U.S. 

DESCRIPTION 


After  selling  the  money-losing  mobile  handset  business,  new  CEO  Kl< 
Kleinfeld  is  concentrating  on  business-to-business  products. 

Harley  lost  27%  of  its  stock  value  this  spring.  Its  problems:  slowing  g 
high  bike  prices,  and  aging  Baby  Boomer  buyers. 

It  continues  to  fight  private-label  brands  for  space  on  kitchen  tables, 
Lea  &  Perrins  Worcestershire  Sauce  in  June. 

The  planned  cleaving  of  parent  Viacom  to  unlock  shareholder  value 
underscores  the  growth  prospects,  particularly  overseas,  of  MTV  Net 

Star  designer  Tom  Ford  stepped  down  last  year,  but  CEO  Robert  Polet 
Gucci  back  on  its  feet  with  strong  sales  of  footwear  and  leather  access 

The  brand  is  treading  water,  but  launch  of  the  Nintendo  DS  portable  g 
machine  should  raise  the  company's  profile. 

Outsourcing  has  been  a  strong  growth  area,  winning  high-profile,  higl 
contracts  such  as  border  security  in  the  U.S. 

The  beauty-products  giant  is  sitting  pretty,  with  strong  growth  in  the  U^ 
Asia.  Sagging  European  sales  are  starting  to  shore  up. 

The  consumer  electronics  and  medical  systems  colossus  launched  a 
rebranding  effort  that  raised  its  ranking,  but  its  visibility  still  lags  in  th 

Despite  a  steady  march  of  new  products— 40  in  2004  alone— the  cop 
has  not  been  able  to  build  momentum  with  investors. 

The  online  marketplace's  brand  value  shot  up  thanks  to  a  runup  in  its 
price.  But  revenue  growth  is  slowing  as  some  merchants  try  rivals. 

Unexciting  designs  and  luxury  products  forced  on  a  value  brand  is  co: 
the  German  auto  maker  customers  worldwide. 

The  No.  1  name  in  gum  is  making  a  big  push  into  other  tasty  treats  w 
recent  purchase  of  Altoids  and  Life  Savers. 

The  decade-old  Internet  brand  has  matured  from  "colorful"  and  "wad 
"useful"  and  "indispensible"  in  recent  years. 

Struggles  in  the  U.S.  market  were  offset  by  red-hot  direct  sales  in  Eas 
Europe  and  other  developing  economies. 

Responding  to  the  rising  challenge  of  rival  P&G,  the  global  toothpast 
sharply  increased  advertising  and  promotional  spending  in  2004. 

KFC  is  going  away  from  "healthy"  offerings,  playing  up  guilty  pleasure 
moving  back  to  the  Kentucky  Fried  Chicken  brand  name. 

Though  Kodak  has  made  impressive  strides  in  digital  photography,  th 
has  been  hurt  by  a  credit-rating  demotion  to  junk-bond  status. 

"Healthy"  pizza  items  and  aggressive  product-placement  strategy  in  v 
games  aren't  enough  to  overcome  the  low-carb  eating  trend. 

As  Gen  Y  consumers  buy  private  label  or  whatever  is  on  sale,  Kleenex 
the  innovation  card  with  its  launch  of  Moist  Cloth  tissues. 

The  Paris  fashion  house  is  the  essence  of  chic.  Nicole  Kidman  promot 
Chanel  No.  5  perfume  helps,  too. 

Best  known  for  chocolate,  the  Swiss  food  giant  posts  stronger  sales  gr 
from  newer  products  such  as  Aquarel  bottled  water. 

U.S.  and  Asian  sales  of  Danone  yogurts  and  yogurt-based  drinks  help 
recent  weakness  in  its  core  European  markets. 

The  pioneer  e-tailer  has  kept  its  brand  equity  steady  by  chucking  TV  a 
spending  the  money  on  relentlessly  lowering  prices. 

A  leaner  portfolio  of  brands  should  give  the  maker  of  Oreos  and  Maxw 
House  a  boost  on  store  shelves. 

Cat,  with  its  giant  earth-hauling  machines,  maintains  a  strong  reputati 
for  ruggedness. 

Collaboration  with  hip-hop  queen  Missy  Elliott  proves  that  athlete 
endorsements  aren't  the  only  way  to  sell  sports  apparel. 

Still  the  ultimate  status-symbol  timepiece.  Rolex  is  polishing  its  appea 
marketing  initiatives  such  as  an  arts  sponsorship  program. 

Slick  designs  like  the  $500  Razr  phone  make  Motorola  a  force,  especi 
the  high-end  of  personal  digital  electronics. 
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There  are  no  maps  to  the  sweet  spot  of  the 
market.  But  we  know  a  heck  of  a  guide. 


MidCap  Spiders  let  you  own  the  market's  middle  with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  repre- 
sents the  entire  S&P  MidCap  400,  middle  market 
companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-efficient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Wantto  learn  more?  Askyour  advisor.  And  see  if  MidCap 
Spiders  could  be  a  sweet  addition  to  your  portfolio. 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 

return  of  nearly  56%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 

been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/05 


One 
Year 


Based  on 
NAV 


Based  on 
Market  Price 


10.11% 


9.96% 


Five  Years 

Since 
Inception 
(5/4/95) 

6.55% 
6.63% 

14  56% 
14.47% 

Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset 
value  WAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back  mto 
the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data  quot- 
ed represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  louer  or  higher  tnan  quoted.  The  investment 
return  and  prmcipaJ  value  of  an  investment  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  svorth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  fnot  NAV)  and  are  not  individuaily 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obtam  most  recent  month-end  performance,  please  call  I  -800-THE  AMEX 
or  visit  uwvj.MidCapSPDR.com. 


www.MidCapSPDR.com      Ticker  symbol  Amex:MDY 
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HDR 


AMERICAN 

STOCK  EXCHANGE* 

An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before 
investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  wwujMidCapSPDR.com  or  call  1 -SOO- 
THE AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&P 
MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and 
American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &.  Poor's  and  S&.P  makes 
no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


GLOBAL  BRAND  SCOREBOARD 


RANK 
2005/2004 


74  71 

75  72 

76  74 


2005 

2004 

PERCENT    COUNTRY 

DESCRIPTION 

BRAND 

BRAND 

CHANGE         OF 

VALUE 

VALUE 

OWNERSHIP 

SMILUONS 

SMILLIONS 

3,866 


3.802 


3,777 


3,730 


3,679 


3,618 


3,540 


3,521 


3,480 


3,203 


REUTERS 

BP 

PORSCHE 

77  NEW  ZARA 

78  77    PANASONIC 

79  81    AUDI 

80  80    DURACELL 

81  75    TIFFANY  &  CO. 

82  79    HERMES 

83  78    HERTZ 

84  NEW  HYUNDAI 

85  90    NISSAN 

86  83    HENNESSY 

87  88    ING 

88  86    SMIRNOFF 

89  91    CARTIER 

90  84    SHELL 

91  87    JOHNSON  &  JOHNSON  3.040 

92  89    MOET&CHANDON 

93  95    PRADA 

94  NEW  BULGARI 

95  93    ARMANI 

96  85    LEVI'S 

97  NEW  LG 

98  97    NIVEA 

99  98    STARBUCKS 
100  99    HEINEKEN 


3,097 


3,050 


3,048 


2.991 


2,576 


2.35- 


3,691 


3,662 


3,646 


New 


5%       Britain 


4%       Britain 


4% 


New 


Germany 
Spain 


3,714         3.480         7%       Japan 


3,686         3,288        12%     Germany 


3,362 


3,638 


3,376 


3,411 


New 


9% 


-1% 


U.S. 


U.S. 


5%       France 


3% 


U.S. 


New     S.  Korea 


2,833        13%       Japan 


3.201         3,084         4%       France 


3,177         2,864        11%  Netherlands 


2,975 


2,749 


2.985 


2.952 


2.861 


4%       Britain 


11%       France 


2%    Brit./Neth. 


3% 


U.S. 


2,760 

2,568 

7% 

2,715 

New 

New 

2,677 

2,613 

2% 

2,655 

2.979 

-11% 

2.645 

New 

New 

5%       France 

Italy 

Italy 

Italy 

U.S. 


2.409 


S.  Korea 


7%     Germany 


2.576         2.400 


7% 


U.S. 


2.380 


-1%  Netherlands 


CEO  Tom  Glocer  has  led  a  revival,  but  catching  up  to  archrival  Bloomt 
still  an  uphill  battle. 

Despite  a  Texas  refinery  accident  and  a  damaged  platform  in  the  Gulf 
Mexico.  BP  is  challenging  ExxonMobil  for  pole  position  in  the  oil  indusl 

An  SUV  at  the  legendary  sports  car  company  didn't  hurt  brand  cache. 
sedan  might  be  next.  The  company  is  testing  how  broad  the  brand  car| 

Cutting-edge  Spanish  apparel  retailer  epitomizes  cheap  chic,  knocking 
mass-produced  copies  of  catwalk  fashions  almost  overnight. 

With  first-rate  DVD  recorders  and  the  best-selling  plasma  TVs  in  the  U.| 
small  wonder  that  Panasonic's  star  is  rising. 

Germany's  No.  3  luxury-carmaker  scored  a  big  improvement  in  initial  qu 
J.D.  Power's  2005  ranking,  leading  to  8.2%  higher  sales  worldwide. 

Despite  rampant  price  competition  in  the  battery  business,  Duracell  he 
achieved  record  profitability  thanks  to  cost-cutting  and  effective  ads. 

Japan  turned  cold  for  Tiffany  this  year,  contributing  to  disappointing  ea 
in  the  last  half  of  the  year. 

Designer  Jean-Paul  Gaultier  is  wowing  fans  of  the  family-run  luxury  grcj 
with  new  takes  on  the  Birkin  and  Kelly  handbags. 

Still  a  leader  with  business  travelers.  Hertz  shouldn't  miss  a  beat  whenj 
completes  the  sale  of  this  market-leading  rental-car  business. 

It's  the  fastest-growing  auto  brand  in  the  world.  Now  it's  aggressively  i 
upscale  into  bigger,  more  profitable  segments. 

Snappy  designs  and  aggressive  pricing  are  raising  Nissan's  market  sha 
along  with  its  profits. 

Hip-hop  artists  made  this  French  cognac  a  U.S.  best-seller.  Asia  could  1| 
future  growth. 

ING  Direct  is  a  phenomenal  success:  It's  the  largest  online  bank.  Now 
aiming  for  Chinese  expansion  with  its  Bank  of  Beijing  investment. 

Sales  are  up  significantly  after  rebranding  campaign.  Extension  into  ma 
liquor  Ice  brand  has  been  a  big  success. 

After  several  tough  years,  the  jewel  in  Swiss  luxury  group  Richemont's  i 
has  rediscovered  its  sparkle,  thanks  to  new  jewelry  lines. 

CEO  Jeroen  van  der  Veer  is  juicing  up  exploration  while  cleaning  house 
a  scandal  about  overstated  reserves. 

While  the  drug  business  has  slowed.  J&J's  medical  devices  continue  to 
power  earnings.  But  questions  now  surround  its  purchase  of  Guidant. 

Strong  U.S.  and  Asian  champagne  sales  keep  the  bubbly  flowing  at  par 
company  LVMH. 

Designer  Miuccia  Prada  still  stirs  up  fashionista  frenzies  with  her  edgy 
handbags  and  shoes.  Sales  in  Asia  were  up  25%  last  year. 

A  move  into  luxury  hotels  and  resorts  is  enhancing  the  jeweler's  exclu 
brand  image. 

The  Italian  king  of  style  is  now  moving  into  home  furnishings,  hotels,  a| 
restaurants.  Still  missing  is  a  plan  for  his  succession. 

Newer  brands  like  Citizens  of  Humanity  and  Miss  Sixty  keep  chipping  al 
at  Levi's  cool  factor.  Sales  of  Levi's  jeans  in  the  U.S.  were  flat  from  200c| 

Once  best  known  for  its  microwave  ovens  and  basic  refrigerators,  LG  is  i 
rolling  out  snazzy  cell  phones,  plasma  TVs,  and  digital  gizmos. 

The  business  formula  has  growing  appeal  to  aging  baby  boomers  on  a 
budget:  Skin  care  that  doesn't  cost  a  fortune. 

Profits  and  share  price  remain  high.  Now  Starbucks  is  pushing  to  becor| 
force  in  music  distribution. 

Still  the  leading  international  beer  brand,  but  the  Amsterdam-based  bre| 
is  struggling  to  keep  growth  going. 


brand  valuations  draw  upon  publicly  available  information,  which  has  not  been  independently  investigated  by  Interbrand.  Valuations  do  not  represent  a  guarantee  of  future  performance  of  the :  I 
Dmpanies.  NA  =  Not  available:  Last  year's  brand  value  has  been  restated  due  to  the  availability  of  new  data.  Did:  Interbrand  Corp..  J.P.  Morgan  Chase  L  Co.,  Citigroup.  Morgan  Stanley,  Bus/nesil 
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the  first  time,Treo,  Sprint,  and  Good  come  together  to  deliver  an  end-to-end  mobile  solution  for  business. 

Sprint  PCS  Vision  Smart  Device  Treo  650-powered  by  Intel"  Mobile  Media  Technology-combines  phone, 
a i I  and  web  access*  with  the  Sprint  Nationwide  PCS  Network.  Plus,  GoodLink  means  real-time  wireless 
5ss  to  Microsoft  Outlook  for  all  email,  calendaring,  notes,  and  attachments. 
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Call  1-888-730-3282  by  Sept.  10  to  take 
advantage  of  special  offers. 
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Sprint 


ess  service  plan  required.  Email  and  web  require  wireless  data  services  and  additional  charges  apply.  Coverage  not  available  everywhere.  Devices  available  from  participating 
Its  and  may  change  depending  on  availability.  Offer  subject  to  change.  May  not  be  combinable  with  other  offers.  Screen  image  simulated.  ©2005  Palm.  Inc.  All  rights 
|  fed.  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  or  licensed  to  Palm,  Inc.  Sprint,  the  diamond  logo,  and  all  Sprint  trademarks  are  property  of 
i  Communications  Company  LP.  Good.  Good  Technology,  the  Good  logo,  and  GoodLink  are  trademarks  or  registered  trademarks  of  Good  Technology.  Inc.  All  other  marks  are 
|W  of  then  respective  owners 


Personal  Business  Mutual  Funds 
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Returns  have  been  off  lately,  but  funds  investing  i 
big-cap  stocks  are  set  to  rebound,  bylauren  you 


BIG  IS  BACK.  3"  In  the  past  six  years  large-cap 
stocks  have  toiled  while  smaller  companies  led 
the  markets  higher  amid  an  economic  rebound. 
Many  mutual-fund  statements  reflect  this  dis- 
crepancy: The  typical  small-cap  value  fund 
soared  an  annualized  15%  in  the  past  five  years, 
while  the  average  large-cap  growth  fund  is 
among  the  worst  fund  performers,  with  an  annualized  loss  of 
almost  9%.  J  But  don't  let  such  dismal  numbers  scare  you 
away.  Many  financial  advisers,  such  as  Adam  Bold,  president 
of  the  Mutual  Fund  Store  in  Overland  Park,  Kan.,  say  the  time 
is  right  to  invest  in  funds  that  own  blue  chips  with  market  caps 
above  $10  billion  because  they  have  more  earnings  momen- 
tum than  small  caps  in  the  later  stages  of  an  economic  cycle. 
Bold  is  overweighting  his  clients'  portfolios  in  large-cap 
growth  funds.  "From  a  valuation  and  market  cycle  standpoint, 
large  caps  look  really  good  right  now,"  he  says.  J  But  with  so 
many  laggards  among  large-cap  growth  funds  since  2000, 
how  do  you  sift  through  the  rubble  to  find  the  right  one? 


n 


BusinessWeek's  Mutual  Fund 
board  ranks  funds  by  their  five-year 
records  and  adjusts  them  for  dow 
risk.  Each  fund  is  given  an  overall 
from  A  to  F.  We  update  the  list 
month    at    BusinessWeek    0 
(bwnt.businessweekcom/mutual_n 

We  also  rate  funds  against  their 
Among  the  62  large  caps  we  grade, 
looked  at  the  24  A-rated  large-cap  g: 
funds  (table)  and  checked  on  the  *fl 
managers  to  see  how  they're  tuning   ;- 
portfolios  for  a  large-cap  turnaroun< 
managers   have   different   stratef  c 
some  focus  on  mega  caps  like  Mici 
General  Electric,  and  Citigroup, 
others  see  the  best  buys  in  the  sr 
"big"  companies  such  as  Google,  tl 
line  giant;  EnCana,  an  energy  proc 
and  Pulte  Homes,  a  homebuilder. 


BusinessWeek  oi 


For  a  Q&A  with  F 
Contrafund  Manager  Will  Danoff,  go  to 
www.businessweek.com/extras 
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ALSO  IN  THIS  SECTION: 

The  most  exclusive  private 
golf  clubs  in  the  U.S. 


100 


Plus:  Farm  dining;  Native 
American  exhibits;  no  sales  tax 


hough  their  game  plans  are  dif- 
t,  the  managers  agree  that  large- 
tocks  offer  good  bargains  overall. 
les  that  used  to  be  the  hallmark 
Dwth  are  scoring  well  on  growth 
alue  characteristics,"  says  James 
'Shaughnessy,   manager   of  the 

million  Dreyfus  Premier  Alpha 
th  Fund,  who  uses  computer 
as  to  identify  stocks  to  buy. 
t's  really  unusual." 
Dk  at  the  $11  billion  T.  Rowe  Price 
th  Stock  Fund:  Its  top  holdings  fea- 
narket  giants,  including  Intel  and 
4art  Stores.  On  average,  the  portfo- 
trading  at  16  times  2006  earnings. 
s  half  the  price-earnings  ratio  the 
)  sported  five  years  ago.  At  the  same 
the  stocks  in  the  fund  are  expected 
t  average  earnings  growth  of  12%  to 
annually.  Yet  in  many  cases  those 
s  have  barely  budged  since  2000. 
addition  to  the  bargain  price  tags, 
rt  Smith,  manager  of  the  T.  Rowe 
Growth  Stock  Fund,  likes  mega- cap 
anies  because  they  offer  the  most 
1  mix  of  business  units  with  a  com- 
on  of  domestic  and  international 
;ure.  "As  the  growth  rates  stop  ac- 
iting  and  we  start  to  have  more  nor- 
rowth,  people  will  begin  to  pay  for 
liversification,"  Smith  says. 
ih  diversity  in  business  as  well  as  ge- 
•hy  means  that  something  is  usually 
ng  right  for  big  companies.  One  ex- 
i  is  First  Data,  a  recent  addition  to  the 
ntrated  Jensen  Fund.  More  than  half 
i  company's  operating  income  comes 
its  rapidly  growing  flagship  Western 
,i  unit,  which  provides  electronic 
,y  transfers.  The  company  has  some 
•00  locations  worldwide  and  is  look- 
f  double  that  presence  as  more  people 

from  remote  villages  to  work  in 
.  "Whether  it's  China,  India,  or 
I,  workers  need  a  way  to  move  money 
to  their  families,"  says  Robert  Millen, 
anager  of  the  $3  billion  Jensen  fund. 

same  time,  First  Data  processes 
:-  and  debit-card  transactions,  which 
iterative  business.  Its  credit-card  is- 
«  division  is  suffering,  but  First 
s  other  units  are  picking  up  the  slack, 
i  says. 

)N  INNOVATION 

>ENTIFY  STOCKS  for  the  $49  billion 
ity  Contrafund,  manager  Will 
ff  is  focusing  on  smaller,  more  inno- 
:  large  companies  with  cutting-edge 
acts  and  services.  His  research  has 


led  him  to  Genentech,  a  biotech  which 
has  delivered  promising  results  with  can- 
cer drug  Avastin  as  well  as  Lucentis, 
which  treats  blindness. 

Another  top  holding  is  Google,  which 
Danoff  purchased  in  the  initial  public  of- 
fering last  year.  "Google  has  a  very  pow- 
erful business  model.  They  have  the 
smartest  engineers,  and  the  company  is 
growing  like  a  weed,"  Danoff  says. 
Google  is  poised  to  benefit  from  an  uptick 
in  online  advertising:  Americans  spend 
12%  of  their  media  time  surfing  the  Inter- 
net, but  online  media  currently  accounts 
for  4%  of  the  advertising  industry's  rev- 
enue, Danoff  says. 

Like  Danoff,  Bill  Kornitzer,  co-manag- 
er of  the  $50  million  Buffalo  Large  Cap 
Fund  (he  also  subadvises  the  AFBA  Five 
Star  Large  Cap  Institutional  Fund),  seeks 


smaller  large  caps.  In  the  past  six 
months,  Kornitzer  and  his  team  have 
shifted  the  fund  away  from  giant  compa- 
nies. Some  20  companies  in  the  Standard 
&  Poor's  500-stock  index  have  market 
capitalizations  above  $100  billion,  but  the 
stocks  in  the  Buffalo  fund  have  a  median 
market  cap  of  about  $30  billion.  In  the 
health-care  group,  Kornitzer  likes  Baxter 
International,  which  isn't  facing  major 
patent  expirations,  and  Abbott  Laborato- 
ries, which  has  a  good  product  pipeline, 
rather  than  industry  heavyweight  Pfizer. 
An  added  feature  that  large  caps  typi- 
cally bring  is  staying  power.  Enron  and 
WorldCom  aside,  "you  get  the  insurance 
policy  that  large-cap  companies  won't  go 
out  of  business  in  your  lifetime  or  mine," 
says  Bold,  the  financial  adviser.  You  can't 
say  that  about  many  small  caps.  ■ 


The  Best  Large-Cap  Growth  Funds 

BusinessWeek  rates  mutual  funds  based  on  their  risk-adjusted  retui  ns  over  a  five-year  period.  Funds 
get  an  overall  rating  as  well  as  category  rating  (A  to  F)  based  on  how  they  compare  with  other  equity 
funds  as  well  as  their  peers.  The  following  funds  have  earned  A  ratings  in  the  large-cap  growth 
category.  Our  scoreboard  is  updated  monthly  at  http://bwnt.businessweek.com/mutual_fund/ 

AVERAGE  ANNUAL 
SALES        EXPENSE          TOTAL  RETURN* 
FUND /SYMBOL                                                                           CHARGE         RATIO             3-YR.          5-YR. 

AFBA  Five  Star  Large  Cap  Instl.  AFBEX 

none 

1.28% 

7.2% 

-1.6% 

Avondale  Hester  Total  Return  AHTRX 

none 

1.74 

11.0 

1.9 

Buffalo  Large  Cap  BUFEX 

none 

1.05 

7.4 

-1.4 

CGM  Advisor  Targeted  Equity  NEFGX 

5.75% 

1.42 

7.7 

0.4 

Chase  Growth  CHASX 

none 

1.31 

7.8 

1.7 

Chesapeake  Core  Growth  CMCGX 

none 

1.33 

12.1 

-1.4 

Dreyfus  Appreciation  DGAGX 

none 

0.95 

5.2 

-1.4 

Dreyfus  Premier  Alpha  Growth  Fund  T  BSFAX 

4.50 

1.40 

6.6 

2.7 

Fidelity  Contrafund  FCNTX 
Fidelity  Disciplined  Equity  FDEQX 

none 

0.92 

11.5 

2.6 

none 

0.88 

9.1 

-1.2 

Gartmore  U.S.  Growth  Leaders  A  GXXAX 

5.75 

1.64 

18.7 

0.1 

J.  Hancock  U.S.  Global  Leaders  Growth  A  USGLX 

5.00 

1.32 

3.7 

0.3 

Harris  Insight  Core  Equity  N  HGRAX 

none 

1.25 

10.4 

-1.6 

Lou  Holland  Growth  LHGFX 

none 

1.35 

6.3 

-1.1 

Ivy  Large  Cap  Growth  A  WLGAX 

5.75 

1.50 

7.6 

0.3 

Jensen  JENSX 

none 

0.88 

5.6 

1.9 

Marsico  21st  Century  MXXIX 

none 

1.44 

14.9 

0.9 

Nations  Marsico  21st  Century  Inv.  A  NMTAX 

5.75 

1.40 

15.3 

2.5 

Pioneer  Oak  Ridge  Large  Cap  Growth  A  ORILX 

5.75 

1.57 

6.3 

-0.6 

T.  Rowe  Price  Growth  Stock  PRGFX 

none 

0.74 

9.5 

-1.6 

Russell  Tax-Managed  Global  Equity  S  RTGSX 

none 

0.00 

10.0 

-0.9 

Rydex  Arktos  RYAIX 

none 

1.38 

-16.3 

6.8 

Vanguard  PRIMECAPVPMCX 

none** 

0.45 

12.5 

-1.5 

Wells  Fargo  Advantage  Capital  Growth  SLGIX           none          1.40 

•Through  June  30.  Appreciation  plus  reinvestment  of  dividends  and  capital  gams  before  taxes.  "Closed  to  new  investors 

11.8 

1.0 

Personal  Business  Golf 


The  Fairest  of  the  Fairways  ] 

The  unsurpassed,  pricey  pleasures  of  private  courses.  BY  ROGER  o. CROCKET!  \ 


TUCKED  NEATLY  AMONG 
the  vineyards  north  of 
California's  Napa  Valley 
lies  what  Richard  J. 
Guggenhime  calls  "one  of 
the  great  gifts  of  the 
world."  To  the  Bay  Area 
lawyer  and  avid  golfer,  not  even  courses 
as  famously  picturesque  as  Pebble  Beach 
or  Torrey  Pines  compare  to  the  lush  green 
fairways  rolling  beneath  a  cerulean  sky  at 
Mayacama  Golf  Club. 

It's  not  just  the  view  that  appeals  to 
Guggenhime.  At  Mayacama,  golfers  don't 
have  to  make  tee  times  for  what  Golf  Di- 
gest has  rated  No.  67  on  its  list  of  Ameri- 
ca's 100  Greatest  Golf  Courses.  Once  on 
the  course,  they  can  order  glasses  of  Cal- 
ifornia's finest  pinot  noir  at  the  turn. 

Mayacama,  you  see,  isn't  open  to  just 
anyone.  Although  it's  one  of  America's  es- 
timated 4350  private  golf  courses,  Maya- 
cama is  far  more  exclusive  than  your  typ- 
ical high-end  club  that  charges  $35,000 
to  $100,000  to  get  in.  The  fees  at  Maya- 
cama and  its  ilk  are  like  John  Daly's 
drives:  so  far  beyond  most  people's  reach, 
they're  almost  inconceivable.  Mayacama; 
Trump  International  Golf  Club  in  West 


Palm  Beach,  Fla.;  Vineyard  Golf  Club  on 
Martha's  Vineyard;  Red  Sky  Golf  Club 
near  Vail,  Colo.;  Dallas  National  Golf 
Club;  and  an  elite  group  of  others  charge 
initiation  fees  of  up  to  $350,000  and  as 
much  as  $18,000  in  annual  dues. 

Oddly  enough,  such  oases  have  come 


They  Cost  What? 

While  many  other  golf  clubs  struggle 
amid  the  glut  of  courses,  a  select  group 
of  private  venues  is  thriving. 


CLUB 

Dallas  National 

Dallas 

Mayacama 

Santa  Rosa,  Calif. 
Red  Sky 
Wolcott,  Colo. 

Trump  International 

West  Palm  Beach,  Fla. 

Vineyard 

Edgartown,  Mass. 


INITIATION  FEE 

$175,000 


200,000 


175,000 


350,000*       18,000 


300,000 


MAYACAMA 

.5  vistas ; 
local  pinot  noir 


along  at  a  time  when  overall  golf 
ipation  has  waned  and  many  club 
had  to  offer  financial  incentives  to 
members.  The  number  of  public  a 
vate  courses  across  the  country  r 
panded  from  14,268  in  2000  to 
mated  14,988  this  year,  according 
National  Golf  Founc 
But  rounds  played  fell 
4%,  from  518  milli 
2000  to  498  milli 
2004— the  biggest  dec 
nearly  a  decade.  Ph 
5.2%  for  the  first  qua 
2005  over  the  same  pe 
2004.  "By  all  indie; 
golf  is  overbuilt,"  says 
Vain,  president  of  Mc? 
Group,  a  golf  club  cons 
in  St.  Louis. 

Yet  that  hasn't  kept 
cama  or  the  30  or  so 
exalted  clubs  from  th 
While  Ancala  Countr 
in  Scottsdale,  Ariz., 
others,  was  forced  tc 
its  initiation  fee 
$50,000  to  $35,000  in 
Trump  International  e 


ANNUAL  DUES 

$10,500 

10,000 

7,700 


9,500 


Data:--:    HsWaM 


jost  its  up-front  charge  from 
000  to  $350,000  in  October.  After 
embers  with  that  kind  of  dough 
have  wallets  that  get  easily  dented 
dips  in  the  economy.  "You  can  fi- 
the  [$175,000]  initiation  fee," 
■'atrick  B.  Donovan,  vice-president 
i  Sky  Golf  Club,  "but  most  of  our 
e  just  come  in  and  write  a  check." 

PICKERY 

HAT'S  THE  FORMULA  that  drives 
ccess  of  these  super-elite  clubs?  It's 
of  top-notch  service,  unbelievable 
ties,  and  luxurious  facilities,  all 
•ed  around  a  first-rate  golf  course  in 
on  wealthy  people  flock  to.  Devel- 
pay  a  premium— as  much  as  $3 
n— to  the  industry's  top  designers, 
ling  Jack  Nicklaus  and  Tom  Fazio, 
duce  courses  that  will  justify  their 
•ership  costs.  These  legends  have  a 

for  building  challenging  venues 
at  the  trickery  that  renders  a 
|  unplayable  for  amateurs.  Plus, 
high-cachet  names  didn't  hurt, 
ike  buying  designer  clothes,"  says 
Beckert,  CEO  of  ClubCorp  Inc.,  a 

company  that  develops  private 
"You're  paying  a  premium  for  the 
but  it's  well  deserved." 
Dallas  National,  for  example,  Fazio 

rare  piece  of  hilly  Texas  land  and 
>ned  a  course  that  meanders 
*h  limestone  canyons, 
cedar,  oak,  and  elm 
lining  the  fairways, 
ared  with  the  flat  Texas 
t  around  it,  "it's  almost 
Kish  piece  of  property," 
developer  John  Mac- 
d. 

'Red  Sky,  where  Fazio 
ilf  is  a  member,  golfers 
ne  thrill  of  smacking 
through  the  thin 
tain  air  above  glitzy 
Red  Sky  is  also  one  of 
ubs  that  has  a  residen- 
Mnmunity  tied  to  the  course.  Al- 
fa real  estate  experts  say  demand  for 
-lined  fairways  is  decreasing, 
3  but  a  chip  shot  away  from  a  home- 
rs backyard  can  still  bump  up  the 
£  a  house  by  25%  to  30%.  Mac  F. 
nald,  the  first  person  to  move  into 
ky  housing,  built  a  seven-bedroom, 
lhon  house  on  a  12-acre  lot,  in  part 
se  it  included  the  option  to  buy  a 
nembership— a  privilege  otherwise 
i  by  invitation  only, 
using  is  an  afterthought  at  a  place 
"ineyard  Golf  Club  on  Martha's 
ard.  It  became  the  only  full-blown 


private  club  on  the  famous  vacation  is- 
land in  2002.  Built  on  the  site  of  a  former 
dump,  the  Vineyard  project  required 
Martha's  Vineyard  Golf  Partners  to  spend 
more  than  $50,000  just  to  clean  away  old 
car  parts  and  kitchen  appliances  to  build 
the  all-organic  layout  (no  chemicals  are 
used  in  caring  for  the  site).  More  than 
$40  million  in  investment  later,  it's  a 
serene  retreat  that  mimics  British  links. 
With  270  members,  the  Vineyard  club 


ished  and  ready  to  go,  shoes  shined,  and 
new  cleats  applied.  Caddies  know  not 
only  the  nuances  of  the  course  but  also 
how  they  fit  a  member's  game.  "Every- 
thing needs  to  be  perfect,"  says  Red 
Sky's  Donovan. 

Perfection  applies  to  the  amenities  as 
well.  Trump  International  and  Dallas 
National  have  makeshift  helipads  next  to 
the  practice  range.  Mayacama  has  se- 
cluded,    luxurious     lodging     areas— 


TOP-HOLE  Red 

Sky  (above)  is 
lined  with  luxury 
homes;  Trump 
International's 
clubhouse 
interior  (left) 


collects  more  than  $2.7  million  a  year  in 
dues.  The  money  pays  for  way  more  than 
keeping  the  greens  mowed.  The  biggest 
expense  of  all,  in  fact,  is  the  payroll.  "Be- 
ing on  an  island  makes  it  tough  to  hire 
staff,"  says  vineyard  co-developer  Jay  M. 
Swanson,  who  has  had  to  build  housing 
to  accommodate  caddies  and  other  year- 
round  employees. 

For  all  of  these  outfits,  a  first-rate  staff 
is  key  to  meeting  members'  expectations. 
At  Red  Sky,  a  valet  greets  members  by 
name  and  can  immediately  direct  them 
to  their  playing  partners.  Locker  room 
attendants  have  the  member's  clubs  pol- 


casitas,  as  Mayacama 
calls  its  cabins— so 
out-of-town  mem- 
bers can  settle  in 
next  to  the  course. 
Red  Sky  homeowners 
have  access  to  a  pri- 
vate ski  club  called 
Bachelor  Gulch  at  the  base  of  the  moun- 
tain at  Beaver  Creek.  More  than  50%  of 
Trump  International  members  readily 
pony  up  an  additional  $150,000  in  up- 
front fees  and  $10,000  a  year  to  gain  en- 
try into  the  nearby  Mar-a-Lago  Club 
with  its  pool,  spa,  palatial  clubhouse, 
and  year-round  entertainment. 

First-rate  dining  is  also  a  must  at  these 
venues.  Red  Sky  boasts  the  acclaimed  Sil- 
ver Sage  restaurant  and  an  on-course 
"snack  shack"  that  serves  panini  sand- 
wiches. Mayacama  has  unrivaled  wine  of- 
ferings, as  well  as  500  wine  lockers  in  a 
cave  built  into  a  hill,  where  members  can 
store  their  own  bottles.  "We  created  a  place 
to  celebrate  wine,"  says  Gerry  E.  Engle,  a 
partner  at  Mayacama  Golf  Club.  Whether 
it's  wine  or  some  of  the  greatest  golf  in  the 
world,  the  members  of  these  ritzy  clubs  are 
indeed  celebrating.  ■ 
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TAXES 

THE  TAXMAN 

TAKES 

A BREATHER 

A  FAVORITE  back-to- 
school  ritual  is  the  state 
sales  tax  holiday.  This 
year,  11  states  will  waive 
the  tax  between  now  and  the  beginning 
of  September,  for  two  days  up  to  a  week. 
While  clothing  and  school  supplies  are 
the  most  frequent  exempt  items,  North 
Carolina,  Massachusetts,  and  Missouri 
forgo  taxes  on  sports  and  computer  gear. 
Of  participating  states,  Texas  has  the 
highest  sales  tax,  6/^%;  Georgia  and 
New  York  are  the  lowest,  at  4%.  But 
local  tax  levies  may  still  apply.  So  in 
Atlanta,  for  example,  you'll  still  pay 
1%  on  exempt  items.  -Maha  Atal 
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STATE 

SALES  TAX 

EXEMPTION 
DATES 

Florida 

6% 

July  23-31 

Georgia 

4% 

July  28-31 

Iowa 

5% 

Aug.  5-6 

Missouri 

43/l5% 

Aug.  5-7 

New  Mexico 

5% 

Aug.  5-7 

North  Carolina 

4'/2% 

Aug.  5-7 

South  Carolina 

5% 

Aug.  5-7 

Texas 

6'/<% 

Aug.  5-7 

Massachusetts 

5% 

Aug.  13 

Connecticut 

6% 

Aug.  21-27 

New  York 

4% 

Aug.  30-Sept.  5 

Fresh  Fields 


A  FARM  WOULDN'T  BE  the  first  place  you'd  think  to  go  for  a  gourmet  meal.  But  a  gjp 
number  of  farms  and  vineyards  are  setting  up  tables  in  their  pastures  with  whit 
and  fine  china  and  hosting  public  dinners  featuring  local  produce,  meats,  and  v 
The  dinners,  usually  preceded  by  a  tour,  are  a  way  for  growers  to  attract  new 
customers  and  earn  money  beyond  farmer's  markets  and  vegetable-of-the-mor 
clubs.  They  also  promote  the  virtues  of  organically  grown  local  foods.  Outstandi 
Field,  based  in  Santa  Cruz,  Calif.,  sponsors  dinners  across  the  country 
(outstandinginthefield.com),  while  Plate  &  Pitchfork  (plateandpitchfork.com)  on  n 
open-air  meals  in  the  Portland  (Ore.)  area.  Meals  range  from  $75  to  $160  per  p<* 
If  you  have  hay  fever  or  prefer  an  enclosed  setting,  more  farms  are  operating 
premises  restaurants  and  inns.  You  can  find  them  through  state  agriculture 
departments  and  farmers'  groups,  such  as  the  New  York  State  Agriculture  &  Marin 
Dept.  (agmkt.state.ny.us),  Vermont  Farms  Assn.  (vermontfarms.org),  and  North  ( rt 
Agriculture  &  Consumer  Services  Dept.  (ncagr.com).  -Krishna 


TIME  OFF 

ONE  OF  WASHINGTON'S  newest  attractions,  the  National  Museum 
of  the  American  Indian,  will  host  a  National  Powwow  from  Aug.  12 
to  14.  It's  the  second  confab  of  tribes  organized  by  NMAI,  which 

opened  last  September  on  the  Mall.  The 
event,  to  be  held  at  the  nearby  MCI 
Center,  will  showcase  music,  dance,  and 
crafts  of  Canadian  and  U.S.  tribes 
(americanindian.si.edu).  For  a  taste  of 
Native  American  culture  in  New  York, 
NMAI's  George  Gustav  Heye  Center  at 
One  Bowling  Green  features  19th-century 
paintings  (such  as  the  one  shown  here)  of 
American  Indians  by  George  Catlin 
through  Sept.  5.  -Monica  Gagnier 


INTERNET 

NOTSODISM 
A  SCIENCE 

IF  YOU  FIND  ECONOMICS  inaccessibll 
behind  all  the  jargon  and  page-lonl 
equations,  go  to  SmartEconomist.c  I 
The  site  offers  book-report-type  re\ 
new  research  in  economics  and : 
sortable  by  topic.  Working  papers! 
summarized  in  less  than  1,000  wo  [ 
deciphered  by  academic  economij 
with  minimal  jargon.  The  research! 
far  from  esoteric:  Topics  run  fron 
emerging  nations'  imports  affect  tl 
to  brand  advertising  on  the  Net.  F  j 
now,  it's  free,  but  there  are  plans  tc 
into  a  subscription  site.   -James  H I 
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Welcome  to  the  Creativity  Economy. 

The  new  Innovation  &  Design  Channel  is  the  premiere 
resource  for  information  on  how  creativity  is  influencing 
corporate  strategy  and  generating  top-line  growth. 


The  new  channel  features  topics  like: 

■  Top  News: 

The  latest  developments  in  innovation, 
creativity,  and  design  thinking 

■  Innovation  Metrics: 

How  to  manage  creativity  to  fuel  growth 

■  Brand  Equity: 

Case  studies  show  how  to  boost  your  brand 

■  Car  Buff: 

Reviews,  rankings,  and  concept  cars 


...  answering  questions  like: 

■  What's  fueling  this  great  shift  to  creativity? 

■  Who's  leading  the  charge? 

■  How  can  you  leverage  design  thinking 
to  achieve  organic  growth? 


Log  on  today  and  find  out  how 

to  leverage  creativity  to  fuel  growth 

www.businessweek.com/go/innovation 


Content  partners  for  Innovation  &  Design  Channel  include:  AIGA,  Art  Center  of  Pasadena,  Core77,  DMI,  Doblin,  IDSA 
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BY  GENE  G.  MARCIAL 

ALL  THE  WOES  AT  AIG  COULD  SPELL  A  BUYING  OPPORTUNITY. 


AT  POKER  CHAMP  WPT,  THE  ACTION  MAY  BE  JUST  HEATING  UP. 


911  OPERATOR  INTRADO  IS  ATTRACTING  SOME  HEAVY  HITTERS. 


la 


THAT'S  WHAT 
A  PROBE  DOES 


DOLLARS 


Is  AIG  Turning  a  Corner? 

SEASONED  LARGE-CAP  VALUE  investor  Saul  Eisenberg 
loves  a  real  bargain,  especially  those  that  the  Street  has 
cast  aside— such  as  American  International  Group  (AIG), 
which  New  York  Attorney  General  Eliot  Spitzer  and  the 
Securities  &  Exchange  Commission  are 
investigating  for  accounting  fraud. 
Since  the  massive  probe  began  in 
February,  shares  of  the  giant  global 
insurer  have  plunged— from  73  on  Feb. 
11  to  50  by  Apr.  22.  Eisenberg,  of  M&R 
Capital  Management,  started  buying  in 
March,  when  AIG  was  at  56.  Although 
most  investors  still  view  it  as  fraught 
with  risks,  Eisenberg  sees  AIG  as  a  steal. 
"Crunching  the  numbers  to  get  the 
probe's  worst-case  impact,  we  saw  that 
AIG  was  way  oversold,"  he  says.  He  sees 
the  stock,  now  at  60,  hitting  75  in  a  year.  Prior  to  AIG's  five-year 
restatement  of  its  financial  results,  the  Street  had  expected  the 
company  to  earn  $5.24  a  share  in  2005.  Recently,  William  Wilt 
of  Morgan  Stanley  (which  did  banking  for  AIG)  upped  his  2005 
forecast  to  $5  a  share  from  $4.80,  and  his  2006  forecast  to 
$5.40  from  $5.35.  He  says  it  is  increasingly  likely  that  AIG  will 
recapture  business  momentum.  Bijan  Moazami  of  investment 
firm  Friedman,  Billings,  Ramsey  Group  says  the  foreign 
life/retirement  services  unit— 29%  of  AIG's  total  revenues— will 
be  a  key  driver  in  its  overall  growth.  Overseas  operations  are 
growing  fast,  particularly  in  Japan,  India,  and  China. 
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WPT  Hasn't 
Left  the  Table  Yet 


AMERICANS  HAVE  POKER  FEVER— and  the  stock  of  WPT 
Enterprises  (WPTE),  creator  of  the  popular  TV  program 
World  Poker  Tour,  based  on  a  series  of  high-stakes  poker 
tournaments,  has  been  sizzling,  racing  up  from  8  a  year  ago  to 
17.75  by  July  7, 2005.  The  next  day,  it  jumped  to  26.50— when 
famed  poker  player  Doyle  Brunson  and  an  investor  group 
offered  to  buy  WPT,  62%  owned  by  Lakes  Entertainment,  for 
$700  million,  or  31  a  share.  (WPT  was  featured  in  this  column 
on  Nov.  22, 2004,  at  10.52  a  share.)  That  offer  has  expired: 
Brunson  gave  WPT  only  a  week  to  accept  and  didn't  provide 
details  about  his  bid,  and  the  stock  fell  to  21,  where  it  trades 
now.  But  it's  still  in  play,  says  Traci  Mangini  of  ThinkEquity 
Partners.  And  David  Bain  of  securities  firm  Merriman  Curhan 
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Ford,  who  tags  WPT  a  buy,  says  rumors 

are  Brunson  and  WPT  are  still  talking. 

Mangini  says  foreign  gaming  firms  big 

on  Internet  gambling  would  be  among 

the  other  suitors.  She  expects  WPT  to  be 

a  major  player  in  the  $2  billion  online 

poker  market.  It  launched  online 

wagering  in  Britain  on  July  3,  taking 

bets  from  Asia  and  Europe.  (It's  illegal 

for  U.S.-based  companies  to  take  Web 

wagers  in  the  U.S.).  Bain  expects  WPT 

earnings  of  20<t  a  share  in  2005  and  65$ 

in  2006.  Brunson  couldn't  be  reached.  WPT  didn't  return  ci 

The  Lines  Ring  Off  the  Hook 
At  Intrado 

LITTLE-KNOWN  INTRADO  (TRDO),  a  provider  of  911 
phone  services  to  U.S.  carriers,  has  attracted  some  bi 
hitters,  such  as  Roy  Disney  and  Stanley  Gold  of 
Shamrock  Capital  Advisors.  What  are  Disney  and  Gold— vvp 
led  the  charge  against  Michael  Eisner  at  Walt  Disney— up  - 
Some  pros  sniff  a  move  to  shake  up  Intrado  that  may  lead 
the  sale  of  the  company.  One  investor  close  to  Shamrock  sa ,,_ 
Disney  and  Gold,  who  own  1  million 
shares,  or  a  6.2%  stake,  "aren't  in  this 
just  to  make  a  couple  of  bucks  on  their 
stock."  A  corporate  raider  has  also  been 
buying  shares,  says  one  pro  who  did  not 
want  to  be  identified.  Shamrock  wants 
Intrado  to  boost  its  return  on  capital.  Its 
stock  has  been  flat  since  it  went  public 
in  1998  at  12  a  share.  In  June,  when 
Shamrock  bought  shares,  the  stock 
jumped  to  15,  where  it  is  now.  Intrado's 
board  will  meet  Shamrock  execs  on  July 
27  William  Benton  of  William  Blair  (it 
did  banking  for  Intrado  and  owns  shares)  rates  Intrado 
"outperform"  because  shareholder  pressure  could  improvil, ,. 
profitability.  He  says  some  private  equity  funds  were  interer" 
in  taking  Intrado  private  even  before  the  Disney  move.  Her* 
earnings  of  54$  in  2005  and  55$  in  2006,  vs.  72$  in  2004 
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Gene  Marcial's  Inside  Wall  Street  is  postec  a 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  tlPSj 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inves 
banking  or  other  financial  relationships  with  them.  ¥*'. 
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All  Pumped  Out 

TWILIGHT  IN  THE  DESERT  The  Coming  Saudi  Oil  Shock  and  the  World  Economy 

By  Matthew  R.  Simmons;  Wiley;  422pp;  $24.95 


Hi 


These  are  nail-biting  times  for  the  oil  markets.  With 
demand  testing  the  limits  of  supply,  each  bit  of 
threatening  news— whether  a  hurricane  in  the  Gulf 
Mexico  or  labor  strife  in  Nigeria— stokes  prices  that 
already  are  at  record  levels.  Now  along  comes  a  book 


Twilight  in  the  Desert,  that 
aims  to  smash  one  of  the 
energy  watchers'  bedrock 
assumptions:  that  in  the 
Middle  East,  and  in  Saudi 
Arabia  in  particular,  oil  is 
"easy  to  find,  cheap  to 
produce,  and  almost 
inexhaustible  in  its  supply." 

Far  from  being  a  reliable 
source  of  more  and  more  oi 
in  decades  to  come,  Saudi 
Arabia's  magnificent  fields 
are  nearing  senescence, 
argues  Matthew  R.  Simmons,  a  Houston 
investment  banker  and  longtime  energy 
Cassandra.  "The  risk  is  high,"  he  says, 
"that  twilight  may  soon  descend  on  oil 
production  in  Saudi  Arabia." 

If  Simmons  is  right,  then  the  global 
economy  has  a  shock  coming.  It  would 
be  hard  to  overstate  the  importance  of 
Saudi  Arabia  to  the  world  energy 
picture.  Today  the  kingdom  produces 
around  9.5  million  barrels  per  day,  or 
11%  of  world  supply.  More  important,  it 
is  widely  assumed  that  the  Saudis  can,  if 
necessary,  dramatically  ramp  up 
production  over  the  next  couple  of 
decades  to  satisfy  increasing  demand. 
After  all,  the  Saudis  estimate  their  own 
proved  reserves  at  262  billion  barrels,  or 
22%  of  the  world's  total.  But  what  if  they 
can't  increase  production,  because  of  a 
lack  of  reserves  or  the  means  or  the  will 
to  increase  capacity?  Or  worse,  what  if 
production  declines?  At  a  minimum  the 
current  supply/demand  squeeze  will 
continue.  A  crash  in  production  could  be 
catastrophic. 

Simmons  bases  his  arguments  on  his 
reading  of  more  than  200  technical 
papers  presented  by  engineers  from 
Saudi  Aramco,  the  national  oil  company, 
and  its  predecessor,  Aramco.  These  are 
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kept  on  file  at  a  subscri] 
site  of  the  Society  of 
Petroleum  Engineers 
(www.spe.org).  Using  t 
data,  Simmons  draws  a 
picture  of  an  industry 
faces  daunting  challeng 
He  reports  exhaustively 
instances  of  increased  ■ 
encroachment  into  the 
sign  of  aging  fields— de 
ing  reservoir  pressure 
depletion  of  the  oil  in  tl 
kingdom's 
TWmghtOl    Prolific  rod 
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thinking? 
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Simmon 
well  be  mal 
too  dire  an 
interpretatiPn 
theenginee  nue 
discussions  il 
While  there  m 
undoubted  -gal 
problems  ii 


Saudi  fields  iz 
there  is  no  sign  that  overall  output 
Saudi  Arabia  is  declining.  Simmon 
tends  to  try  to  fit  every  fact  into  his  fc; 
doomsday  thesis.  For  instance,  he  j 
disparagingly  that  the  Hawtah  fielc 
discovered  in  1989  "produces  only 
200,000  barrels  of  oil  a  day."  But  tJiur 
would  be  a  major  find  anywhere  el; 
and  the  oil  is  of  excellent  quality. 
Simmons  also  interprets  the  Saudi: 
of  expensive  technology  as  evidenc  »d 
they  are  struggling  with  the  ever  m  mi 
difficult  problems  he  has  suggestec 
underestimates  their  resolve  to  lavi 
their  fields  the  most  sophisticated 
technology  and  software  money  ca 
such  as  multibranched,  horizontal 
with  live  links  to  the  surface. 
All  that  said,  there  are  many  valu 


tin 


hts  in  Simmons'  book.  His  basic 
s  are  right  on  target  Saudi  Arabia's 
:  fields  are  old.  Two  of  its  three 
•st,  Abqaiq  and  Ghawar,  by  far  the 
i's  largest,  were  discovered  in  the 
s.  The  third,  Safaniya,  was 
vered  in  the  '50s.  These  fields,  which 
account  for  two-thirds  of  total  Saudi 
action,  have  pumped  out  a  tremen- 
amount  of  oil  by  now.  Ghawar 
:,  Simmons  says,  has  over  the  last 
xntury  produced  an  astounding  55 
n  barrels— 55%  to  65%  of  total  Saudi 
action.  Eventually  they  will  run  dry. 
I  new  finds  to  supplement  these 
1  are  unlikely.  "There  is  no  Ghawar 
in  wait  to  be  discovered,"  Sadad 
eini,  Saudi  Aramco's  former  head 
ploration  and  production  told  this 
fver  in  a  telephone  interview.  In- 


stead, he  said,  new  production  will 
have  to  come  from  smaller  discoveries 
and  less  prolific  oil  fields  that  are  not 
being  exploited. 

Stung  by  recent  criticism  that  it  is  no 
longer  a  reliable  supplier,  the  kingdom  is 
spending  whatever  it  takes  to  build  up 
capacity  to  12.5  million  barrels  per  day 
by  2009,  an  increase  that  seems 
possible.  But  Simmons  is  probably 
correct  when  he  says  that  "it  is  virtually 
impossible  for  Saudi  Arabia  ever  to 
produce  the  20  to  25  million  barrels  per 
day  envisioned  by  the  forecasters."  And 
production  will  likely  be  increasingly 
expensive,  even  in  Saudi  Arabia.  It  may 
not  be  twilight  in  the  desert,  but  it  is 
time  to  rethink  our  assumptions  about 
where  we  are  going  to  get  our  energy.  ■ 
-By  Stanley  Reed 
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ie  Art  of  the  Steal 

ESCUE  ARTIST 

e  Story  of  Art,  Thieves,  and  the 

for  a  Missing  Masterpiece 

/vard  Dolnick;  HarperCollins;  270pp; 


theft  generates  between 

lion  and  $6  billion  a  year 

enues,  according  to 

sol.  That  makes  it  No.  3  in 

commerce,  behind  drugs 

legal  arms.  An  engaging 

f  this  little-known  world 

ad  in  Edward  Dolnick's 

escue  Artist:  A  True  Story 
J  Thieves,  and  the  Hunt  for 

nng  Masterpiece. 
fp  jumping-off  point  is  the  1994 
ij  )f  Edvard  Munch's  The  Scream. 

Norway  was  absorbed  in  the 
]  ammer  Winter  Olympics,  thieves 
\  a  window  in  Oslo's  National 

y  and  grabbed  the  painting  in  less 
[|  minute.  The  guard  thought  the 

had  gone  offby  mistake. 
rIt  mines  the  annals  of  art  crime, 

escue  Artist  meanders  a  bit.  Like 
j  jers  swapping  stories  in  a  hotel 

olnick  starts  a  tale  only  to  drop  it 

something  more  exciting  comes 
Yet  he  brings  characters  to  life. 

's  the  hapless  couple  whose 
t  on  is  a  mecca  for  art  thieves 


ranging  from  Martin  Cahill,  the  Irish 
gangster  known  as  "the  General,"  to 
disturbed  young  heiress  Rose  Dugdale. 
Then  there's  the  rescuer  referred  to  in 
the  book's  title— Scotland  Yard  agent 
Charley  Hill.  Murphy's  Law  is  much  in 
evidence  during  Hill's  quest  to  recover 
The  Scream.  Posing  as  an  acquisitions 
specialist  from  Los  Angeles'  Getty 
Museum,  he  arranges  a  meeting  to  swap 
cash  for  the  art.  The  hitch:  The 

rendezvous  hotel  is  hosting  a 
convention  of  narcotics  agents. 
Since  the  paths  of  drugs  and 
stolen  art  often  intersect,  there's 
a  risk  that  some  narc  will  blow 
Hill's  cover. 

Dolnick  shows  that  the  risk- 
to-reward  ratio  is  in  the  thieves' 
favor.  After  coughing  up  millions 
to  buy  masterpieces,  museums 
and  collectors  spend  little  to  protect 
them.  Any  hood  with  the  guts  to  snatch 
a  Gauguin  can  gain  entree  to  the 
glamorous  art  market.  While  some 
paintings  may  be  restored  to  their 
owners,  others  are  damaged  or  never 
found.  Jail  time  for  the  perpetrators  is 
rare,  as  police  and  prosecutors  focus  on 
more  dangerous  criminals. 

As  the  author  illustrates,  the  cops  and 
robbers  have  lots  in  common.  Both  their 
livelihoods  depend  on  the  ability  to  bluff 
and  sniff  out  fraud.  Picassos,  Vermeers, 
and  Goyas  are  merely  multimillion- 
dollar  chips  in  a  global  casino.  Dolnick 
gives  the  reader  a  seat  at  the  table.  ■ 

-Monica  Gagnier 
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IdeasViewpoint 


BY  ROBERT  KUTTNER 


No  Sainthood  for  Greenspan 

We  will  be  hearing  a  lot  about  Alan  Greenspan's  legacy  as  the  final  year  I 
his  Fed  tenure  winds  down.  Here  is  a  dissenting  view:  Greenspan  has  b| 
a  genius— at  sparing  the  economy  the  worst  consequences  of  problems! 
partly  of  his  own  making.  These  achievements  have  stabilized  the  econof 
for  now.  But  the  delayed  damage  will  surely  haunt  his  successor. 


First,  however,  let's  give  credit  where  it's  due.  Greenspan 
grasped  early  on  that  the  New  Economy  could  accommodate 
more  growth  than  many  of  his  colleagues  thought  prudent. 
In  the  mid-1990s  he  calculated  that  higher  productivity 
rates,  resulting  from  new  technology  and  competition,  made 
moot  old  assumptions  about  growth  and  inflation.  It  was  no 
longer  true  that  inflation  would  result  if  growth  exceeded 
about  2.5%  or  if  unemployment  fell  below  the  6%  range.  So 
Greenspan  let  the  economy  rip,  growth  took  off,  joblessness 
sank  to  4%,  and  inflation  stayed  tame.  He  was  the  rare  Fed 
chairman  who  didn't  take  away  the  punch  bowl  too  early  in 
the  party. 

Greenspan  also  boldly  flooded  the  system  with  credit  and 
jawboned  banks  to  keep  lending  at  moments  such 
as  the  1987  crash,  just  two  months  into  his  tenure, 
when  financial  panic  threatened  to  paralyze  credit 
flows  and  collapse  the  economy.  He  also  did  it  in 
the  2000-01  market  crash  and  at  times  when 
major  banks  were  under  water,  as  with  Citibank 
in  the  early  1990s.  In  that  crisis,  he  and  then-New 
York  Fed  President  E.  Gerald  Corrigan  personally 
helped  find  Citibank  new  sources  of  capital. 
Greenspan  also  made  sure  the  U.S.  banking 
system  survived  the  Mexican  and  South  Asian 
collapses  of  the  1990s  and  that  of  wayward  hedge 
fund  Long  Term  Capital  Management  So  the 
activist  Greenspan  stretched  the  Fed's  legal 
mandate  for  the  greater  good. 


His  halo  is 
based  on 
rescues  from 
crises  partly 
of  his  own 
making 


I  RECENTLY  INTERVIEWED  NOBEL  laureate  Milton  Friedman, 
who  has  long  argued  that  the  Fed  should  be  largely  passive, 
let  markets  work,  and  confine  itself  to  a  "strict  monetary  rule" 
of  targeting  price  stability.  Friedman,  at  93,  will  soon  publish 
a  study  comparing  central  bank  performance  in  the  U.S. 
crashes  of  1929-33  and  2000-01  and  the  Japanese  deflation  of 
the  1990s.  Friedman  concludes  that  the  Greenspan  Fed, 
unlike  the  others,  intervened  effectively.  Although  Friedman 
is  averse  to  praising  any  government  agency,  he  concedes  that 
the  Fed,  as  an  institution,  learned  a  lot  in  70  years. 

So  why  isn't  Alan  Greenspan  a  candidate  for  economic 
sainthood?  The  big  reason  is  that  Greenspan,  in  his  other  role 
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as  free-market  ideologue,  helped  push  the  economy  int 
same  perilous  waters  that  required  central  banker 
Greenspan's  miracle  rescues.  As  a  Republican  conser 
Greenspan  used  his  prestige  to  lend  political  cover  to  i 
fiscally  outrageous  tax  cuts  of  President  George  W.  Bus! 
the  moment,  low  interest  rates  coexist  with  high  deficit  J 
rising  debt.  But  that  won't  continue  indefinitely,  and  w* 
pay  the  piper  dearly  as  long-term  rates  rise  and  the  dol 
comes  under  international  pressure. 

Greenspan  has  been  a  champion  of  the  excessive 
deregulation  of  financial  markets  that  in  turn  set  the 
economy  up  for  bubble  and  crash.  He  famously  warne  J 
markets  were  succumbing  to  irrational  exuberance,  bi| 
refused  to  wield  the  appropriate  cooling 
instrument— raising  margin  requirement| 
couldn't  use  the  blunter  instrument  of  hit 
interest  rates  because  he  needed  cheap : 
to  bail  out  sundry  financial  calamities  ere  J 
too  much  deregulation.) 

For  two  decades,  under  both  former  Ch| 
Paul  A.  Volcker  and  more  extensively  undej 
Greenspan,  the  Federal  Reserve  dismantle 
Glass-Steagall  Act  by  administrative  steak 
widening  loopholes  through  (de)regulatoil 
actions.  The  breaching  of  the  supposed  Gil 
Steagall  wall  separating  commercial  bankl 
investment  banking  produced  conflicts  be  [ 
the  interests  of  insiders  and  those  of  the  investing  publil 
in  turn,  helped  overheat  the  market.  Greenspan  also  beJ 
regulatory  rules  to  ease  bank  mega-mergers  that  had  lit| 
economic  purpose  other  than  to  enrich  insiders  and  pi 
stock  prices— again  feeding  the  bubble  mentality. 

In  sum,  Alan  Greenspan  favored  dismantling  too  mil 
regulation  and  taxation— and  then  compensated  for  thj 
damage  by  deftly  leading  a  hyperactive  Fed.  Historians 
one  day  conclude  that  the  ultralibertarian  Greenspan  v| 
bit  like  the  arsonist  who  then  plays  the  role  of  valiant 
firefighter.  It's  better  not  to  set  the  fires.  ■ 

Robert  Kuttner  is  co-editor  of  'The  American  Prospect  a\ 
author  of  Everything  for  Sale. 
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For  The  Tax  Code, 
Let's  Get  Real 


ALMOST  EVERYONE  supports  the  notion 
that  the  U.S.  tax  system  needs  to  be 
overhauled,  but  few  agree  on  exactly 
how  it  should  be  done.  So  it  was  a  shame 
on  July  20  when  the  first  public  debate 
by  President  Bush's  Advisory  Panel  on  Federal  Tax 
Reform  got  drowned  out  amid  all  the  noise 
surrounding  the  President's  day-earlier  nomination 
of  John  G.  Roberts  to  the  U.S.  Supreme  Court.  Unfortunately, 
tax  reform  has  a  tough  time  holding  public  attention  because 
it's  not  necessarily  about  cutting  taxes— at  least  not  in  the 
aggregate  (page  32).  Indeed,  one  of  the  mandates  President 
Bush  gave  to  the  tax  panel  was  that  its  recommendations 
should  raise  about  the  same  $2  trillion  that  the  feds  currently 
collect  annually.  That  means  any  changes  will  shift,  not  lift, 
the  tax  burden.  So  there  will  be  winners  and  losers  aplenty. 
Should  we  eliminate  all  taxes  on  capital  assets  like  stocks  or 
bonds,  stimulating  investment  but  giving  the  wealthy  a 
windfall?  Will  Americans  accept  an  easy-to -understand  flat 
tax  or  consumption  levy  if  the  cost  is  the  end  of  deductions 
for  state  and  local  taxes  or  home  mortgage  interest?  And 
which  business  taxes  may  have  to  be  increased  by  $600 
billion  over  the  next  decade  so  the  unpopular  alternative 


minimum  tax  for  individuals  can  be  eliminated? 
s   Such  tough  choices  are  sure  to  elicit  howls  of  protest  | 
the  public  and  business,  each  eager  to  protect  existing 
preferences.  That's  why  the  Bush  Administration  shoulj 
preparing  a  fallback  plan  of  less  ambitious  tweaks  to 
current  system,  such  as  partial  AMT  relief,  and  moves  1 1 

improve  tax  fairness,  such  i 
tilting  savings  incentives  nvl 
toward  lower-income  group! 
Treasury  should  also  launch  | 
effort  toward  tax  simplificat 
USeQ.  HS  a.  There  are  myriad  confusing! 

overlapping  tax  policies— fo] 
instance,  there  are  currentlyf 
than  a  dozen  tax-advantageJ 
savings  incentives— so  simpj 
bringing  some  order  to  ther 
would  go  a  long  way  towarc 
making  Apr.  15  easier  to  sto^ 
Ideologues  will  surely  ca 
small  thinking  that  misses  an  opportunity  to  impose  s<\ 
much-needed  discipline  on  our  runaway  federal  budgq 
tax  policy  shouldn't  be  used  as  a  backdoor  means  to 
effectively  starve  government.  If  Americans  want  smalH 
government,  they  should  demand  that  their  elected  oftj 
show  fiscal  discipline  and  curb  spending.  Taxes  then  c  [ 
easily  be  lowered.  Besides,  as  we've  learned  from  Bill 
Clinton's  failed  health-care  program  and  Bush's  fadini 
Social  Security  effort,  setting  overambitious  reform  go  I 
risks  making  tax  overhaul  so  ponderous  that  it  will  cnj 
under  its  own  political  weight.  Let's  hope  the  Presiden| 
recognizes  the  important  analysis  his  tax  commission 
provide— and  its  limits. 


Tax  policy 
shouldn't  be 

asa 
means  to 
starve 
government 


A  Judge  with 
Business  Savvy 


PRESIDENT  BUSH  ON  July  19  named 
federal  Appellate  Judge  John  G.  Roberts  as 
his  choice  to  join  the  U.S.  Supreme  Court 
and— so  far,  at  least— the  sky  hasn't  fallen, 
the  halls  of  Congress  haven't  crumbled, 
and  the  earth  hasn't  been  hurled  into  the  sun.  In 
short,  the  American  process  of  the  Chief  Executive 
choosing  a  nominee  he  believes  can  pass  muster 
before  the  Senate  is  working  as  the  Founding  Fathers  hoped. 
Whether  Roberts  can  negotiate  the  political  minefields  in 
the  deeply  divided  Senate  remains  to  be  seen  (Page  28). 
However,  the  President  has  chosen  what  seems  to  be  a  far 
from  extremist  candidate  who  still  reflects  his  views,  as  is  his 
prerogative  regarding  his  Administration's  key  nominees. 
Roberts  is  a  respected  lawyer  who,  before  becoming  a  judge 
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two  years  ago,  was  a  top  counsel  in  the  Reagan  White  ll 
and  a  private  attorney  representing  corporations  like  CI 
and  Litton  Systems  in  patent,  antitrust,  and  regulatory  [ 

That  business-law  experience  is  encouraging  for  Coil 
America,  which  has  long  groused  about  the  Court's  lac  j 
enthusiasm  to  review  business  cases.  The  Supremes  hi 
issued  a  major  merger  ruling  since  the  1970s,  for  examl 
the  very  least,  Roberts'  firsthand  exposure  to  regulator}! 
quandaries  from  both  sides  of  the  bench  could  enhance! 
court's  understanding  of  the  implications  of  its  actions! 

Still,  the  Senate  should  never  rubber-stamp  so  impo  [ 
nomination.  Because  this  is  an  appointment  for  life,  th  I 
confirmation  process  should  thoroughly  probe  Roberts! 
on  the  important  business  and  social  issues  facing  our  f 
system  today:  tort  reform,  environmental  regulation,  a  I 
rights,  and  marriage  equality,  to  name  a  few.  Roberts'  t! 
could  affect  how  life  is  lived  in  the  U.S.  for  the  next  quel 
century,  so  Senators  should  focus  on  his  sensitivity  to  tl 
changes  affecting  our  society  in  ways  the  Constitution'  [ 
framers  could  never  have  imagined.  (For  one,  we  doubt 
Madison  could  have  predicted  the  birth  of  the  Internet  r] 
impact  on  today's  America.)  The  Constitution  must  rerH 
living  document  that  adapts  to  life  in  the  21st  century  <■ 
with  the  rest  of  us.  Ifs  time  for  the  Senate  to  resist  the 
partisan  temptations  and  do  its  duty. 
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AND  NOW 
FOR  OUR 
NEXT  ACT. 
HEADLIGHTS 
THAT  SEE 
AROUND 
CORNERS. 
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the  latest  in  espionage  equipment.  Just  our  way  of  helping  you  see  whatever 
ie  around  the  next  bend.  These  ingenious  headlights*  respond  to  curves  by  pivoting 
15  degrees  as  you  turn,  acting  in  much  the  same  way  as  your  peripheral  vision 
Allowing  you  more  of  a  chance  to  respond.  At  Lexus,  we  stay  ahead  of  the  curve, 
u  can,  too.  To  learn  more  about  our  pursuit  of  perfection,  please  visit  lexus.com. 


'Available  on  select  models  ©  2005  Lexus 
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STATE  OF 
SURVEILLANCE 

Since  the  London 
bombings, 
projects  to 
improve  security 
technology  have 
a  new  urgency 
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HOW  OUR  STEEL 

CLEANS  UP 

H  AFTER  ITSELF,  h 


We  like  to  make  our  steel  without  disturbing  the  earth.  So  we  set  our  sights  on  old  cars  in 
junkyards  all  over  the  country.  Each  year  we  recycle  5  million  cars,  giving  them  new  life  as  high-quality 
steel.  In  the  end,  we're  not  only  clearing  the  land  with  our  recycling  efforts,  but  we're  also 
helping  natural  resources  stay  where  they  belong.  As  we  see  it,  making  steel  for  buildings 
means  nothing  if  you're  going  to  destroy  the  view.  U>^  (~)»y*-  JSJatHIT 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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Guide  to  Technology 
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the  right  CIO.  And  a  slide  show 
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children's  TV  shows  and  food  giants  have 
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Observers  say  the  main  event  is  not  the  most 
interesting  part  of  this  merger.  The  wireless  carriers 
may  be  forced  to  buy  some,  or  perhaps  even  all,  of 
their  affiliates,  adding  billions  to  their  combined  debt 
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Author  Corinne  Maier  discusses  her  subversive 
book— Bonjour  Laziness— about  life  in  big 
companies,  and  why  small  biz  is  different 
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Tune  in  This  Weekend  for 

I  Whiskey's  Growing  Popularity  I  Pricing  College ! 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  dips  go  to  www.businessweekweekend.c 
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ME  RESILIENT 
NFRASTRUCTURE: 
V  GUIDE  FOR 
[HE  FEARLESS. 

r  today's  enterprise,  the  only  constant  is  change.  And  keeping  up  with  change  is  the  ultimate 
allenge  for  a  business  faced  with  an  endless  series  of  paradoxes:  making  information  both 
cure  and  available;  being  reactive  and  proactive  simultaneously;  responding  quickly  to  both  now  from  Symantec 
w  threats  and  new  ideas.  The  solution?  A  resilient  infrastructure  that  lets  you  respond  as  rapidly  to 
iportunity  and  innovation  as  you  do  to  threats  and  disruptions;  and  where  the  elements  that  help  keep  your 
mpany  up,  running  and  growing  —  security,  storage  and  recovery  —  are  firmly  in  place.  This  is  the  ideal  that 
s  brought  together  Symantec  and  VERITAS  to  form  a  single  company  with  a  single  goal:  to  help  you  build  a 
arless  enterprise.  For  more  information  visit  www.symantec.com/RI.  DC    FFARIF^^ 


VERITAS 


^  Symantec 


Its  time  to 


downsize  downtime. 


rH 


hav 


for  work  to 
flexible  address 


Its  time  for  Treo. 


,#  Vocation  i"** 
,,— -I2iM(II/5) 


£*££ 


For  the  first  time,Treo,  Sprint,  and  Good  come  together  to  deliver  an  end-to-end  mobile  solution  for  busi 

The  Sprint  PCS  Vision  Smart  Device  Treo  650-powered  by  Intel"  Mobile  Media  Technology-combines  p\ 
email  and  web  access*  with  the  Sprint  Nationwide  PCS  Network.  Plus,  GoodLink  means  real-time  wire- 
access  to  Microsoft  Outlook  for  all  email,  calendaring,  notes,  and  attachments. 
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Call  1-888-730-3282  by  Sept.  10  to  take 
advantage  of  special  offers. 
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Good 


'Wireless  service  plan  required.  Email  and  web  require  wireless  data  services  and  additional  charges  apply.  Coverage  not  available  everywhere.  Devices  available  from  p?         •< 
markets  and  may  change  depending  on  availability.  Offer  subject  to  change.  May  not  be  combinable  with  other  offers.  Screen  image  simulated.  ©2005  Palm.  Inc.  -    T 
reserved.  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  or  licensed  to  Palm,  Inc.  Sprint,  the  diamond  logo,  and  all  Sprint  trademarks  are  pi 
Sprint  Communications  Company  LP.  Good.  Good  Technology,  the  Good  logo,  and  GoodLink  are  trademarks  or  registered  trademarks  of  Good  Technology.  Inc.  All  other  , 

property  of  their  respective  owners. 


"We're  running 
outofphrasesto 
describe  our  results 
in  recent  quarters, 
but  clearly  they  are 
unacceptable.' 

-Northwest  CEO  Doug  Steenland, 

warning  that  the  carrier  may  have 

to  seek  bankruptcy  protection 
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been  keen  to 
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Computer  off 
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TWO  VIEWS 

Google  vs.  MSN 


was  deliberate  following 
Virtual  Earth's  July  25  launch. 
The  more  likely  culprit:  musty 
satellite  photos.  Virtual 
Earth's  Silicon  Valley  images 
can  be  as  old  as  1991,  explains 
general  manager 
Stephen  Lawler. 
Google  didn't  return 
calls  seeking  the  age 
of  its  images.  But 
Chris  Sherman, 
editor  of  SearchDay 
newsletter,  says 
they're  newer.  After 
Google  Earth 
premiered  in  June, 
Microsoft  "rushed  to 
get  its  beta  version 
of  Virtual  Earth  out 
the  door.  It  definitely 
has  rough  edges." 

Lawler  says 
Microsoft  will  up- 
date photos  as  users 
complain.  Some 
updates  will  come  in  the  fall, 
when  it  rolls  out  photos  taken 
at  a  45-degree  angle, 
revealing  more  than  rooftops. 
But  until  Apple's 
headquarters  come  into 
focus,  conspiracy  theorists 
won't  quit.     -Dana  Goldstein 


SUARD  Here's  what  a  private  security  detail 
5  for  execs  traveling  to  the  Middle  East, 
iply  by  three  if  you  re  traveling  to  Iraq. 


I  Airport  pickup  in  an  armored  Cadillac  Escalade. 
English-speaking  driver  and  armed  escort. 


ii 


I  of  above,  plus  a  separate  surveillance  vehicle 
'with  driver  and  "shooter"  for  eight  hours. 

i  Add  a  third  "chase"  car,  and  bodyguards  in 
hotel  room  and  hallway,  for  24  hours. 

I 


NET  LOSSES 

Cyberfraud's 
Hefty  Price  Tag 

THE  BILL,  OR  PART  of  it,  has  come  due  for  May's  big  credit-card 
heist.  Fraudulent  charges  from  the  computer  hack  at  Atlanta- 
based  credit-card  processor  CardSystems  so  far  have  cost 
JPMorganChase,  the  nation's  No.3  bank,  up  to  $4  million, 
according  to  a  source  familiar  with  the  matter.  Chase  execs 
won't  confirm  or  deny  the  figure,  and  CardSystems  didn't  res- 
pond to  requests  for  comment.  While  dwarfed  by  Chase's  $1.2 
trillion  in  assets,  the  losses  are  the  first  to  be  revealed  for  a  big 
bank  from  the  recent  spate  of  cyberscams.  That's  not  surprising. 
Outfits  such  as  Chase,  Bank  of  America,  and  Citigroup  fear  that 
acknowledging  even  small  losses  will  undermine  confidence  in 
online  banking.  And  criminals  aren't  boasting.  "Hackers  and 
virus  writers  are  not  looking  for  big  splashes,"  says  Gregg 
Mastoras,  senior  analyst  at  security  firm  Sophos. 

The  CardSystems  break-in  allegedly  compromised  40  million 
credit  cards,  though  executives  told  Congress  only  239,000 
unique  numbers  were  actually  pilfered.  Visa  and  American  Express 
said  on  July  18  they  will  stop  using  CardSystems,  though  talks  are 
expected  to  resume.  The  threat  to  CardSystems  could  increase  as 
more  banks  tote  up  their  losses.  -Brian  Grow 
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AIRWAVES 

THIS  POD  IS 
BROUGHT TO 
YOU  BY... 

AL  GORE  SAYS  he  is  trying  to 
democratize  TV  by  involving 
viewers  in  creating  shows.  But 
the  former  Vice-President' s 
approach  to 
advertising  is 
just  as  radical. 
When  his  Current 
TV  cable  channel 
launches  on  Aug. 
1,  it  will  replace 
traditional  half- 
hour  or  hour- 
long  shows  with 
15-second  to  five- 
minute 
programs,  or 
"pods,"  to  appeal 
to  the  thin 


GORE 

Less  ad 
clutter? 


attention  spans        ^^™ 
of  l8-to-34-year-olds. 
Advertisers  sign  up  for  15- 
month  exclusive  sponsorship 
of  the  40  pods,  which  run  in 


MASS  MARKETERS 

LEVI'S 

DANGEROUS 
JEAN  THERAPY 

LEVI  STRAUSS  launched  its 
Signature  discount  jeans  in 
2003,  insisting  they  wouldn't 
cannibalize  Levi's  Red  Tab 
department-store  jeans.  But 
that  distinction  may  be  fray- 
ing. Under  pressure  to  boost 
sales,  Levi's  is  rolling  out  Au- 
thentics,  a  line  of  $25  trendy 
jeans  for  Wal-Mart  and  other 
discounters.  That's 
dangerously  close  to  similar- 
looking  $30  Red  Tabs.  Sears 
and  J.C.  Penney  say  they're 
not  worried,  and  Signature 
chief  Scott  LaPorta  insists  the 
jeans  "will  not  compete."  But 
Levi's  strategy  may  look 
threadbare  if  buyers  flock  to 
the  knockoffs.  -Louise  Lee 


groups  of  10  every  hour.  Their 
logos  will  appear  at  the  start 
of  each  segment,  and  a 
message  of  up  to  a  minute 
runs  at  the  end.  Every  hour, 
one  sponsor  runs  a  three- 
minute  message. 

The  idea  is  to  sweep  away 
ad  clutter  by  cutting  the 
number  of  messages,  while 
breaking  free  from  the  30- 
second  format. 
Advertisers  say 
the  approach  is 
refreshing.  But 
some  are 
balking  until 
they  know  more 
about  the 
programming, 
how  ads  are 
structured,  and 
how  well  cable 
systems  respond.  "Current  is 
pretty  forward-looking,  but 
we're  taking  a  wait-and-see 
attitude,"  says  Jason  Maltby, 
a  co-president  at  ad  agency 
MindShare.  Gore's  revolution 
still  needs  to  find  some  true 
believers.  -Heather  Green 


AFTERLIVES 

WELL-HEELED  Steve 

Madden  can  afford  more 
than  prison  shoes  these 
days.  Released  in  April 
after  41  months  in  federal 
prison  for  stock  fraud  and 
insider  trading,  Madden 
has  a  hefty  10-year  con- 
tract from  the  shoe  com- 
pany bearing  his  name.  An 
SEC  filing,  posted  on  Foot- 
noted.org,  says  Madden's 
salary  as  creative 
director  drops  $100,000, 
to  $600,000.  But  he 
gets  an  "expense  allowance"  of  $200,000,  at) 
least  2.5%  of  revenues  for  new  ventures,  and  I 
least  10%  of  new  licensing  revenue  above  $2 ' 
million.  The  company  says  Madden's  pay  is 
directly  tied  to  performance.  "Who  better  to ; 
the  brand  but  the  visionary  himself?"  says 
manager  Robert  Schmerfz-  Jessi  Hempel 
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zality.  Still  way  more 
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sequoia  i  moving  forward  ► 


282-hp,  8-passenqer  Sequoia  can  help  you  and  your  family  find  a  place  far  from  distractions.  And  you'll 
comfortably  and  confidently,  with  its  set  of  five  standard  safety  features  called  the  Star  Safety  System!" 
usively  from  Toyota.  Who  knows,  you  might  just  discover  the  road  back  to  each  other,  toyota.com 

!  shown  with  available  equipment.  ©2005  Toyota  Motor  Sales,  U.S.A.,  Inc. 
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FACE  TIME 
DAVID  SIFRY 


WHO'S 

SAYING  WHAT 
INBLOGVILLE 

David  Sifry  is  relentless  in 
evangelizing  the  importance 
of  blogs  to  business.  "You  can 
either  choose  to  listen  or 
choose  not  to  listen,"  says 
Sifry,  36,  CEO  of  Technorati, 
the  leading  blog  search  en- 
gine. "Either  way,  people  are 
talking  about  your  company, 
they're  talking  about  your 
product,  they're  talking  about 
your  competitors."  In  August, 
Sifry  will  press  the  point  when 
he  rolls  out  a  subscription 
service  for  customized 
searches  so  users  can  track 
buzz  about  their  companies. 

But  with  giants  Google, 
Yahoo!,  and  MSN  seemingly 
poised  to  enter  blog  search, 
it's  not  clear  whether  Tech- 
norati, with  its  relatively  tiny 
server  capacity  and  name 
recognition,  can  compete. 
Despite  big  growth  in  the 
number  of  blogs  it  tracks— 
now  13.3  million— Technorati 
is  slow  and  erratic,  bloggers 
complain.  Sifry  attributes 
that  to  the  ambitious  task  of 
tracking  both  relevance  and 
timeliness.  Sifry,  a  serial 
entrepreneur,  says  his  goal  "is 
to  build  something  great." 
Users,  he's  betting,  will  follow. 
-Dana  Goldstein 


PETROL  PATROL 

BIG  OIL, 
FRIEND  OF 
THE EARTH 

GASOLINE  PRICES  are  sky- 
high,  and  so  are  oil  company 
profits.  Maybe  that's  why  Big 
Oil  seems  so  self-conscious 
these  days.  Industry  ad 
spending  is  up  sharply, 
which  includes  some  image- 
polishing  public  awareness 
campaigns.  The  four  largest 
international  oil  companies, 
ExxonMobil,  Chevron,  BP,  and 
Royal  Dutch  Shell,  hiked  their 
combined  ad  purchases  by 
37%  through  May,  to  $138 
million,  according  to 
research  firm  TNS  Media 
Intelligence.  That's  after  a 
healthy  15%  increase  for 
2004,  to  $330  million. 

Oil  companies  say  they  are 
just  trying  to  raise  awareness 
of  energy  issues  during  a 
period  of  high  prices.  It 
doesn't  hurt,  of  course,  that 
Congress  has  been  mulling 
over  an  energy  bill  loaded 


INN  BUSINESS 

WAKE UP 
WITH  SHARES 
IN  THE  HOTEL 

MOST  HOTEL  CHAINS  reward 
loyal  guests  with  points  to- 
ward a  free  stay.  Jameson  Inns 
is  going  one 
better:  Patrons 
who  stay  more 
than  three  nights 
a  year  at  its  123 
Jameson  or 
Signature  Inns,  in  the 
Midwest  and  South,  earn 
Jameson  Inns  shares  worth 
10%  of  their  nightly  room 
rate.  The  Atlanta  hotelier 
thinks  the  program,  launched 
with  Securities  &  Exchange 
Commission  approval  on  July  1, 


COME  CLEAN      with  goodies. 
The  image        bp's  "bp  on 
oil  is  pushing     the  Street" 
^^^™  campaign 

features  interviews  with  real- 
life  consumers  saying  things 
such  as:  "I'd  love  a  clean 
environment.  But  give  up  my 
car?  That's  like  asking 
someone  to  give  up 
chocolate."  On  July  5, 
Chevron  introduced  a  global 
campaign  directing  viewers 
to  a  Web  site  that  counts  off 
the  number  of  barrels  of  oil 
consumed  while  you  visit  it. 
Environmentalists  say  the 


can  generate  more  traffic: 
"I've  heard  enormous  interest 
from  customers,  guests  at 
hotels,  people  who  are  already 
staying  with  us,  [and]  people 
who  have  never  tried  us,"  says 
David  Vining,  vice-president 
of  marketing. 

The  program  already  may 
have  helped  boost  Jameson's 
stock  price.  The 
shares  trade  at 
around  $2.40— 
about  a  quarter  of 
their  1998  high, 
but  up  more  than 
22%  from  Jan.  1.  Jameson  has 
also  started  a  separate  plan  to 
sell  stock,  commission-free, 
to  customers.  Hey,  if  the  hotel 
guests  consider  themselves 
shareholders,  maybe  they 
won't  steal  towels. 

-Rishi  Chhatwal 


V 


ads  amount  to  "green- 
washing."  Jessica  Coven,  i 
global  warming  campaig 
at  Greenpeace,  would  rathd 
see  the  millions  spent  to  c  I 
greenhouse  gas  emissions  I 
Spokesman  Tom  Ciriglia 
says  Exxon  hasn't  increastj 
its  image-related  ads,  but  i 
says  it  has  cut  greenhouse| 
gas  emissions:  "Since  t^T 
figures  aren't  'sexy  enougj 
be  picked  up  by  the 
mainstream  media...  we'vl 
had  to  go  to  advertising  tcj 
get  our  message  to  the 
public."  -Christopher Pa 


THE  STAT 


k 


The  percentage  by 
which  applications 
for  trademarks 
containing  the  word 
"poker"  increased 
in  2004.  Gambling 
and  casino-relatec 
trademark  appli- 
cations increased 
42%  and  28% 
respectively. 

Data:  Decne*  LLP's  2005  Annual  Ri 
Trends  in  Trade' 
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>CM.  Rich  in  natural  resources. 


kraine  is  one  of  the  world's  richest  sources  of  coal  and  iron  ore.  But  there's  one  other  natural  resource  we 
tribute  our  success  to.  Our  people.  The  160,000  of  them  who  have  made  System  Capital  Management 
le  of  the  leading  companies  in  Ukraine  in  less  than  five  years  and  whose  skill,  hard  work  and  determination 
ive  turned  our  country  into  one  of  the  fastest  growing  economies  in  Europe. 


SCM 


HEAVY  INDUSTRIES,  RAW  MATERIALS,  ENERGY, 
BANKING,  INSURANCE  and  much  more... 
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Editor'sMemo 


One  Talented  Trio 


In  the  four  months  I've  had  the  privilege  of  guiding  BusinessWeek,  we've 
focused  a  great  deal  on  how  to  serve  readers  better.  We've  studied  the 
changing  ways  businesspeople  get  information  in  the  Digital  Age— from 
print  to  television,  online,  mobile  phones,  and  beyond.  And  we've  movedl 
toward  a  broader,  more  reader-focused  understanding  of  our  mission:  nc| 
only  producing  the  best  possible  weekly  magazine  but  also  providing 

indispensable  news,  analysis,  insights,  and  tools 
for  business  professionals  worldwide,  in  what- 
ever formats  and  frequencies  serve  them  best. 

With  this  in  mind,  I'm  pleased  to  introduce  a 
trio  of  talented  executive  editors,  whose  areas  of 
responsibility  line  up  with  this  new  approach. 

JOYCE  BARNATHAN  becomes  executive  editor  for 
the  global  franchise,  responsible  for  extending 
BusinessWeek's  reach.  She  will  oversee  existing 
line  extensions,  including  our  award-winning 
new  SmaUBiz  magazine;  manage  editorial 
product  launches;  and  ensure  the  integration  of 
all  BusinessWeek  offerings  across  delivery 
channels.  Simply  put,  Joyce  will  focus  on  the 
future.  She  has  served  as  assistant  managing 
editor  since  1999,  responsible  for  the  Finance, 
Economics,  and  Personal  Business  departments. 
Before  1999  she  was  Asia  regional  editor  and 
Hong  Kong  bureau  manager.  She  has  won  five 
Overseas  Press  Club  Awards  and  the  National 
Headliner  Award.  Joyce  is  already  working  on 
some  exciting  new  projects,  so  watch  this  space. 

JOHN  A.  BYRNE  rejoins  BusinessWeek  as  executive  editor  of  the 
magazine,  after  more  than  two  years  as  editor-in-chief  of  Fast 
Company  magazine,  where  he  oversaw  both  its  print  and  online 
editions.  In  nearly  18  years  at  BusinessWeek,  most  recently  as  a 
senior  writer,  John  wrote  a  record  57  cover  stories— many 
focusing  on  management  and  leadership  issues  —and 
introduced  important  new  features.  He  developed  the  idea  of  a 
monthly  best-seller  list,  launched  our  industry-leading  business 
school  rankings,  established  and  managed  our  ranking  of  best 
and  worst  corporate  boards,  and  created  our  list  of  the  most 
generous  philanthropists.  I'm  confident  that  readers  will  benefit 
greatly  from  John's  proven  commitment  to  journalistic 
excellence  at  both  BusinessWeek  and  Fast  Company. 

KATHY  REBELLO  becomes  executive  editor  with  responsibility 
for  BusinessWeek  Online.  In  this  role,  she  takes  the  full-time 
job  of  directing  the  Web  site's  excellent  editorial  team,  a  task 
she  has  been  handling  on  a  "part-time"  basis  for  nearly  a  year. 
Kathy  and  her  team  have  already  improved  the  Web  site 
dramatically,  making  it  an  essential  daily  read  with  fast- 
breaking  news,  sharp  analysis,  newly  designed  Tech  and 
SmaUBiz  channels,  reader  reviews  of  products  and  books,  and 
lively  columns,  blogs,  and  podcasts.  Her  latest  offering  is  a 
beautiful  and  informative  Innovation  &  Design  channel, 
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which  is  attracting  lots  of  positive 

attention  and  which  I  urge  you  to 

check  out.  Kathy  has  served  as  an 

assistant  managing  editor  since  May, 

2002,  with  responsibility  for  the 

magazine's  technology  coverage.  She  is  passionate  about  t 

Web  and  about  the  important  and  growing  role  of 

BusinessWeek  in  the  online  world— and  it  certainly  shows  ( 

businessweek.com). 

We're  also  fortunate  to  have  a  talented  group  of  assistar 
managing  editors  to  direct  the  magazine's  week-to-week 
coverage  of  business.  I'm  delighted  that  Mary  Kuntz  and  ( 
Scotti,  formerly  senior  editors,  are  moving  up  to  join  Franl 
Comes  and  Robert  J.  Dowling  on  this  team.  Congrats  to  al 
Now,  back  to  work! 


-  t£U 


EDITOR-IN-Cl 


>  With  Sprint,  BMW  is  beautiful. 


^Sprint 


Innovation  is  at  the  heart  of  BMW,  which  is  why  they  partnered  with  Sprint  to  help  roll  out 
the  all-new  3  Series  in  a  way  that  was  as  innovative  as  the  car  itself.  Together,  they  introduced 
wireless  kiosks  to  find  hard-to-reach,  first-time  buyers  in  unexpected  places.  Powered  by 
Sprint  PCS  Connection  Cards?  these  kiosks  let  potential  customers  experience  and  interact 
with  BMW,  then  instantly  relay  their  contact  information  to  dealers.  And  to  date.  Sprint  has 
helped  generate  more  than  56,000  leads  for  BMW.  With  Sprint,  more  people  experience  BMW, 
and  more  cars  roll  off  the  line.  Engineering  a  new  way  to  drive  sales  -  now,  that's  beautiful. 
With  Sprint,  business  is  beautiful. 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP. 


©2005  Spnnt.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP.  The  BMW  "Roundel."  "Kidney  GriH'and  "3  Series"are  registered  trademarks  of  BMW  AG. 
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In  its  quest  for  taxpayer- 
subsidized  illegal  latjor, 
our  government  is 
destroying  the  United 
States  of  America." 


Business^' 

EMBRACI 
ILLEGALS  ' 


-Haydee  Pavia 
Laguna  Woods,  Calif. 


ILLEGAL  IMMIGRATION: 
PASSIONS  RUN  HIGH 

"EMBRACING  ILLEGALS"  (Cover  Story, 
July  18)  made  me  absolutely  furious.  Ille- 
gal aliens  sneak  into  the  U.S.  in  defiance 
of  our  laws;  they  take  our  jobs  and  lower 
our  wages.  To  add  insult  to  injury,  we,  the 
American  taxpayers,  have  to  pay  for  their 
health  care,  education  for  their  children, 
help  with  the  rent,  and  food  stamps.  Now 
our  federal  and  local  governments  are  re- 
warding illegal  aliens  by  making  it  possi- 
ble for  them  to  buy  homes. 

Meanwhile,  my  newlywed  daughter 
and  her  husband,  both  American  citizens, 
are  paying  off  their  school  loans,  and  it 
will  be  a  freezing  day  in  hell  before  they 
can  afford  to  buy  a  home  of  their  own!  In 
its  quest  for  taxpayer-subsidized  illegal  la- 
bor, our  government  is  destroying  the 
United  States  of  America. 

By  the  way,  I'm  Hispanic. 

-Haydee  Pavia 
Laguna  Woods,  Calif. 

THERE  ARE  HUNDREDS  of  thousands  of 
workers  like  me  who  are  trying  to  immi- 
grate to  this  country  legally  and  are  hav- 
ing to  go  to  ridiculous  cost  and  inconven- 
ience to  do  so.  I  am  on  an  Hi  visa  and 


have  been  applying  for  a  green  cs 
the  past  five  years.  I  have  spent 
$10,000  of  my  own  money  and  am  j 
least  two  years  from  achieving  my  j 
I  lost  my  job  tomorrow,  I  would  hal 
sell  my  house  and  tell  my  two  Amel 
sons  that  we  were  moving  back  to  Eu| 
because  the  U.S.  government  won't  | 
stay  here. 

I  have  a  graduate  degree  from  aj 
League  university  and  am  a  highly! 
professional,  yet  I  have  to  jump  thirJ 
burning  hoops  to  stay  here.  The  ii.J 
gration  policy  of  this  country  needs 
radically  changed  to  reflect  the  realitj| 
immigration  is  good  for  the  econor 

-Ben . 
Beverly,  1 1 

THE  REAL  WHITE-COLLAR  crimin .: 
this  country  are  not  the  Lays,  Skillj 
Kozlowskis.  The  criminals  are  the 
executives  and  small-business  ow| 
who  hire  illegal  aliens,  provide 
nancial  services,  and  otherwise  crea 
incentive  for  them  to  force  their  wajl 
America  in  violation  of  a  raft  of  statu 
federal  laws.  These  white-collar  cil 
nals  are  driving  down  wages  and  ill 
process    destroying    local    econol 
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ORRECTIONS  &  CLARIFICATIONS 

|  "Get  creative!"  and  the  sidebar  "Mr. 
etrics"  (Special  Report,  Aug.  1),  the 
irrect  name  of  Larry  Keeley's  company  is 
iblin  Inc.,  not  Doblin  Group.  And  the  table 
I  companying  "Tomorrow's  B-school?  It 
'ight  be  a  D-school"  incorrectly  named  a 
»-school"  alternative.  It  is  Institute  of 
?sign,  Illinois  Institute  of  Technology. 

"The  taxman  takes  a  breather"  (Personal 
isiness,  Aug.  1),  we  incorrectly  stated  that 
lanta  residents  would  pay  a  1%  city  tax  on 
herwise  exempt  items  during  the  Georgia 
ate  sales  tax  holiday,  July  28-31.  All 
;orgia  counties  will  waive  their  local  taxes 
firing  the  holiday,  so  Atlanta  residents  will 
iy  no  sales  taxes  on  exempt  clothing, 
hool  supplies,  and  computers  priced 
der  $100,  $20,  and  $1,500,  respectively. 

able  and  map  accompanying  "Detroit 
-st"  (International  Business,  July  25) 
stakenly  placed  Renault's  Nove  Mesto 
;tory  in  Slovakia.  The  plant  is  in  Slovenia. 

,e  simultaneously  driving  up  costs 
■  >cal  taxpayers. 

-Rick  Cunnington 
Tucson 

RESIDENT  AND  CEO  of  the  American 
t\  &  Lodging  Assn.  (AH&LA)  repre- 
ing  10,000  properties  across  the  coun- 
md  having  been  a  part  of  the  lodging 
stry  for  more  than  40  years,  I  must 
exception  to  the  statement  that 
lns,  hotels,  restaurants,  small  manu- 
iirers,  and  other  employers  have  con- 
ed to  hire  the  undocumented  with  lit- 
;gard  to  the  federal  laws  intended  to 
them."  Hotels  and  other  U.S.  employ- 
re  required  by  federal  law  to  complete 
retain  an  Employment  Eligibility  Ver- 
don  form  (U.S.  Citizenship  and  Immi- 
on  Services  Form  1-9)  for  each  worker. 
n  1-9  requires,  among  other  things,  the 
loyee  to  present  certain  documents 
ying  eligibility  for  employment, 
mployers  must  walk  a  very  fine  line 
regard  to  our  nation's  immigration 
I .  According  to  the  U.S.  Citizenship  and 
migration  Services,  if  the  documents 
|>ear  on  their  face  to  be  genuine  and  re- 
Ito  the  person  presenting  them,"  em- 
lers  must  accept  them.  Questioning  the 
Rity  of  such  documents  is  considered  to 
tn  unfair  immigration-related  employ- 

ilt  practice"  that  could  result  in  fines  of 
b  $10,000,  while  hiring  an  employee 
Jout  proper  documents  or  accepting 
iments  that  clearly  are  not  genuine  is  a 
lus  violation  of  federal  laws  and  will  re- 


sult in  fines  of  up  to  $11,000  and  up  to  six 
months  in  prison. 

Your  article  also  points  to  the  need  for 
legislative  reform  to  help  address  a  very 
serious  issue  driving  the  problem  of  illegal 
immigration— a  shortage  of  workers,  es- 
pecially in  lesser  skilled,  essential  posi- 
tions. Currently,  the  AH&LA's  career  cen- 
ter lists  more  than  6,300  available 
lodging  industry  jobs  in  the  U.S.  While  the 
federal  government  should  closely  oversee 
immigration  to  verify  the  identity  and  in- 
tentions of  those  entering  the  U.S.,  there  is 
a  great  need  to  increase  the  number  of  le- 
gal immigrant  workers  who  enter  the  U.S. 
through  programs  such  as  the  H-2B  visa 
for  temporary  and  seasonal  workers. 

-Joseph  A.  Mclnerney 

President  and  ceo 

American  Hotel  &  Lodging  Assn. 

Washington 

I  LIVE  IN  AN  agricultural  area.  All  of  the 
tree  pruners,  apple  pickers,  and  onion 
field  workers  are  Mexican  or  Latin  Amer- 
icans. There  are  no  white,  middle-,  or 
lower-class  people  who  will  work  those 
hard,  physically  demanding  jobs  10  or  12 
hours  per  day  (certainly  not  your  Harvard 
MBAs).  These  people  are  performing  a 
valuable  service  to  our  nation.  Let  us  give 
them  green  cards  to  come  and  work  here. 
Let  us  give  those  who  have  settled  here 
citizenship.  We  need  positive  action  to 
help  those  among  us  who  work  so  hard  to 
make  our  lives  better. 

-Roy  A.  Zingmark 
Quincy,  Wash. 

YOUR  STORY  REFLECTS  a  one-sided 
pro-illegal  immigration  bias.  Illegal  im- 
migrants cost  federal,  state,  and  local  tax- 
payers tens  of  billions  of  dollars  per  year 
in  health- care,  education,  and  law-en- 
forcement resources.  Hospitals  are  going 
bankrupt;  school  systems  and  jails  are  se- 
verely strained.  American  taxpayers 
ought  to  have  more  say  in  how  their  tax 
dollars  are  spent.  Instead,  they  are  being 
forced  to  subsidize  the  businesses  that 
promote  and  profit  by  illegal  immigra- 
tion. A  day  of  reckoning  is  coming. 

-Bill  Terry 
The  Woodlands,  Tex. 

THANK  YOU  FOR  highlighting  the  eco- 
nomic contributions  undocumented 
workers  make  to  the  American  economy. 
It  is  time  for  a  rational  and  sane  process 
to  allow  these  workers  to  become  legal.  In 
addition,  children  of  undocumented  par- 
ents, who  are  themselves  not  document- 
ed, should  be  entitled  to  change  their  sta- 
tus and  be  allowed  to  enroll  in  college  and 


receive  in-state  tuition  and  some  form  of 
state  and  federal  aid.  Many  of  these  chil- 
dren graduate  from  high  school  with 
good  grades  but  have  no  access  to  higher 
education.  As  a  result,  American  compa- 
nies are  missing  out  on  a  pool  of  poten- 
tially talented  employees. 

-Philip  Kellerman 

President 

Harvest  of  Hope  Foundation 

Gainesville,  Fla. 

THE  AVERAGE  ILLEGAL  alien  buys  com- 
paratively little  in  the  U.S.  compared  with 
what  he  takes  out  of  the  economy.  Aliens' 
use  of  social  services  and  infrastructure 
are  far  in  excess  of  the  taxes  they  pay.  Im- 
migrants send  much  of  their  wages  out  of 
the  country.  Mexicans,  for  example,  send 
home  $20  billion  annually.  That  is  money 
that  doesn't  get  recycled  here! 

-  Joan  K.  Smith 
Mt.  Morris,  Mich. 
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Now  cafeterias,  meeting  rooms 
and  hallways  are  offices. 

(Not  to  mention  coffeehouses  and  park  benches.) 


M 


■ 


The  Right  Technology.  Right  Away. 

CDW.com  •  800.399.4CDW 

In  Canada,  call  888.898.CDWC  •  CDW.c 
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-  Integrated  Intel   PRO/Wireless  2200  Network 
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Centrino   Mobile  Technology 
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Integrated  Intel   PRO/Wireless  2200  Network 
Connection  (802.1  Ib/g) 
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CD-RW/DVD-ROM  combo  drive 
WXGA  active-matrix  display 

ended  accessories  and  services: 
my  mobile  optical  mouse  $40.44  (CDW  642238) 
Diiy  Service  Pack  2-year,  9x5,  onsite  warranty  upgrade 
199  (CDW  777927) 
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-  15"  active-matrix  display 
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resistance  to  drops  and  breakage 
■15"  active-matrix  display 
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BY  STEPHEN  H.  WILDSTROM 


Do  Your  Homework,  Micros! 

With  all  the  pressure  to  achieve  that  students  must  endure,  paren 
jump  at  technology  that  claims  to  help  kids  do  better  in  school.  Litt 
wonder  it's  a  hot  category  for  software  publishers.  Microsoft's  back 
school  offering,  Student  2006,  is  in  this  vein.  But  despite  some  nice 
features,  parents  would  do  better  to  spend  the  $100  on  some  books 


Student,  which  requires  a  DVD- 
equipped  machine  running  Windows 
and  Microsoft  Office  XP  or  2003, 
comprises  three  main  pieces.  One  is  a 
collection  of  information  resources 
that  draws  heavily  on  Microsoft's 
Encarta  encyclopedia.  Another  is  a  set 
of  tools,  called  Learning  Essentials  for 
Office,  designed  to  make  Word,  Excel, 
and  PowerPoint  easier  to  use  for 
school  chores.  The  third  is  a 
simulated  graphing  calculator  for 
math  and  science  projects. 

The  information  resources  are  a 
mixed  bag.  Much  of  the  Encarta  material  is  available  online 
from  encarta.msn.com,  though  menus  and  toolbars  make 
access  easier  on  Student  Some  of  the  content  feels  thrown 
together.  For  example,  the  English  section  offers  quotations 
that  you  can  browse  by  topic  or  author,  but  you  can't  search 
the  text  Kids  would  be  happier  with  a  paper  copy  of 
Bartletfs,  or  better,  the  online  version  at  www.bartleby.com. 
High  school  students,  alas,  will  probably  consider  the  most 
useful  part  of  the  English  section  to  be  the  summaries  of 
dozens  of  works  of  literature,  a  sort  of  condensed  CliffsNotes. 
Each  subject  area  includes  an  extensive  list  of  encyclopedia 
articles.  This  is  fine  for  younger  children,  but  by  the  time 
students  get  to  middle  school  they  should  be  doing  more 
serious  research  than  looking  up  articles  in  an  encyclopedia, 
online  or  otherwise. 

LEARNING  ESSENTIALS  FOR  OFFICE  also  seems  a  hodgepodge. 
It  has  a  handy  feature  for  students  of  French  or  Spanish. 
Choose  a  language,  and  the  program  automatically  converts 
the  spell  checker  and  other  tools  to  it.  This  capability  is  a 
standard  part  of  Office,  but  few  users  know  about  it. 
Learning  Essentials  also  gives  you  a  panel  that  lets  you  enter 
accented  characters  by  clicking  on  them,  and  it  provides 
quick  access  to  a  translating  dictionary. 

Another  major  feature  is  templates  and  tutorials  designed 
to  help  students  prepare  PowerPoint  presentations  and 
written  material,  such  as  essays  and  lab  reports.  Most 


tutorials  are  too  vague  ti 
much  use,  and  all  seem 
with  the  self-evident  ad1 
"Select  a  topic  for  the 
assignment"  The  tempi 
students  a  head  start  on 
looking  reports,  but  I  ha 
complaints  from  parent 
teachers  that  encouragi 
get  fancy,  especially  in  F 
Point,  tempts  them  to  ft 
looks  rather  than  contei 
The  graphing  calcula 
me  crazy.  It's  nice  enouj 
on-screen  calculators  gc 
has  a  fundamental  prob 
Most  U.S.  high  schools  1 
much  of  their  math  cun 
on  the  use  of  a  specific  c 
typically  the  Texas  Instr 
fl-83  Plus  or  84  Plus.  If 
do  their  homework  on 
Microsoft's  on-screen  i 
they  not  only  will  have  t 
translate  Tl-specific  inst 
from  school  materials  but  also  will  not  develop  profi 
on  the  calculator  they'll  have  to  use  when  it's  time  tc 
the  test. 

Some  programs  leverage  PC  technology  to  truly  b 
students.  For  example,  SAS  in  Schools,  sponsored  b} 
ness-software  company  SAS  Institute,  gives  student? 
teachers  resources  and  tools  tied  to  curriculum  and 
standards.  Unfortunately,  too  much  educational  soft 
seems  designed  to  play  on  a  public  sense  that  any  te 
is  good  for  students,  and  more  must  be  better.  Sadly 
2006  seems  mostly  to  fall  into  that  class.  ■ 

E-mail:  techandyou@business 


BusinessWeek  online 


For  a  collection  of  past  columns  an 
only  reviews  of  technology  products,  go  to  Technology  I 
www.businessweek.com/go/techmaven/ 
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Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


iid  Run  Around  TiVo? 


l's  get  the  cliches  out  of  the  way:  On-demand  world.  Consumer 
tool  of  media.  Audience  fragmentation,  gnat-sized  attention  spans, 
patience  for  commercials.  Hello  to  ad-skipping  technologies  such  as 
i/o.  The  mass-marketing  model  withers.  J  All  this  angst  begets  Visible 
brld,  a  company  with  technology  that  digitally  customizes  ad  content 


ich  fine  slices  of  the  broadcast  and 
-TV  market.  A  broadcast  ad 
doting  tropical  vacations,  for  instance, 
witch  background  music  from  disco 
i  targeting  young  singles  to 
■thing  more  restrained  for  baby 
hers.  Auto  ads  can  direct  viewers  to 
al  sales  at  the  local  dealer,  and  be 
ted  as  offers  change, 
knew,  when  clients  saw  it,  they 
d  see  it  as  a  solution,"  says  Executive 
rman  Bill  Katz,  formerly  CEO  of  ad 
BBDO  Worldwide.  "To  their 
erns  about  target  fragmentation.  To 
*rns  about  ROI.  To  their  concerns 
t  TiVo."  At  Visible  World's  Manhattan  offices,  Katz 
on  a  keyboard  and  within  seconds  transforms  an  ad 
shouts  out  to  one  Midwestern  suburb  into  one  that 
es  a  different  suburb  a  few  miles  down  the  road. 

NG  THE  BIG  ADVERTISERS  playing  with  the  technology 
nited  Airlines  and  1-800-Flowers.com.  This  spring, 
Broadcasting  Co.  began  offering  Visible  World's 
bilities  to  its  clients.  And  Visible  World  is  winning 
>s  from  the  commentariat.  "It  will  conquer,"  trumpeted 
\rtisingAge  columnist  Randall  Rothenberg.  "Quickly 
pging  as  a  solution,"  said  TheStreet.com  Inc.  Visible 
d's  investors  include  the  likes  of  Reuters  Group, 
cast,  and  ad  conglomerate  Grey  Global  Group, 
ire,  the  technology  is  interesting,  but  can  it  derail  the 
express?  For  big  advertisers,  it  promises  flexibility  and 
containment.  Think  of  the  video -editing  man-hours 
previously  went  into  creating  and  distributing 
lreds  of  locally  targeted  car  commercials,  which  now 
)e  customized  via  a  few  pecks  at  a  keyboard.  Sharply 
Jted  ads  can  provide  advertisers  with  much  more 
iled  information  about  what  was  seen  when  and  thus 
:r  address  return-on-investment  concerns.  And 
;ine  what  election-year  air  wars  will  be  like  once 
ocrats  and  Republicans  can  finely  target  ads  to 
^tesimal  degrees. 


But  that's  not  the  big  game.  The  real 
prize  is  getting  consumers  to  pay 
attention  to  TV  ads  at  all.  Visible  World 
and  its  rivals  are  betting  that  ad  relevance 
matters  and  that  viewers  will  see 
customized  ads  as  a  sort  of  programming. 
But  with  10  million  households  expected 
to  have  digital  video  recorders  by  yearend, 
says  Forrester  Research  Inc.,  that  premise 
is  under  pressure  from  the  get-go.  You 
don't  buy  TiVo  because  ads  don't  speak 
directly  to  you.  You  buy  TiVo  because  ads 
are  nuisances.  (Possible  exception:  the 
rare  breed  of  compelling  commercials.)  If 
that's  the  case,  how  do  insert- 
your-small-town-here  ads 
change  that? 

"If  someone  edits  out  the 
commercials,  it  doesn't  matter 
how  relevant  they  are," 
concedes  Seth  Haberman, 
Visible  World's  bushy-haired 
founder  and  president.  "But  if 
people  know  the  commercials 
have  changed,  if  they  are  more 
relevant,  we  believe  the  skip 
rate  will  be  lower." 

In  an  ever  more  consumer- 
driven  landscape,  Visible 
World  is  still  a  top-down  solution  to  an  end-user  problem, 
and  one  that  bets  on  a  shift  in  consumer  perceptions.  The 
problem  isn't  insufficient  relevance,  it's  that  ad-skipping 
is  now  a  learned  behavior. 

Had  Visible  World  hit  broadcast  TV  before  ad-skipping 
technologies  did,  it  might  have  influenced  consumer 
behavior.  Viewers  might  have  grooved  on  the  novelty  of 
ever-more-micro-targeted  ads.  But  DVRs  came  first,  and 
the  remote  long  before.  To  save  one  cliche  for  the  end: 
These  horses  are  distant  dots  on  the  horizon.  It's  a  little  late 
to  be  shutting  the  barn  door  now.  ■ 

E-mail:  jon_Jme@businessweek.com 
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is  being 
touted  as  the 
antidote  to  ad 
skipping.  But 
consumers 
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Wondering  how  you  can  be  out 
of  the  office  and  still  working? 

(We've  got  several  answers.) 


It's  been  shown  that  a  more  mobile  workforce  is  a  more  productive  workforce.  When  you  want  to 
unwire,  turn  to  CDW.  With  access  to  the  largest  in-stock  inventories,  we  have  all  the  top-name  mobility 
solutions  you  need.  Our  account  managers  can  quickly  answer  your  product  questions.  And  then  get 
your  order  shipped  out  fast.  So  why  wait?  The  sooner  you  call,  the  sooner  you  can  go  mobile. 
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HP  Smart  Buy  Compaq  nc6120 

•  Intel   Centrino   Mobile  Technology 

-Intel   Pentium   M  Processor  730  (1.60GHz) 
-  Integrated  Intel   PRO/Wireless  2200  Network 
Connection  (802.1 1  b/g) 

•  Memory:  512MB 

•  CD-RW/DVD-ROM  combo  drive 

•  15"  active-matrix  display 

Recommended  accessories  and  services: 
SimpleTech  512MB  memory  upgrade  S117.59  (CDW  550316) 
HP  Care  Pack  3-year,  next  business  day,  9x5,  onsite 
warranty  S165.70  (CDW  519763) 


ThinkPad  T43  with  Fingerprint  Reader 

•  Intel   Centrino   Mobile  Technology 

-Intel   Pentium   M  Processor  740  (1 ,73GHz) 
-  Integrated  Intel   PRO/Wireless  291 5  Network 
Connection  (802.1  la/b/g) 

•  Memory:  256MB 

•  CD-RW/DVD-ROM  combo  drive 

•  14.1"  active-matrix  display 

Recommended  accessory: 

ThinkPlus  port  replicator  S1 89  (CDW  461 01 9) 


s1549 
$1349 


NOTEBOOK 
CDW  771064 


ThinkPad 


ndude  in.el  Pentium  II.  Ill  or  Intel  Celeron;  AMD  processors  dp  not  quahfy.Uade-.n  values  ™*f^^^^^™>£^*™»  RT™t2  ™  ^ 


of  the  HP  Smart  Buy  price  versus  the  standard  list  pnce  of  an  id 

terms  and  conditions  of  sale,  available  at  CDW  com.  ©  2005  CDW  Corporation 


WE'RE  OFFERING  A 

FOUR-PRONGED  ATTACK  AGAINST 

RISING  HEALTH-CARE  COSTS. 

JY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR-PRONGED  ATTACKS.) 


i'OWER 

eAdvocate 


^E  POWER  SELScr 

HMO 


THE    POWER 

HealthFund 

PPO 


^SVCOMPATlj,^ 

Health  Plans 


■ 


iducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
th  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 

management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power  BIugCfOSS 

:t  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control  of  California 

how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.  The  Power  of  Blue. 


th  •  Life  •  Dental 

— r  CareAdvocate  PPO  and  HSA-compatible  Health  Plans  are  issued  by  our  affiliate,  BC  Life  &  Health  Insurance  Company  (BCL&H)  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  (BCC)  or  BCL&H, 
■"ig  upon  the  plan.  The  Power  Select  HMO  is  issued  by  BCC.  Health  and  Dental  from  BCC  and/or  BCL&H  Life  insurance  from  BCL&H  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association.  ©2004  BCC. 


The  McGraw-Hill  Companies 


Get  the  attention 
you  deserve. 

BusinessWeek  Reprints  put  the  power 
of  the  press  into  your  marketing  message. 

Every  week  millions  of  professionals  turn  to  BusinessWeek 
for  timely  analysis  and  actionable  insight.  Now  you  can  put 
the  power  of  our  award-winning  journalism  to  work  for  you. 

A  custom  reprint  features  BusinessWeek  coverage  of  your 
company  or  industry  in  a  format  tailored  to  complement  your 
marketing  message.  You  can  use  reprints  to  enhance  your 
corporate  communications  strategy,  press  kits,  recruitment 
information,  investor  relations  packets,  and  web  site. 


BusinessWeek 


Custom  reprints  are  available  in  print  or 
electronic  formats  for  any  article  appearing  in 
BusinessWeek,  BusinessWeek  Online,  or  a  special 
advertising  section. 

A  minimum  order  of  1,000  copies  is  required. 
Certain  restrictions  on  customization  apply. 


Information  Technoto 


Rescuing 
Tech's  Orphans 

( all  it  ahage  capital.  M<  ire  pri\ate  equity 
npunies 


BusinessWeek 


A  Chemist  Heats 


Up  DOW  Com  SPECIAL  ANNUAL  BS 


Repnrttd  from  tfte  December  6.  i 


THE 

BUSINESSWEEK 

FIFTY 


To  learn  more  about  how  we  can  help  you  tell  your 
story  in  a  credible  and  convincing  way,  contact 
rhonda_merrill@businessweek.com,  212-512-3148. 


www.businessweek.com/reprints 


VARIETY  ISTHE  SPICE  OF 
HEALTHY  BUSINESS. 


5STTTT  r~ 
Looking  after  personal  health  has  taught  us  something  about  looking  after  business  health:  listen  carefully 

and  respond  to  your  needs. To  help  keep  your  company  healthy  we're  offering  a  range  of  new  options  to 

provide  a  complete  solution  for  your  coverage  and  to  manage  your  costs: 


•  HMO  deductible  plans  •  POS  and  PPO  plans 

•  Co-payment  plans  from  $5-$50  •  Deductible  plans  from  $250 -$1,500 

•  CarePay  suite  of  financial  products  —  including  a  credit  card  and  CarePay  Health  Savings  Accounts 
(available  in  2006) 

More  choices  make  our  integrated  system  more  accessible,  so  your  people  can  live  well,  be  well,  and  your 
whole  business  can  thrive. To  find  out  what's  different  about  us,  call  your  authorized  Kaiser  Permanente  broker 
or  visit  us  at  employers.kp.org 


KAISER  PERMANENTE. 
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Energetic  bodies.  Energetic  minds. 


Metro  Denv( 

Economic  Development  Corporatl 


With  the  mountains  in  sight,  the  nation's  largest  public  park  system  underfoot,  and  more  than  300  days  of  sunshine  a  ye; 
Metro  Denver  consistently  tops  the  lists  of  most  livable  cities.  But  it's  also  a  place  that  stimulates  business.  Over  a  third  of  Colora<| 
adults  hold  at  least  a  bachelor's  degree.  And  our  young,  active  workforce  is  among  the  nation's  healthiest  -  in  both  mind  and  boc 
Which  translates  to,  among  other  things,  some  of  the  lowest  medical  insurance  premiums  in  the  nation.  If  you're  looking  to  invigora 
your  company,  pay  us  a  visit.  Or,  at  the  very  least,  catch  up  with  us  on  our  website,  metrodenver.org/energeticminds 
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BY  ROBERT  BARKER 


>rews  at  Bargain  Prices 


summertime,  when  even  financial 
ters'  thoughts  turn  to  baseball,  the 
ch,  barbecues,  and,  most  swiftly,  to 
r.  This  year,  with  a  bear  market  in 
r  prices,  it's  getting  harder  than  ever 
esist.  On  sale  at  a  supermarket  near 
12-packs  of  Anheuser-Busch  Natural 
ht  and  Natural  Ice,  just  $4.99. 

ice-cutting  is  only  the  most  obvious  symptom  afflicting 
orld's  brewers.  Younger  drinkers  more  often  are 
sing  wine  or  liquor  over  beer.  Per  capita  U.S.  beer 
imption  in  2004  fell  to  21.6  gallons,  from  22  gallons  in 
,  according  to  New  York  consulting  firm  Beverage 
eting.  Amid  this,  even  the  stock  of  stalwart  Anheuser- 
!i  is  near  its  2002  lows.  Shares  of  the  newest  global 
)ine,  Molson  Coors  Brewing,  which  touched  76  on  Feb.  9 
e  Canadian  and  Colorado  brewing  dynasties  merged, 
>it  near  63  after  a  poor  first  quarter.  One  reason:  the 
nal  Hockey  League's  lost  season,  which  drained  demand 
nada.  Angry  at  not  learning  of  weak  sales  before  the 
er  vote,  some  investors  are  suing,  and  the  Securities  & 
ange  Commission  wants  to  know  what  happened, 
on  Coors  says  it  did  nothing  wrong  and  is  cooperating, 
don't  count  on  a  beach  party  on  Aug.  2,  when  Molson 
s  reports  second- quarter  results.  If  you  ask  me,  though, 
earishness  is  overdone.  If  s  not  that  the  brewers,  Molson 
s  very  much  included,  don't  face  problems.  But  most  of 
troubles  seem  reflected  in  the  stock  prices,  Molson 
s's  especially.  On  a  pro  forma  basis— that  is,  had  the 
er  been  done  last  year— Molson  Coors  in  the  last  four 
ers  took  in  $6.1  billion  in  sales.  Yet  its  enterprise  value 
debt  plus  equity  value)  barely  tops  $8  billion,  or  just  1.3 


The  Barons  of  Beer 


ENTERPRISE  VALUE/ 
REVENUE  RATIO 


KEY  BRANDS 


son  Coors  Brewing 


i  leken 


Miller 


euser-Busch 


1.3 


1.6 


2.5 


2.6 


Carling,  Coors  Light,  Molson  Canadian 


Amstel,  Heineken,  Murphy's  Irish  Stout 


Beck's,  Brahma,  Stella  Artois 


Miller  Lite,  Peroni,  Pilsner  Urquell 


2.9    Budweiser,  Bud  Light,  Michelob  Ultra 


eports.  Capital  IQ.  BusinessWeek 


times  sales,  lower  than 
rivals'  multiples  (table). 

Some  of  that  discount  is 
deserved  since  Molson 
Coors  is  less  profitable. 
Last  year,  for  example,  its 
pro  forma  operating 
margin  came  to  just  11%. 
Anheuser-Busch's  2004 
operating  margin  was 
more  than  twice  as  wide. 
An  obvious  problem  has 
been  the  $765  million 
purchase  Molson  made  in 
2002ofBrazil'sNo.2 
brewer,  Cervej  arias  Kaiser. 
It's  now  Brazil's  No.  3 
player  and  at  last  report 
still  was  losing  money.  In 
May,  however,  Molson 
Coors  signaled  that  it 
won't  throw  more  cash  at 
MOLSON  COORS     Kaiser  and  may  instead  push  Coors  Light  in 
The  hockey  Brazil  as  it  does  elsewhere  abroad  and  in  the 

lockout  U.S.,  where  Coors  Light  is  the  No.  4  brand, 

11 1€;"  sales      according  to  Beverage  Marketing. 

For  investors,  management' s  focus  on 
cash  flow  is  important  since  consumption  trends  may 
continue  to  bedevil  the  industry.  Consolidation  is  the  key.  In 
North  America  one  of  Coors's  three  breweries  is  closing,  a  big 
step  toward  annual  cost  savings  of  $175  million  it  expects  to 
squeeze  out  of  the  merger  by  2007  Molson  Coors  estimates  it 
will  have  upwards  of  $450  million  in  annual  free  cash  flow, 
after  capital  spending  and  dividends  (the  stock  yields  2%), 
with  which  it  can  buy  back  stock  and  reduce  debt. 

One  patient  and  usually  smart  shareholder  is  Longleaf 
Partners  Funds,  run  by  Southeastern  Asset  Management,  a 
$31  billion  Memphis  (Tenn.)  firm.  Morningstar  reports  that 
Longleaf  holds  positions  nearly  six  years  on  average;  its 
flagship  fund  beat  the  Standard  &  Poor's  500-stock  index  by 
an  annual  average  of  3.2  percentage  points  in  the  past  decade. 
Early  in  2004  two  Longleaf  funds  bought  into  Coors  and  held 
on  through  the  Molson  merger.  After  the  stock  tumbled  this 
spring,  what  did  they  do?  They  boosted  holdings  by  44%.  On 
June  30  the  funds  owned  more  than  4  million  shares. 

Don't  expect  the  stock  to  be  revalued  this  summer.  But  with 
the  NHL  on  July  22  ending  its  player  lockout  and  looking  to  a 
new  season,  you  just  might  see  it  heat  up  next  winter.  ■ 

E-mail:  rb@businessweek.com 

August  8.  2005  I  BusinessWeek  I  23 
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CINGULAR     INTRODUCES     THE     BLACKBERRY    7100  gT 

works  like  a  phone, 
delivers  like  a  BlackBerry: 


Get  both  in  one  sleek  device  with  the 
BlackBerry  7100g™  from  Cingular. 

•  Real-time  access  for  up  to  10  email 
accounts,  calendar,  contacts,  and  data 

•  Hands-free  speakerphone  capability 

•  Voice  roam  to  over  150  countries 
and  access  data  services  in  over  75 
countries  with  the  largest  global 
coverage  of  any  U.S.  provider 

•  SureType™  intuitive  software  for  easy, 
rapid  text  entry 

•  Bluetooth®  wireless  connectivity 

BlackBerry  7100g   $10099 

AFTER  $50  MAIl-IN  REBATE  CARD  WITH 
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titting  Their  Money 
Wiere  Their  Mouths  Aren't 

spite  a  dip  in  confidence,  consumers  are  spending  on  big-ticket  items 


U.S.  ECONOMY 


Let's  see  if  we  can  get  this  straight.  The  economy  is 
>eriencing  the  weakest  job  recovery  on  record,  but  wages  and 
iries  of  workers  are  up  nearly  8%  over  the  past  year.  Gasoline 
^es  are  well  over  $2.50  per  gallon  in  many  areas  of  the  country,  but 
>ple  are  buying  more  gas,  not  less.  They  are  buying  a  lot  more  of 


thing  else,  too.  Real  household  spending  is  up  about 
om  last  year— and  home  sales  hit  another  record, 
liners  may  have  said  they  were  less  confident  in  July, 
iiey  sure  aren't  acting  that  way. 
!e  bottom  line:  Don't  sell  consumers  short,  or  you 
•nd  up  underestimating  the  economy's  performance 
second  half.  The  latest  data  tell  the  story.  They 
not  only  strong  overall  demand,  but  they  also 
ite  that  any  inventory  problems  earlier  in  the  year, 
tally  in  the  auto  industry,  are  now  fully  redressed, 
•al  Motors  Corp.  said  on  July  27  that  it  was  ending 
,hly  successful  employee  discount  program,  because 
basically  sold  out  its  2005  models. 
;  combination  of  leaner  stockpiles  and  steady 
ing  is  adding  renewed  strength  to  the 
facturing  sector  (page  36).  Factory  orders,  outside 
:raft,  turned  up  sharply  in  June,  as  did  business 
ng  for  new  equipment,  suggesting  that  companies 
n  upbeat  about  future  sales.  With  consumer-led 
nd  providing  the  power,  the  economy  may  well  be 
way  to  beating  the  3.3%  pace  for  the  second  half 
enerally  expected  by  forecasters. 

PS  BEHIND  CONSUMERS'  FORTITUDE?  First  of 
jrkers  are  more  productive  than  in  past  recoveries, 
ing  the  same  pace  of  job  growth  now  generates 
output  growth— and  thus  more  income  growth— 
t  used  to.  Moreover,  with  inflation  historically  low, 
les  stretch  a  lot  further.  Through  the  second  quarter, 
icome  from  wages  and  salaries  was  growing  just 
'5%,  very  close  to  the  average  performance  during 
iom  years  of  the  late  1990s. 

ond,  low  interest  rates— the  main  fuel  for  housing— 
ast  gains  in  household  wealth  have  enhanced 
mer  finances.  True,  since  the  end  of  the  recession, 
hold  liabilities  have  increased  by  $2.9  trillion.  But 
have  grown  by  $10.6  trillion.  Household  net  worth 

2005  some  12%  higher  than  it  was  at  the  peak  of 
xk  market  bubble  in  2000.  Rising  home  equity  has 

ted  for  about  70%  of  that  increase. 

y,  households  in  general  are  able  to  service  even 
Igher  pace  of  borrowing.  Despite  rising  mortgage 
overall  debt  service  as  a  percent  of  aftertax  income 


is  no  higher  than  it  was  two  years  ago.  That's  because  the 
share  of  income  required  to  service  nonmortgage  debt  is 
declining.  Also,  delinquency  rates  on  mortgages  are 
falling,  and  they  are  down  across  a  broad  range  of  other 
consumer  loans. 

All  this  explains,  to  some  extent,  the  disparity  between 
how  consumers  are  behaving  and  how  they  say  they  feel 

about  the  future.  To  be 
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sure,  high  gas  prices  and 
terror  bombings  in 
London  and  Egypt  are 
weighing  on  their 
psyches.  The  Conference 
Board's  index  of 
consumer  confidence 
dipped  to  103.2  in  July, 
from  106.2  in  June.  Still, 
this  gauge  has  been  in  a 
rising  trend  for  the  past 
two  years  (chart). 
The  board  said  con- 
sumers are  still  wary  about  employment  conditions.  Their 
assessments  of  job  prospects  slipped  a  bit  in  July,  with  a 
slightly  higher  percentage  perceiving  jobs  as  "hard  to  get." 

That  caution  remains  despite  some  encouraging  signs 
from  the  labor  markets.  The  unemployment  rate  has 
slipped  from  5.4%  in  February  to  5%  in  June,  nearly  a  four- 
year  low.  And  new  claims  for  unemployment  insurance 
dropped  sharply  in  mid-July,  with  the  less-volatile  four- 
week  average  falling  to  the  lowest  level  since  early  March. 

Job  seekers  are  also  spending  less  time  finding  work.  In 
the  second  quarter,  the  hunt  was  shorter  for  the  third 
quarter  in  a  row,  down  to  3.1  months,  says  a  survey  by 
Challenger,  Gray  &  Christmas  Inc.  That's  18%  shorter 
than  a  year  ago.  That  result  jibes  with  similar  patterns  in 
government  data.  Past  trends  in  the  consumer  confidence 
numbers  suggest  that,  given  continued  labor-market 
improvement,  perceptions  about  jobs  will  catch  up  with 
reality  in  the  second  half. 

PERHAPS  THE  BEST  MEASURE  of  consumers'  attitudes 
is  how  they  spend  their  money.  Even  on  the  heels  of 
June's  blockbuster  1.7%  increase  in  retail  sales,  store 
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reports  so  far  in  July  suggest  continued  strength.  In 
particular,  Wal-Mart  Stores  in  late  July  reaffirmed  its 
projection  that  July  sales  will  post  a  gain  from  a  year  ago 
in  the  range  of  3%-5%. 

Moreover,  look  at  consumer  outlays  for  big-ticket 
items,  such  as  new  homes  and  cars.  Those  are  major 
commitments  households  make  when  they  are  confident 
about  their  employment  and  financial  future. 

Car  companies  will  report  their  July  sales  on  Aug.  2, 
but  early  estimates  based  on  sales  through  the  first  two- 
thirds  of  the  month  suggest  that  the  annual  rate  of  car 
sales  will  end  up  in  the  neighborhood  of  19  million  to  20 
million,  in  response  to  generous  sales  incentives.  That 
pace  would  follow  June's  hefty  17.4  million  rate,  which 
had  matched  the  strongest  showing  of  the  year. 

AND,  OF  COURSE,  CONSUMERS  remain  hot  on 
housing,  helped  by  still-low  mortgage  rates  and  strong 
income  growth.  In  June,  sales  of  existing  single-family 
homes  and  condos  rose  another  2.7%,  to  a  peak  annual 
rate  of  733  million.  Sales  of  new  homes  rose  4%,  to  an 
annual  pace  of  1.37  million,  also  a  new  record. 

Housing  remains  affordable  because  the  average  rate  on 
a  30-year  fixed  mortgage  stands  well  below  6%.  So  after 
expectations  that  housing  would  slow  this  year,  it  now 
appears  as  if  sales  will  set  another  record  high  in  2005. 

What's  even  more  important  to  the  consumer  outlook 
are  the  high  prices  being  fetched  by  homes  on  the 
market.  For  existing  homes,  the  median  price  in  June  hit 
$219,000,  a  gain  of  14.7%  from  prices  in  June,  2004 


(chart).  The  median  price  of  a  new  home  sold  in  Juij 
essentially  flat  from  a  year  ago,  but  so  far  this  year, 
are  up  5.9%  from  the  first  half  of  2004. 

The  sharp  rise  in  home  prices  is  fueling  this  year] 
in  household  wealth,  a  major  support  under  spendil 
The  latest  Federal  Reserve  data  show  that  the  equitJ 

homes  jumped  16.^1 
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the  year  ended  in  tq 
quarter,  even  with 
money  taken  out  th  J 
home-equity  loans 
cashed  out  in 
refinancings.  That  ] 
was  far  larger  than 
8.2%  rise  in  total  ntl 
worth  and  the  4.9%{ 
increase  in  stocks  aj| 
mutual  funds. 

Also  fueling  econj 
growth  is  the  mone}| 
homeowners  are  putting  into  remodeling  and  repair:[ 
According  to  the  Joint  Center  for  Housing  Studies  at 
Harvard  University,  spending  on  home  improvement 
the  year  ended  in  the  second  quarter  rose  4.5%  from  j 
ago  levels,  to  $133  billion. 

So  if  you're  worried  about  the  economy's  prospecl 
the  second  half,  stop  losing  sleep  over  the  job  markff 
and  gas  prices,  and  measures  of  consumer  attitudes 
at  what  consumers  are  doing.  Their  actions  speak 
volumes  about  the  outlook.  ■ 


Data:  National  Association  of  Realtors 
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Bit  of  a  Rate  Cut  in  the  Works? 


THE  BRITISH  ECONOMY  slowed 
sharply  in  the  second  quarter, 
perhaps  by  more  than  policymakers 
at  the  Bank  of  England  would  prefer. 

Real  gross  domestic  product  was 
up  0.4%  from  the  first  quarter,  or 
just  1.7%  from  the  year-earlier  level. 
That  was  the  smallest  annual  gain  in 
12  years. 

Two  main  sectors  are  holding 
back  growth.  Consumer  spending 
has  been  dragged 
down  by  high  energy 
prices,  uncertain  job 
prospects,  and  the 
leveling  out  of  the 
once-robust  housing 
market.  The  jobless 
rate  has  been 
trending  higher, 
hitting  4.8%  in  the 
three  months  ended 
in  May,  and  job 
vacancies  have  been 
virtUiJly  flat  so  far 


ECONOMIC  GROWTH 
SLOWS  SHARPLY 
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this  year.  After  posting  almost  no 
growth  in  the  four  months  ended  in 
May,  retail  sales  did  jump  1.3%  in 
June.  But  analysts  are  waiting  to  see 
whether  the  two  terrorist  attacks  in 
London  in  July  curtailed  shopping  in 
that  month  or  dragged  down 
consumer  confidence,  which  had 
already  posted  declines  in  each 
month  of  the  second  quarter. 

Policymakers  had  been  expecting  a 
slowdown  in 
consumer  demand,  in 
part  because  of  a 
flattening  out  in  home 
prices.  But  a  larger- 
than-expected  dropoff 
could  add  more  woes 
to  the  already 
faltering  factory 
sector.  Compared  to 
year-ago  levels, 
manufacturing  output 
was  down  in  the  first 
quarter,  and  the 


y\ 
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decline  continued  into  April  an( 
And  on  July  27,  the  Confederate 
British  Industry  reported  a  dip 
orders  in  the  three  months  endt 
July.  That  marked  the  third  qua 
drop  in  ordering  activity. 

British  manufacturers  are  fac 
higher  energy  costs,  lackluster  c 
spending  at  home,  and  most 
importantly  less  demand  from  i 
struggling  euro  zone,  Britain's 
export  market.  With  the  factory 
in  recession,  the  CBI  has  called 
BOE's  Monetary  Policy  Commit 
loosen  monetary  policy  soon. 

Against  this  slowing  econom 
backdrop,  the  MPC  looks  extren 
likely  to  cut  interest  rates  by  a 
quarter-point  at  its  upcoming  A 
4  meeting.  Minutes  from  the  Ju 
policy  session  showed  a  very  clc 
vote  to  hold  the  benchmark  rati 
steady  at  4.75%.  In  addition,  im 
are  starting  to  think  that  anotht 
cut  by  yearend  is  a  possibility.  I 
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TECHNOLOGY 


REVENGE  OF 


AGAIN 


Search  engines  Google  and  Yahoo 
are  hiring  away  hundreds  of  top 
engineers  from  high  techs  best  fin] 

BYBENELGIN 


OME  CALL  IT  THE  "Gi- 
ant sucking  sound"  ema- 
nating from  Silicon  Val- 
ley. For  others,  it's  a  mi- 
,  graine  in  the  making.  But 
whatever  they're  calling 
the  hiring  binge  at 
Google  Inc.  and  Yahoo!  Inc.,  just  about 
everyone  is  a  bit  astonished  at  the  fear- 
some force  that's  swallowing  up  some  of 
tech's  best  and  brightest.  "High-profile 
researchers  are  now  flocking  to  the 
search  engines,"  says  Marti  Hearst,  as- 
sociate professor  at  the  University  of  Cal- 
ifornia at  Berkeley's  school  of  informa- 
tion management  and  systems. 

The  migration  of  software-engineering 
talent  to  Google  and  Yahoo  is  a  testament 
to  how  high  these  search  companies  have 
risen  in  the  tech  firmament.  Coveted  tal- 
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ent  from  academia,  startups,  and  venera- 
ble tech  companies  that  a  decade  ago 
would  have  flocked  to  Microsoft  Corp.  or 
Sun  Microsystems  Inc.  are  now  more 
than  willing  to  switch  teams  and  join 
Google  or  Yahoo.  In  the  second  quarter 
alone,  Google  snapped  up  about  230  en- 
gineers. Recent  additions  include  soft- 
ware superstars  Louis  Monier,  director  of 
eBay  Inc.'s  advanced  technology  re- 
search, and  Kai-Fu  Lee,  a  top-flight  re- 
searcher at  Microsoft— which  prompted 
the  software  giant  to  sue  Google  and  Lee 
to  keep  him  from  going  to  work  there 
right  away.  Yahoo,  meanwhile,  has  re- 
cently hired  dozens  of  top  engineers,  in- 
cluding Larry  Tesler,  former  vice-presi- 
dent for  shopping  experience  at 
Amazon.com  Inc.  And  the  company  is  ex- 
pected to  announce  on  July  28  that  its 


new  head  of  research  is  Pratl 
Raghavan,  former  chief  technologi 
cer  at  search-software  outfit  Veriij 
and  an  authority  on  algorithms. 

What's  behind  this  talent  raid?  It 
er  dot-com  gold  rush  it's  not.  Ead 
vestors  already  value  these  business| 
combined  $130  billion,  up  from 
$63  billion  last  August  when  Googl'l 
public.  That  means  the  share  prices  I 
much  of  the  companies'  promise! 
gesting  stock  options  could  be  inj 
slower  climb  from  here. 

"A  WILLY  WONKA  EFFECT" 

OF  COURSE,  THESE  top-level  searl 
gineers  are  still  among  the  mostl 
compensated  techno-nerds  out  thof 
there's  more  than  money  at  workl 
These  guys— and  they  are  truly  il 
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men— are  also  attracted  to  the  massive, 
unsolved  technical  challenges  facing 
search  companies,  which  affect  hundreds 
of  millions  of  people  daily.  In  years  past, 
PCs,  operating  systems,  and  databases 
were  viewed  as  core  technologies  where 
engineers  could  work  on  problems  and 
change  people's  lives.  Today,  more 
techies  view  search  on  the  Internet  as 
among  the  most  important  services.  "The 
Internet  is  touching  everyone's  lives," 
says  Usama  Fayyad,  chief  data  officer  and 
senior  vice-president  at  Yahoo,  who 
joined  the  company  last  December.  "A 
new  science  is  being  denned  in  an  area 
that  will  take  over  much  of  what  we  do 
commercially  and  socially." 

Indeed,  Google— and,  to  a  lesser  de- 
gree, Yahoo— has  become  what  Microsoft 
used  to  be:  a  young,  vibrant  company 
working  on  the  bleeding  edge  of  the  day's 
vexing  technical  issues.  Before  the  Inter- 
net became  the  phenomenon  it  is  now, 
Microsoft  was  a  magnet  for  top  talent  in- 
terested in  solving  the  toughest  tech 
problem:  making  personal  computing 
easy.  Today,  though,  the  gravitational 
force  at  the  center  of  techdom  is  no  longer 
the  PC— it's  the  Net.  And  while  MSN 
holds  its  own  with  Google  and  Yahoo  in 
terms  of  worldwide  use,  its  engineers 
can't  develop  products  that  would  under- 
mine Microsoft's  monopoly  businesses, 
Windows  and  Office.  Some  researchers 
say  privately  that  restricts  creativity. 

If  Google  and  Yahoo  are  able  to  main- 
tain their  position  on  the  crest  of  innova- 
tion, their  current  hiring  push  could  lay 
the  foundation  for  the  next  generation  of 
corporate  labs,  following  in  the  footsteps 
of  companies  such  as  Xerox,  Hewlett- 
Packard,  IBM,  and  Microsoft.  Sure,  these 
members  of  the  tech  Establishment  boast 
research  and  development  budgets  sever- 
al times  larger  than  those  at  Google  and 
Yahoo.  But  the  Internet  companies  are 
just  starting  to  ramp  up  their  research  ef- 
forts, while  some  incumbents,  such  as  HP, 
are  downsizing  their  labs.  "IBM  and  HP 
have  some  very  interesting  projects," 
says  Yahoo's  Raghavan.  "But  there's  an 
undeniable  sense  of  excitement  here  that 


FORMERLY 


Talent 
Wars 

Tech  luminaries    newjob 
are  flocking  to 
Google  and 
Yahoo: 


KAI-FU 
LEE 


Google 


B40  &  B43 


tf£l 


CALIFORNIA  HQ 

Some  230  new 
engineers  in  the 
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other  vendors  can't 

match." 

Once    top    talent 

starts  to  move,  it  can 

be  a  force  unto  itself. 

At  Google,  for  in- 
stance, staffers  marvel  at  passing  in  the 
hallways  such  luminaries  as  Rob  Pike, 
one  of  the  creators  of  the  Unix  operating 
system;  Adam  Bosworth,  a  pioneer  of  the 
XML  programming  language;  or  Monier, 
who  helped  create  AltaVista,  one  of  the 
Web's  most  popular  search  engines  in  the 
1990s.  The  chance  to  work  alongside  tech 
gurus,  who  in  some  cases  authored  the 
textbooks  that  young  employees  studied 
in  college,  can  be  a  powerful  draw. 

That's  half  the  story.  At  Google,  much 
of  the  magnetism  is  also  generated  by  a 
zany  culture  perfectly  synced  to  the  geek 
lifestyle.  Engineers  are  encouraged  to 
spend  the  equivalent  of  one  day  per  week 
on  their  own  pet  projects.  When  they're 
not  staring  into  their  computer  monitors, 
Google  employees  will  often  gather  for 
roller-hockey  games  in  the  underground 
garage  or  race  remote-control  blimps 
through  their  cavernous  offices.   Free 


perks  range  from  gourmet  meal»o 
company      cafeteria      to      batiT 
equipped  with  digital  toilets,  whl 
seat  temperature  and  bidet  pressif 
be  controlled  with  a  remote.  "The 
created  a  Willy  Wonka  effect,"  say  J 
E.  Pitkow,  CEO  of  Moreover  Technl 
Inc.,  whose  former  company,  Outri  j 
was  purchased  by  Google  in  2001. 
neers  want  to  work  on  the  cooler  j 
lems  with  the  smartest  people." 

Yahoo  also  carries  substanti; 
cred.  Each  day  the  company  genet 
terabytes  of  data— equivalent  to 
print  collections  in  the  Library 
gress.  By  sorting  this  unrivaled  da 
engineers  quickly  can  begin  to   \ 
how  products  and  features  are 
well  as  how  people  behave  or 
justments,  then,  can  be  made  in  a  I 
of  minutes,  with  improvements  c| 
felt  by  the  company's  400  million  i 
ly  users.  "I  saw  an  opportunity  to  I 
user  interface  to  a  new  level  for  ;| 
number  of  people,"  says  Yahoo's 
who  joined  in  May  to  spearhead  th| 
pan^s  Web  design. 

While  the  Internet  leaders  snatch  I 
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talent,  that  creates  headaches  else- 
•e.  Some  startups,  for  instance,  say  the 
t  drain  has  made  their  own  hiring 
!  difficult.  Joe  Kraus,  a  co-founder  of 
portal  Excite  Inc.  and  now  the  CEO  of 
borative  software  startup  JotSpot  Inc., 
Google  has  been  especially  tough  to 
p  against.  "If  you're  talking  to  some- 
great,  they're  invariably  talking  to 
rfe,  and  they  often  have  an  offer." 
can  be  equally  difficult  for  technolo- 
lainstays,  including  Microsoft.  Not 
has  the  software  giant  lost  several 
ninds  to  Google  in  recent  years,  the 
nond  (Wash.)  company  is  also  facing 
tier  competition  for  talent  coming 
f  universities,  even  in  its  own  back- 
Oren  Etzioni,  a  professor  of  com- 
•  science  at  the  University  of  Wash- 
in  in  Seattle,  says  Google  has  hired 
of  the  top  one-third  of  his  search 
in  each  of  the  past  two  years, 
icrosoft  is  hardly  standing  still.  With 
boundless  cash  and  massive  indus- 
ifluence,  the  software  giant  can  pay 
what   it   needs   to 

|pn     1Q         hire    the    leading 
lights  of  industry. 

But  clearly,  it's  feel- 
ing stung.  It  has 
filed  suit  against 
Google  and  recendy 
departed  Kai-Fu 
Lee  for  allegedly 
breaching  a  non- 
compete clause  in 
Lee's  contract  with 
Microsoft.  Google 
has  filed  a  counter- 
igainst  Microsoft.  Neither  company 
d  comment  on  the  legal  battle. 
?arly,  Microsoft's  motives  reach  far 
id  Lee.  Although  it  is  not  the  only 
•any  feeling  the  hiring  pinch  of  its 
h  competitors,  it  desperately  needs 
fe  and  retain  top  talent  if  it  wants  to 
]  ground  on  Google  and  Yahoo.  The 
i  zany's  recently  released  search  feeb- 
ly has  been  met  with  praise.  But  with 
about  15%  of  the  U.S.  search  market, 
)Soft  badly  trails  its  rivals.  It  needs  to 
up  with  innovations  to  set  itself 
from  the  pack.  By  going  after 
le  and  Lee,  it  may  help  deter  other 
ted  techies  with  similar  ideas, 
ch  moves  appear  to  be  stopgap 
ures  at  best  With  torrid  growth  and 
ing  profits,  Google  and  Yahoo  clearly 
the  cachet  to  keep  their  hiring  mo- 
urn going.  Frustrated  rivals  shouldn't 
t  that  sucking  sound  to  abate  any- 
soon.  II 

-With  Robert  D.  Hof,  in  San  Mateo, 
Calif.,  and  Jay  Greene  in  Seattle 
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BILLIONS 


icrosoft  Corp.  Chairman 
William  H.Gates  III 
marveled  a  year  ago  when 
strangers  came  up  to  him 
at  the  movies  to  say  thank 
you.  At  first,  the  world's  most  recognizable 
businessman  wasn't  quite  sure  what  he 
had  done  to  merit  the  gratitude.  But  it  soon 
became  clear.  Microsoft  had  announced 
plans  to  dole  out  $33  billion  to  share- 
holders, the  largest  one-time  cash  dividend 
in  history.  And  investors-who  also  got 
more  than  $3  billion  in  regular  dividends 
and  $8  billion  in  stock  buybacks  in  the  past 
fiscal  year-couldn't 
have  been  happier. 

Turns  out  it  wasn't 
enough.  Shareholders 
are  beginning  to  press 
for  more  dough.  After 
the  special  dividend  in 
December,  Microsoft's 
cash  holdings  fell  from 
$64.4  billion  to  $34.5 
billion.  But  with  its  twin 
monopolies— the 
Windows  operating 
system  and  the  Office 
productivity  software- 
generating  roughly  $1 
billion  a  month  in  excess 
cash,  the  money  is  piling 
up  once  again.  Even 
after  spending  $756 
million  in  the  past 
quarter  on  private 
antitrust  claims, 

Microsoft's  cash  hoard  had  bounced  back  to 
$37.8  billion  by  June  30.  "People  expect 
another  dividend  increase  pretty  soon  now," 
says  Mark  Demos,  an  analyst  for  Fifth  Third 
Asset  Management. 

This  isn't  simply  a  case  of  greed. 
Investors  have  long  pressed  for  a  piece  of 
Microsoft's  stash,  arguing  that  they  could 
earn  better  returns  investing  the  money 
themselves.  Now  shareholders  are  growing 
impatient  with  Microsoft's  stock  as  well.  It 
closed  at  $25.72  on  July  27— roughly  where 
it  was  three  years  ago.  With  Microsoft's 
lackluster  growth  tempering  its  price 
appreciation,  investors  are  demanding 
returns  from  elsewhere.  "Shareholders  are 
getting  frustrated  with  the  stock  trading 
sideways,"  says  Mark  A.  Lebovitz,  portfolio 
manager  for  the  Munder  Internet  Fund. 
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So  will  Gates  open  up  the  corporate 
wallet  once  again?  It  took  immense  pressure 
for  Microsoft  to  issue  its  first  dividend  in 
January,  2003-an  annual  8^-a-share 
payout.  An  iconic  growth  stock  through  the 
1990s,  the  software  maker  hesitated  to 
stoop  to  a  strategy  that  suggested 
otherwise.  What's  more,  it  needed  to  keep 
enough  cash  on  hand  to  cover  potential 
liabilities  from  its  epic  antitrust  battles.  But 
with  those  days  seemingly  gone,  Microsoft 
has  increased  that  dividend  to  8tf  a  share 
each  quarter,  putting  its  yield  at  1.2%.  While 
in  line  with  tech  peers  such  as  Intel  Corp. 
and  Hewlett-Packard 
Co.,  the  payout  is  still 
well  below  the  1.8% 
average  yield  for 
companies  in  the 
Standard  &  Poor's  500- 
stock  index.  "At  this 
point,  it  makes  sense  to 
go  right  to  that  level," 
says  Goldman,  Sachs  & 
Co.  analyst  Rick 
Sherlund.  He  argues  this 
would  bring  Microsoft  a 
new  breed  of 
shareholders-value 
investors  who've  been 
cool  to  the  smallish 
current  dividend. 

Yet  even  if  Microsoft 
raised  its  quarterly 
dividend  to  12  cents  a 
share,  roughly  in  line 
with  the  S&P  yield,  it 
would  spend  about  $1.3  billion  a  quarter  on 
dividends.  That  only  begins  to  curb  the  flow 
of  cash  flooding  its  coffers.  Last  year  the 
company  committed  to  buy  back  $30 
billion  worth  of  stock  over  four  years, 
including  the  $8  billion  it  repurchased  in 
the  fiscal  year  that  ended  last  June. 

Sherlund  believes  the  company  should 
continue  buying  back  $7  to  $8  million  in 
stock  per  year  even  after  that  plan  expires, 
to  keep  the  money  from  piling  up.  If 
Microsoft  plans  to  shell  out  more  to 
shareholders,  it's  not  letting  on:  Executives 
declined  to  discuss  their  plans.  But  with 
Wall  Street  starting  to  push  for  the 
company  to  reopen  the  vault,  Gates  could 
once  again  find  himself  on  the  receiving 
end  of  manyathank-you. 

-By  Jay  Greene  in  Seattle 
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ONE  FOR  THE  FEDS 

The  court  denied  the 
states'  right  to  allow 
medical  marijuana 
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THE  SUPREME  COURT 


STATES  VS.  THE  FEDS: 
ALL  EYES  ON  ROBERTS 

The  fractious  debate  over  federalism  will 
be  center  stage  at  his  confirmation  hearings 


w 


HO  EXACTLY  IS 
Supreme  Court 
nominee  John  G. 
Roberts  Jr.,  and 
what  does  he 
stand  for?  Some 
Washington  De- 
mocrats see  the  answer  in  Roberts'  as- 
sociation with  the  conservative  Federal- 
ist Society,  which  advocates  states' 
rights  and  limits  on  federal  power.  But 
the  White  House  has  gone  out  of  its  way 
to  insist  that  Roberts,  currently  a  judge 
on  the  U.S.  Court  of  Appeals  for  the 
D.C.  Circuit,  has  never  been  a  member  of 
the  society. 

The  spat  may  seem  to  be  just  another 
Beltway  brouhaha,  but  don't  be  fooled.  It 


is  at  the  center  of  a  heated  debate  over 
Roberts  and  the  sort  of  Supreme  Court 
Justice  he  would  make.  In  the  last  decade 
the  federalist  movement,  made  up  of  con- 
servative lawyers  and  legal  scholars  who 
believe  that  Washington  has  run 
roughshod  over  the  powers  that  the  Con- 
stitution reserves  for  the  states,  has 
grown  increasingly  influential.  The 
movement's  record  before  the  Supreme 
Court  is  mixed,  but  the  court  has  shifted 
more  sharply  toward  reining  in  congres- 
sional power  in  recent  years.  Given 
Roberts'  limited  record,  everyone  from 
corporate  executives  and  environmental- 
ists to  abortion-rights  activists  wants  to 
know  whether  he'll  push  the  cause  of 
states'  powers  further. 


Business  has  a  huge  stake  in  that 
tion.  For  decades,  Congress  has  in 
its  Constitutional  authority  "to  re; 
Commerce... among  the  several  Stai 
intervene  in  everything  from  emplo; 
practices  to  protections  for  endan 
species.  As  a  rule,  corporations  abhc 
ulation.  But  when  regulation 
evitable,  they  would  rather  have  a 
national  standard  than  50  diverse 
rules.  States'  rights  are  "a  double- 
sword  for  business,"  says  Robert  G< 
senior  vice-president  of  the  liberal  ( 
for  American  Progress.  "Comr. 
would  like  to  be  rid  of  a  lot  of  feden 
ulation,  but  if  Congress  lost  the  po^ 
regulate  in  a  lot  of  these  areas,  you'c 
a  patchwork." 

HIGH  STAKES 

NO  ONE  EXPECTS  Roberts'  vie\ 
states'  rights  vs.  federal  powers  to 
his  candidacy.  Yet  figuring  out  wh« 
comes  down  will  be  a  central  focus 
confirmation  hearings.  His  leaning 
have  big  implications  for  a  host  o 
button  issues,  from  economic  regu 
to  abortion  to  civil  rights.  And  whi 
tussle  over  federal  power  encomj 
several  legal  principles,  much  of  tl 
bate  will  come  down  to  how  Ri 
might  interpret  the  Constitution's 
merce  clause.  Says  Douglas  T.  Ke 
executive  director  of  the  Comn 
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ts  Counsel,  a  Washington-based  pub- 
terest  law  firm:  "The  stakes  in  the  di- 
on  of  the  commerce  clause  could  not 
ly  higher." 

le  last  time  the  commerce  clause  took 
r  stage  was  in  the  late  1930s:  Presi- 
Franklin  D.  Roosevelt  was  threaten- 
>  pack  the  Supreme  Court  to  dilute  the 
:r  of  conservative  justices  who  struck 
i  New  Deal  legislation  as  an  overreach 
ngress'  authority.  After  FDR's  1936  re- 
ton  the  court  finally  saw  things  his 
upholding  the  National  Labor  Rela- 
Act  in  1937  Since  then  successive 
s  have  allowed  Congress  to  expand 
Dmmerce  clause  to  promote  Social  Se- 
v,  the  minimum  wage,  the  Civil 
ts  Act,  and  other  programs.  When  the 
s  civil  rights  movement  discredited 
es'  rights"  as  a  euphemism  for  segre- 
n,  federal  power  reigned  supreme, 
it  10  years  ago,  Chief  Justice  William 
jhnquist  hit  the  brakes.  In  1995,  the 
erne  Court  struck  down  a  federal  law 
ring  states  to  maintain  gun-free 
5  around  schools,  ruling  that  the 
te  had  nothing  to  do  with  interstate 
nerce.  In  1997  the  court  invalidated 
ederal  Religious  Freedom  Restora- 
Vct,  which  was  meant  to  protect  reli- 
worship  from  such  "undue  bur- 
as  restrictive  zoning  imposed  by 
and  local  governments. 
le  court  delivered  a  double  whammy 
>00  when  it  weakened  the  Age  Dis- 
nation  in  Employment  Act  and  wa- 
down  the  Violence  Against  Women 
Tie  following  year  the  justices  limit- 
e  scope  of  the  Clean  Water  Act  and 
a  nod  to  state  sovereignty  with  a  de- 
l  that  stripped  state  workers  of  their 
to  sue  under  the  Americans  with 
>ilities  Act  (ADA). 

t  the  states'  rights  backers  aren't 
ing  them  all— which  makes  Roberts' 


V 


role  as  a  replacement  for 
retiring  Justice  Sandra 
Day  O'Connor  all  the 
more  crucial.  In  recent 
years,  O'Connor  moderat- 
ed her  long-held  support 
of  states'  over  federal  pow- 
er. In  2003  she  joined  a  6- 
3  majority  that  stunned 
court  watchers  by  uphold- 
ing congressional  authori- 
ty to  pass  the  Family  & 
Medical  Leave  Act.  This 
past  June  advocates  of  a 
limited  federal  role  were 
dealt  another  blow  when 
the  Supreme  Court  ruled 
that  the  Justice  Dept.'s  authority  to  police 
illegal  drugs  trumped  a  California  law  that 
allowed  seriously  ill  patients  to  use  mari- 
juana for  medicinal  purposes. 

A  BIG  QUESTION  MARK 

DEMOCRATS  ALREADY  are  grilling 
Roberts  on  his  view  of  the  commerce 
clause,  and  they  have  won  some  assur- 
ances. After  a  private  July  26  meeting 
with  the  judge,  Senate  Judiciary  Commit- 
tee member  Charles  E.  Schumer  (D-N.Y.) 
was  cautiously  optimistic.  "I  think  a  lot  of 
people  are  going  to  be  happy  with  his 
views  on  the  commerce  clause— at  least 
people  of  my  philosophy,"  Schumer  says. 
Still,  Roberts'  ultimate  stance  in  the 
states-vs.-feds  struggle  looms  as  a  big  ques- 
tion mark.  Before  he  became  a  judge  in 
2003,  Roberts  had  argued  both  sides  before 
the  Supreme  Court.  As  a  lawyer  for  the  U.S. 
Chamber  of  Commerce,  he  supported  fed- 
eral marine  safety  standards  when  a  state 
court  wanted  to  punish  a  boat  maker  for 
not  installing  propeller  guards.  But  in  2002 
he  successfully  defended  California's  right 
to  temporarily  prevent  building  near  Lake 
Tahoe  to  protect  against  overdevelopment. 


Judicial  See-Saw 


ICe  the  New  ENDANGERED  SPECIES  Several  federal  appeals  courts  have  weakened 

al  PnnarpQQ  h^Q  Congress'  authority  to  protect  endangered  species  that  never  cross  state 
7.7°,.,  lines.  The  Supreme  Court  hasn't  taken  up  the  issue. 

ed  its  constitu- 
nal  power  over 
jnmerceto 
sert  federal 
thority.  Now 
hservatives  are 
ng  the  courts  to 
sh  back.  Some 
hpoints: 


AGE  DISCRIMINATION  In  2000  the  Supreme  Court  ruled  that  Congress 
overreached  when  it  tried  to  prohibit  age  discrimination  in  hiring. 

DISABLED  WORKERS  The  high  court  has  narrowed  employment  protections 
for  individuals  with  disabilities,  particularly  for  state  employees. 

MEDICAL  MARIJUANA  In  a  blow  to  conservatives,  the  Supreme  Court  ruled 
this  year  that  federal  drug  regulation  trumped  state  laws  allowing  patients 
to  use  locally  grown  marijuana. 

FAIR  LABOR  STANDARDS  The  Supreme  Court  so  far  has  defended  the 
granddaddy  of  New  Deal  regulation,  in  which  Congress  established  a 
minimum  wage  and  a  maximum  workweek. 


ROBERTS  As  an  attorney 
in  federalism  cases 
before  the  high  court, 
he  has  argued  both  sides 

Local  landowners  had  ar- 
gued that  the  state  was  un- 
constitutionally depriving 
them  of  higher  returns  on 
their  property. 

As  a  judge,  Roberts  has 
faced  the  states'  rights 
question  only  once.  In  his 
now-famous  opinion  on 
the  arroyo  Southwestern 
toad  in  Rancho  Viejo  v. 
Norton,  he  was  skeptical  of 
how  the  Endangered  Species  Act  could 
invoke  interstate  commerce  to  protect  a 
toad  that  lives  only  in  California.  But 
while  Roberts  dissented  from  the  majori- 
ty, which  decided  in  the  toad's  favor,  he 
didn't  join  fellow  judge  David  B.  Sentelle, 
who  slammed  the  majority  for  upholding 
regulation  of  "an  activity  that  is  neither 
interstate  nor  commerce."  Roberts 
"could  have  gone  with  Sentelle  to  indicate 
he  was  part  of  the  brigade  of  fire-breath- 
ing conservatives,  and  he  didn't,"  says  Si- 
mon Lazarus,  public  policy  counsel  to  the 
National  Senior  Citizens  Law  Center. 

Conservatives  hope  Roberts  will 
breathe  more  fire  once  he  has  donned  the 
Supreme  Court's  robes.  In  today's  expan- 
sive view  of  the  commerce  clause,  "Con- 
gress has  the  power  to  regulate  anything 
and  everything,"  says  Roger  Pilon,  vice- 
president  for  legal  affairs  at  the  libertarian 
Cato  Institute.  "The  result  of  that  is  you've 
got  a  leviathan  instead  of  the  limited  gov- 
ernment that  James  Madison  envisioned." 
Liberals  are  just  fine  with  that.  And 
conservatives  have  been  known  to  put 
pragmatism  over  their  states'  rights 
principles,  as  when  business  pushes  Un- 
^^^^^^m  cle  Sam  to  preempt  state 
regulators  or  when  con- 
gressional Republicans 
snatched  the  Terry  Schia- 
vo  right-to-die  case  out  of 
the  Florida  courts.  So 
when  Roberts  faces  sena- 
tors in  September,  both 
sides  of  the  political  spec- 
trum will  be  eager  to  try  to 
pin  the  Supreme  Court 
nominee  down.  Given  the 
wide  swath  that  federal- 
ism cuts  through  Ameri- 
can life,  his  answers  could 
reverberate  for  a  genera- 
tion and  beyond.  ■ 

-By  Lorraine  Woellert 
in  Washington 


August  8.  2005  I  BusinessWeek  I  33 


Analysis  &  Commentar 


THE  SUPREME  COURT 


A  STRONG  VOICE 
IN  BUSH'S  CHOICE 

White  House  counsel  Harriet  Miers 
had  a  central  role  in  selecting  Roberts 


HARRIET  E.  MIERS  WAS 
the  first  person  at  the 
White  House  to  learn 
that  Supreme  Court  Jus- 
tice Sandra  Day  O'Con- 
nor was  stepping  down. 
And  she  was  at  President 
George  W.  Bush's  side  when  he  inter- 
viewed prospects,  including  his  ultimate 
pick,  Judge  John  G.  Roberts  Jr.  As  the 
President's  lawyer  and  trusted  friend,  the 
59-year-old  Dallas  attorney  is  at  the  cen- 
ter of  Administration  strategy  on  judicial 
nominations.  Says  former  Texas  Republi- 
can Chairman  Fred  Meyer:  "The  Presi- 
dent doesn't  make  any  big  decisions  with- 
out chatting  with  her." 

But  the  same  characteristics  that  en- 
dear Miers  to  Bush— loyalty  and  discre- 
tion—make her  one  of  the  capital's  least- 
known  Very  Important  Players.  "She 
never  seeks  the  limelight,"  says  Educa- 
tion Secretary  Margaret  Spellings.  "She's 
just  extremely  devoted  to  the  President." 
That's  just  what  Bush  wanted  when  he 
tapped  Miers,  a  workaholic  with 
a  soft  Texas  drawl,  to  oversee  the 
top-secret  mission  of  choosing  a 
replacement  for  O'Connor.  Her 
task,  associates  say,  was  to  give 
the  President  the  pros  and  cons 
of  each  of  the  dozen  or  so  con- 
tenders—and find  any  skeletons 
in  their  closets.  "Her  job  was  to 
turn  everything  upside  down  to 
see  what  might  fall  out,"  says 
former  White  House  deputy 
counsel  David  G.  Leitch. 

As  Roberts  moved  up  the  list, 
Miers  reported  that  he  was  less 
vulnerable  to  liberal  attack  than 
more  prominent  conservative 
judges.  On  the  down  side,  some 
hard-right  groups  would  have  to 
be  convinced  that  he  was  not  a 
soft  centrist.  And  on  the  day 
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Roberts'  selection  was  announced,  Bush 
gave  Miers  the  sensitive  job  of  telling  U.S. 
Fifth  Circuit  Court  Judge  Edith  Brown 
Clement  that  she  had  been  passed  over. 

HIGH  IMPACT,  LOW  KEY 

MIERS,  WHO  DECLINED  to  be  inter- 
viewed for  this  article,  was  a  trailblazer 
in  Lone  Star  legal  circles.  She  was  the 
first  female  partner  at  a  major  Texas  law 
firm  and  the  first  woman  to  serve  as  pres- 
ident of  the  Dallas  Bar  Assn.  and  the 
State  Bar  of  Texas.  Her  list  of  clients  in- 
cluded Microsoft,  Walt  Disney,  and 
Bush,  whom  she  met  socially  in  the 
1980s.  She  joined  his  1994  gubernatori- 
al campaign  as  counsel— and  later  rep- 
resented him  in  a  title  dispute  over  his 
East  Texas  fishing  cottage.  Governor 
Bush  rewarded  her  by  giving  her  the 
high-impact  job  of  cleaning  up  the  scan- 
dal-tarred Texas  Lottery  Commission. 

Miers  followed  Bush  to  D.C.  and  was 
assigned  one  of  the  most  sensitive  jobs  in 
the  White  House:  staff  secretary,  respon- 


sible for  reviewing  every  piece  of] 
that  crosses  the  President's  desk.  S\\ 
the  counsel's  spot  when  Alberto 
zales  was  promoted  to  Attorney  i 
In  the  first  few  months  on  the  job, 
a  key  player  in  the  developing  stratJ 
the  Administration's   showdowrl 
Senate  Democrats  over  the  stalled  j| 
nominations  and  will  be  the  point  i 
on  future  court  openings. 

Despite   her   influence,   friend 
Miers  is  shy  and  uncomfortable 
small  talk.  Several  colleagues 
days  on  the  Dallas  city  council  de| 
her  as  "a  loner."  Democrats  cor 
that  Miers  did  not  visit  the  Senati 
ciary  Committee's  top  Democrat,  l| 
Leahy  of  Vermont,  during  her 
months  on  the  job.  After  learning  j 
perceived  slight,  Miers  trekked  to  I 
in  late  June  to  meet  Leahy  and  Sens 
nority  Leader  Harry  Reid  (D-Nev.)J 

A  stickler  for  detail,  Miers  doesn  | 
much  time  for  social  calls.  White 
colleagues  say  that  she  arrives  for  wj 
early  as  4:30  a.m.  and  often  depart 
10  p.m.,  leaving  little  time  for  her  ft 
diversions— tennis,  running,  and 
But  Senator  Kay  Bailey  Hutchisc 
Tex.)  remembers  persuading  Miers 
Placido  Domingo  sing  Wagner.  "I  v* 
sleep  twice,"  Hutchison  recalls, 
never  even  bobbed  her  head— an 
had  come  to  work  at  6:00  that  mor 

Hutchison  says  she  expects  Mie 
someday  have  even  more  power.  I: 
has  the  opportunity  to  make  addi 
Supreme  Court  nominations,  "sh 
definitely  be  on  the  short  list,"  pr 
the  Texas  senator.  If  so,  Bush 
hard-pressed  to  find  someone  to 
her  skills  as  a  vetter.  ■ 

-By  Richard  S.  Dunham  in  Wash. 
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Harriet  E.  Miers 

The  least  visible  of  Bush's  cadre  of  powerful  won 


AGE  59 

EDUCATION  B.S.  in  math  and  J.D. 
from  Southern  Methodist  University. 

JOB  Counsel  to  the  President; 
formerly  Deputy  Chief  of  Staff  for 
Policy  and  Staff  Secretary. 

LEGAL  CAREER  Partner  at  Locke, 
Liddell  &  Sapp  LLP  in  Dallas.  Clients 
included  Microsoft  and  Walt  Disney. 

FIRSTS  First  woman  to  serve  as 
president  of  the  Dallas  Bar  Assn. 
and  State  Bar  of  Texas. 


FRIEND  OF  BUSH  CREDENT! 

Moved  in  same  Dallas  social  cii 
as  then-Texas  Rangers  managir 
general  partner  George  W.  Bus! 
Served  as  Bush's  personal  lawy 
and  counsel  to  his  1994 
gubernatorial  campaign.  After  I 
years  as  chair  of  the  Texas  Lotte 
Commission,  she  resigned  to  w 
for  his  2000  Presidential  camp 

FAMILY  Single,  no  children. 

PASTIMES  Tennis,  running,  op 
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0  LONG,  AFL-CIO. 
OWWHAT? 

e  unions  that  split  will  focus  on  service 
>s  that  can't  easily  be  shipped  overseas 


MB  m  HEN  TWO  OF  THE 

II    mm  country's      largest 

i  jfl    A  Mm   unions  made  histo- 

^WMmMw    T  m   Chicago   on 

^m  m     July  25  by  breaking 

W    WW     with  the  AFL-CIO, 

ml      IV      they    were    voting 

heir  feet.  The  two  unions,  the  Service 

oyees  International  Union  (SEIU) 

le  Teamsters,  are  part  of  a  six-union 

ent  group  that  has  staked  its  future 

e  idea  that  recruitment 

key  to  survival. 

e  question  the  dramat- 

[>ture  raises  is  whether 

issidents  have  a  better 

than  their  foes  to  re- 

the  decades-long  slide 

las  cut  union  rolls  to 

2.5%  of  the  U.S.  work- 

SEIU  President  An- 

L.  Stern  and  his  com- 

)ts  think  they  do.  Most 
factoring  unions,  such 

3se  in  autos  and  steel, 

10  real  plans  for  coping 
globalization.  Advan- 

one  for  Stern  &  Co.: 

of  the  dissident  unions 


operate  primarily  in  services— the  70% 
or  so  of  the  economy  in  which  jobs  can't 
easily  be  sent  abroad. 

Within  this  world,  opportunities  for  or- 
ganizing are  plentiful.  Stern's  goal  is  to  fo- 
cus on  the  fast-growing,  low-wage  service 
jobs  that  are  filled  by  the  bulk  of  the  coun- 
try's working  poor.  If  labor  can  recruit 
enough  of  these  workers,  it  could  lift  their 
wages  and  benefits  in  much  the  way 
unions  brought  factory  workers  into  the 


Targets  of  Opportunity 


Seven  of  the  10 
occupations 
with  the  largest 
expected 
employment 
growth  through 
2012  are  in 
low-paid 
local  services: 


•  Prelections  of  job  growth 
from  2002  to  2012 


JOB 


CURRENT  EMPLOYMENT 

(IN  MILLIONS) 


Cashier 


3.4 


Customer  service 


1.9 


Food  preparation 


2.0 


Janitorial 


2.2 


Nursing  aide 


1.3 


Retail  sales 


4.1 


Waiter/waitress 


2.1 


STERN  Aiming  to  middle  class  in  the 

recruit  tens  of  1930s.    To    do    so, 

thousands  at  stern  argues  that  la- 

globalgiants  bor  needs  t0  merge 

mmmm  into  a  dozen  or  so 

powerhouse  unions  capable  of  taking  on 
the  giant  multinationals  that  dominate 
many  of  these  sectors.  "We  need  to  set 
high  standards  in  whole  industries,"  Stern 
said  when  he  announced  the  split-up. 

He  has  managed  to  bulk  up  the  SEIU  to 
1.8  million  members  by  recruiting  just 
these  kinds  of  employees.  So  far,  though, 
most  of  his  growth  has  come  from  easy- 
to-enroll  public  workers,  such  as  home- 
care  employees.  It's  by  no  means  clear 
that  Stern  and  the  other  five  dissident 
unions,  all  poised  to  quit  the  AFL-CIO, 
can  fare  better  in  the  private  sector. 

TRUE  TEST 

STILL,  THEY  AIM  to  try.  One  of  the 
largest  campaigns  involves  a  joint  effort 
against  France's  Sodexho  Alliance, 
Britain's  Compass  Group,  and  Philadel- 
phia-based Aramark,  by  the  SEIU  and 
UNITE  HERE,  which  represents  needle- 
trades  and  hotel  workers.  All  three  com- 
panies are  global  service  giants  with  a  to- 
tal of  more  than  1  million  workers 
engaged  in  institutional  food  preparation 
and  other  service  work  that  mostly  can't 
be  sent  abroad.  The  two  unions,  which  al- 
ready represent  workers  at  the  three  com- 
panies, have  been  trying  to  persuade 
management  to  remain  neutral  during 
new  recruitment  drives.  The  unions  are 
close  to  deals  with  all  three  that  will  like- 
ly add  tens  of  thousands  of  new  members. 
The  dissidents'  true  test  will  come  at 
companies  such  as  Cincinnati-based  Cin- 
tas  Corp.,  which  has  few  existing  rela- 
tionships with  labor  and  wants  to  keep  it 
that  way.  UNITE  HERE  has  mounted  an 
aggressive  campaign  to  sign  up  the  $3- 
billion-a-year  uniform  company's  20,000 
eligible  workers.  So  far, 
Cintas  hasn't  given  an 
inch.  UNITE  HERE  has 
"done  whatever  they  can 
to  hurt  the  company," 
says  Cintas  Vice- Chair- 
man Robert  J.  Kohlhepp. 

As  U.S.  union  member- 
ship has   declined,  eco- 
nomic mobility  has  stag- 
nated for  many  on  the 
bottom.   The   breakaway 
unions  hope  to  put  a  dent 
in  that  trend,  but  the  odds 
against  them  are  steep.  ■ 
-By  Aaron  Bernstein, 
with  Joseph  Weber, 
in  Chicago 


PROJECTED 
GROWTH' 


13% 


24 


23 


18 


25 


15 


18 


Data:  Sureau  of  Labor  Statistics 
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AUTO  PARTS 


BANKRUPTCY  IS 
DELPHI'S  TRUMP  CARD 

Will  the  prospect  of  Chapter  11  for  the  parts 
maker  force  concessions  from  GM? 


AT  FIRST  GLANCE,  YOU'D 
think  Delphi  Corp.'s  re- 
cent hiring  of  turn- 
around specialist  Robert 
S.  "Steve"  Miller  Jr.  as  its 
chairman  would  be  good 
news  for  General  Motors 
Corp.  After  all,  GM  still  buys  gear  worth 
$15  billion  annually  from  its  troubled  for- 
mer parts  unit.  But  in  recent  years,  Miller 
was  quick  to  restructure  distressed  parts 
maker  Federal-Mogul  Corp.  and  Bethle- 
hem Steel  Corp.  by  seeking  bankruptcy 
protection  for  both.  And  the  last  thing  GM 
Chairman  and  Chief  Executive  G.  Richard 
Wagoner  Jr.  needs  right  now  is  for  his 
biggest  supplier  to  head  into  Chapter  11. 

Indeed,  a  bankrupt  Delphi  would  only 
add  to  GM's  own  financial  woes.  Miller 
claims  that  many  of  Delphi's  parts  con- 
tracts with  GM  are  unprofitable— and  if 
Delphi  were  to  file  for  bankruptcy,  Miller 
says  he  could  cancel  the  money  losers. 
Plus,  if  Delphi  could  no  longer  fund  its 
obligations  to  its  12,000  union  retirees 
until  September,  2007,  it  could  stick  GM 
with  up  to  $9  billion  in  pension  and 
health-care  benefits  that  are  guaranteed 
under  the  spin-off  agreement,  says  ana- 
lyst Brian  Johnson  of  Sanford  C.  Bern- 


stein &  Co.  GM  says  its  Delphi-related  lia- 
bilities aren't  that  high,  and  Delphi  is  ob- 
ligated to  pay  GM  back.  Still,  if  s  clear  the 
auto  maker  faces  huge  exposure  if  Delphi 
fails.  Says  Miller:  "Wagoner  needs  to 
think  about  how  he  is  going  to  manage 
the  Delphi  situation." 

Consider  that  an  open  offer  to  begin 
negotiations.  Miller  would  likely  only  take 
Delphi  into  bankruptcy  if  he  and  Wag- 


A  Record  of  Toughness 


Chairman 
Miller's  earlier 
turnaround 
tactics  may 
illuminate 
his  Delphi 
strategy 


ON  THE  BLOCK  He  sold  Bethlehem  Steel  to  Wilour  Ross  and 
merged  Waste  Management  into  USA  Waste  in  an  effort  to  make 
them  viable.  At  Delphi,  he'll  speed  up  the  sales  of  factories  that 
make  low-margin  goods  such  as  air  filters. 


TAKE  NO  PRISONERS  Miller,  who  wrestled  with  the  United 
Steelworkers  in  the  past,  will  likely  pressure  GM  to  take  back  or 
buy  out  UAW  workers  so  he  can  cut  jobs  and  reduce  wages. 


PULL  THE  PLUG  As  he  did  at  Bethlehem  Steel  and  Federal-Mogul 
Corp.,  Miller  could  file  for  bankruptcy  to  eliminate  obligations, 
including  union  benefits  and  some  GM  parts  contracts. 


oner  can't  strike  a  deal.  Delphi  losli 
million  on  $6.9  billion  in  revenue** 
first  quarter.  Its  pension  plan  is  | 
funded  by  $4.3  billion.  Since  Delplfc 
out  $2.8  billion  in  loans  before  Mi  * 
rived,  in  part  to  help  cover  its  pp 
payments,  he  has  time  to  talk. 

The  new  chairman  says  Delphi'  a 
has  ordered  him  to  steer  the  comp;i|| 
of  trouble  without  going  into  ChajH 
But  he  is  clearly  not  afraid  of  taking  I 
step.  After  joining  Bethlehem  Si  I 
2001,  he  said  bankruptcy  wasn't  h  I 
option— then  filed  three  weeks  later.  I 
later  sold  the  company  to  investor  v 
L.  Ross  Jr.  "He's  not  a  bluffer,"  sayM 
"I  would  take  him  quite  seriously. ■ 
would  assumeB 
would  as  well." 

If  his  past  is  si 
dication,     Milll 
likely  to  quickie 
selling  off  assew 
career  as  a  crisis* 
ager  started  inB 
when  nearly  barB 
Chrysler  Corp. 
him  to  help  wr 
government-bat 
recovery  plan, 
who     later     bd 
chief  financial  c 
sold    off  jet 
GulfstreamAerc 
Corp.   and   sor 
nance    and    d« 
businesses.   In 
Miller  took  o^ 
Waste  Management  Inc.,  where  he  1 
clean  up  after  an  accounting  sol 
slash  costs,  and  reduce  debt.  He 
the  next  year  to  competitor  USA  \ 
The  transaction  eliminated  $900  n 
in  overhead  for  both  companies. 

THREE-WAY  TALKS 

AT  DELPHI,  LOOK  for  Miller  first  to  | 
up  the  unloading  of  poorly  perfoi 
units;  already  a  dozen  plants  are  m| 
for  sale,  closure,  or  restructuring, 
make  low-margin  goods  such  as  si 
sion  components  and  air  filters,  and  J 
than  80%  of  the  products  from  the 
tories  go  to  GM.  "Some  of  these  busil 
es  are  commodities  and  are  better  c| 
ing  run  by  someone  else,"  says  M 
Instead,  he  wants  to  focus  Delphi  I 
sources  on  high-margin  areas,  so  h 
likely  keep  operations  such  as  cons 
and  auto-electronics  products,  as  *l 
the  medical  devices,  auto  interiors  | 
propulsion  systems  businesses. 

But  to  do  that,  he  needs  GM's 
Miller  can  only  close  plants  or  sell  t 


36    BusinessWeek  I  August  8.  2005 


TOSHIBA 

Don't  copy.  Lead."* 


*»9 


-63 


so- 

k~o 

1 

TULSA 

at' 

m 

< 

Hi 

t64374 

CLEVELAND 
»4          5-    2          ISO 

i 

-b 

-SO" 

M 

^1 

1 

•B-5'3" 
f~5' 

z 

-I 

m  t 

Bad  to  the  bom 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources — sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 
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he  gets  a  nod  from  the  United  Auto  Work- 
ers and  a  deal  with  GM  to  take  back  work- 
ers or  buy  them  out.  If  Wagoner,  Miller, 
and  the  UAW  can  agree  to  major  labor 
cuts  at  Delphi,  an  existing  union  pact 
would  let  Delphi  hire  workers  at  $14  an 
hour,  one-third  less  than  current  wages. 
The  lower  wages  would  make  some 
plants  more  salable.  "We  have  labor  costs 
that  are  noncompetitive,"  says  Miller. 
"We're  looking  for  assistance  from  GM." 
Given  its  own  financial  problems,  how- 


ever, GM  is  hardly  keen  on  simply  hand- 
ing cash  to  Delphi.  Johnson  estimates 
that  buying  out  Delphi's  workers  today 
could  cost  GM  $2  billion  to  $3  billion. 
"We  don't  have  any  easy  solutions,"  says 
GM  Vice-Chairman  and  Chief  Financial 
Officer  John  M.  Devine.  "Frankly,  subsi- 
dizing suppliers  is  not  one  of  them."  Yet 
GM  has  little  choice  but  to  bolster  Del- 
phi's health:  It  needs  the  company's 
parts  and  could  get  them  cheaper  if  the 
supplier  can  cut  labor  costs.  Says  analyst 


Maryann  N.  Keller,  principal  of  ccj 
ant  Maryann  Keller  &  Associate 
not  a  question  of  whether  GM  helj 
phi,  it's  how  GM  helps  Delphi." 

True  enough.  As  Wagoner  sits  I 
bargaining  table  trying  to  pry  conctj 
from  the  UAW  for  GM's  own  proble 
must  launch  into  an  another  thorn  j 
talks  with  Delphi.  And  in  Miller,  GJ 
a  tough  and  seasoned  negotiator. 
-By  David  Welch  in  Detro  I 
Michael  Arndt  in  C| 


MANUFACTURING 


A  Head  of  Steam 
On  the  Factory  Floor 


Only  a  couple  of  months  ago,  it 
looked  like  the  manufacturing 
sector  was  losing  steam. 
Profit  growth  had  slowed  from 
2004's  scorching  pace. 
Worries  about  the  exodus  of  production  to 
China  and  the  loss  of  jobs  had  resurfaced  as 
payroll  figures  sank  lower  and  inventories 
began  piling  up.  Add  in  rising  interest  rates 
and  high  energy  prices,  and  it's  easy  to  see 
why  investors  were  cashing  out. 

Turns  out  U.S.  manufacturing  still  has 
plenty  of  spunk.  A  gust  of  investment 
spending,  led  by  the  transportation  and 
energy  sectors,  has  boosted  demand  for 
industrial  gear.  Orders  for  nondefense  capital 
goods  excluding  aircraft— a  good  proxy  for 
business  investment-jumped  3.8%  in  June, 
vs.  a  0.6%  decline  in  May.  The  big  winners: 
communications  gear,  computers,  and 
machinery.  "Some  of  these  guys  who  were 
basically  going  out  of  business  are  getting 
a  shot  in  the  arm,"  says  James  V.  Gelly, 
chief  financial  officer  of  Rockwell 
Automation  Corp. 


It's  a  virtuous  cycle 
that  pushed  the  group 
to  the  top  of  the 
earnings  heap  in  the 
second  quarter,  and 
one  that  will  power 
growth  throughout 
2005.  According  to 
analysts'  consensus 
estimates,  earnings  at 
the  54  industrial 
companies  in  the 
Standard  &  Poor's  500- 
stock  index  should 


STILL  GOING  STRONG 


PERCENT 


'03  '04  '05** 

•FOR  THE  54  MANUFACTURING  COMPANIES  IN  THE  S&P  500 
"ANALYSTS'  CONSENSUS  ESTIMATES  Q  2-4 
Data:  Thomson  Financial 


climb  19%  this  quarter  and  22%  in  the  next, 
excluding  one-time  items.  That  comes  after  a 
projected  19%  increase  in  the  second 
quarter,  a  growth  rate  twice  that  of  the  index. 
Only  energy  and  materials  did  better.  Just  as 
impressive,  the  surge  came  despite  the 
weakness  in  domestic  autos. 

Among  manufacturers,  makers  of 
industrial  equipment  and  transportation 
gear  are  the  stars. 
Thanks  to  strong 
demand  in  the  U.S.  and 
overseas,  Caterpillar 
inc.  reported  a  34% 
jump  in  second- 
quarter  profits,  to  $760 
million,  on  a  23%  rise 
in  sales,  to  $9.4  billion. 
Both  are  records-and 
Cat  execs  promise 
more,  boosting  its 
2005  earnings  forecast 
to  $2.85  billion.  Boeing 
Co.  also  hiked  its 


outlook,  while  other  industrial-equipmen 
makers  such  as  Ingersoll-Rand  Co.  and 
Eaton  Corp.surprised  Wall  Street  and  upt 
their  full-year  numbers,  too. 

The  roots  of  these  returns  go  back  to  t 
industrial  recession  that  stretched  into 
2003.  To  survive,  most  manufacturers  cu 
costs  to  the  bone  by  eliminating  inefficieri 
equipment  and  slashing  headcounts. 
with  limited  production  capacity  and  stn 
worldwide  demand,  companies  have  bee 
able  to  raise  prices.  At  Cat,  for  example, 
price  hikes  of  around  5%  added  $470 
million  to  revenues  this  quarter.  In  the 
second  quarter,  3M  Co.  jacked  up  prices  t 
2%  in  the  U.S. 

Companies  are  using  the  money  from 
price  hikes  to  pay  for  new  equipment  and 
plants  and  to  hire  employees.  Manufacturi 
investment  in  the  second  quarter  grew  to ; 
annualized  rate  of  $15.1  billion,  up  26%  in 
year,  according  to  Economy.com.  Indeed, 
tightness  on  the  factory  floor  is  forcing  Eat 
to  spend  around  $400  million  on  capital 
expenditures  this  year.  Eaton  is  hiring  too, 
with  400  jobs  posted  on  its  Web  site.  At  Ca 
U.S.  payrolls  are  up  by  10,000  over  the  pas 
year,  to  82,250. 

Despite  those  gains,  however,  the  stro 
profits  are  not  generating  overall  job  grow 
Offshoring  continues,  and  new  domestic 
factories  often  require  a  fraction  of  the 
headcount.  Manufacturing  jobs  in  the  U.S 
fell  by  60,000,  to  14.3  million  in  the  year 
through  June.  More  will  be  lost.  In  recent 
months  Eastman  Kodak  Co.  has  said  it  wi 
lay  off  over  20,000  and  Kimberly-Clark  C( 
plans  to  let  go  of  6,000. 

Still,  even  as  the  industrial  recovery 
enters  its  third  year,  manufacturers  remai 
upbeat.  Though  analysts  expect  profit 
growth  will  slow  to  13%  in  the  first  quarter 
2006,  China's  July  revaluation  of  the  yuar 
by  2.1%  has  increased  hopes  that  exports 
will  grow  anew  and  the  sector  will  surprist 
again.  For  a  long-suffering  group,  good  ne 
of  any  size  is  welcome. 

-By  Adam  Aston  in  New  V 
and  Michael  Arndt  in  Chid 
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OTHEREDAND 
EWILDEREDATSONY 

witched  and  other  movies  haven't  done 
3  trick  at  the  box  office.  Can  Stealth? 


INCE  A  CERTAIN  WEB- 
crawling  character  swung 
^^^       into    movie    theaters    in 
^^  2002,  few  studios  have 
^^^^^  flexed  their  muscles  more 
^^Hm  than  Sony  Pictures.  Riding 
B^^   Spider-Man's    heroics, 
Pictures  topped  studios  in  both  mar- 
lare  and  profitability.  Last  year,  Sony 
<-es  unit  earned  a  nifty  $597  million, 
lly  half  the  operating  earnings  of  its 
ling  electronics  parent  company, 
low  the  studio  that  Spidey  built 
i  to  have  crashed  to  earth.  In  recent 
hs,  Sony  has  churned  out  such 
jcre,  money-losing  fare  as  xXx:  State 
Union  and  Lords  ofDogtown.  Even 
2  Kidman's  star  power  hasn't  been 
di  to  charm  Bewitched.  Sony's  mar- 
are  this  summer  has  fallen  to  3.4%, 
lown  from  last  year's  15.6%.  That 
;  it  last  among  the  top  eight  studios, 
Nielsen  EDI,  down  from  No.  4  last 
ler.    For    the    whole 
Sony  comes  in  fourth, 
yest  in  four  years, 
lybe  it's  just  Sony's 
in   bombsville.    But 
Sony  Corp.  CEO  How- 
tringer  can  hardly  af- 
stumbling  studio  just 
He  faces     plenty  of 
big    problems    in 
,  not  least  curbing  a 
in  consumer  electron- 
ardy  brought  on  by 
ng  hardware  and  soft- 
units.  "Howard  needs 
firing  studio  like  a 
i  the  head,"  says  a  top 
)  executive, 
if  s  why  so  much  is 
;  on  Sony's  next  batch 
vies.  It's  newest  entry, 
special- effects     flick 
h,  opens  on  July  29. 


Sony's  Summer  of  Discontent 


OPENING 
FILM                                          DATE 

BUDGET 
IN  MILLIONS 

BOX  OFFICE  TAKE 
IN  MILLIONS* 

xXx:  State  of  the  Union     Apr.  29 

$87 

$21 

Lords  of  Dogtown            June  3 

$25 

$11 

Bewitched                    June  24 

$85 

$57 

Data:  The  Movie  Times,  imdb.com 

Coming  later  this  year  is  a  sequel  to  the 
1998  The  Mask  ofZorro,  starring  Antonio 
Banderas,  followed  next  year  by  The  Da 
Vinci  Code,  starring  Tom  Hanks.  But  the 
next  Spider-Man  won't  swing  by  till  2007 
Sony  executives  aren't  professing  wor- 
ry, at  least  not  yet.  Indeed,  results  for  the 
fiscal  first  quarter,  ended  in  June  and 
scheduled  for  release  on  July  28,  were  ex- 
pected to  show  a  nice  jump.  "I'm  very 
comfortable  where 
we  are  for  the 
full       fiscal 


KIDMAN  Duds  like 
Bewitched  are 
putting  a  hex 
on  the  studio 


-> 


year  based  on  our  first  quarter  and  what 
we  have  coming  up  in  the  fall,"  says  Sony 
Pictures  Entertainment  Chairman 
Michael  Lynton. 

The  problem  for  Sony  is  that  most  of 
the  first-quarter  strength  came  from 
strong  comedies  like  Hitch  and  Guess 
Who.  That  was  before  the  current  string 
of  summer  flops.  Indeed,  full-year  num- 
bers could  be  off  substantially,  figures 
Standard  &  Poor's.  On  July  16,  S&P's  eq- 
uity unit  urged  a  "strong  sell"  on  the 
company's  shares,  based  on  "expecta- 
tions of  weak  profitability  in  the  electron- 
ics and  movie  businesses." 

Oddly  enough,  some  of  Sony  studio's 
current  problems  may  stem  from  the 
cost-cutting  measures 
that  Stringer  put  in  place 
back  in  2001  and  that 
helped  propel  him  to  the 
top  corporate  job.  In  a 
money-saving  move, 
Sony  cut  a  deal  to  share 
production  expenses  with 
former  Fox  studio  chief 
Joe  Roth's  Revolution 
Studios.  But  the  move 
backfired  when  Sony  got  stuck  with  xXx: 
State  of  the  Union,  a  sequel  to  xXx,  but 
without  the  original  star,  Vin  Diesel. 
Sony  nevertheless  paid  $40  million  in 
marketing  costs  and  will  probably  take  a 
writedown  after  the  $85  million  film 
grossed  a  mere  $25.6  million. 

Sony's  TV  production  unit  has  also 
suffered  from  ill-timed  cost-cutting.  Af- 
ter scaling  back  on  pilots,  it  has  few  hot 
TV  shows  to  syndicate,  as  was  the  case 
earlier  with  Seinfeld  and  The  King  of 
Queens  reruns.  It  managed  to  place  only 
one  of  seven  pilots  on  networks  this 
year:  Emily's  Reasons  Why  Not  on  ABC. 
"It  was  a  lousy  year  for  them,"  says 
Horizon  Media  Senior  Vice-President 
Brad  Adgate.  He  says  that  Sony  cut 
back  just  as  the  networks  were  scram- 
bling for  new  and  unusual  products. 

To  attempt  to  boost  profits,  the  compa- 
ny rushed  out  Seinfeld  TV  shows  on  DVD 
and  has  also  shipped  DVDs  of  its  gritty 
cable  crime  drama  The  Shield.  But  recy- 
cling hits  will  only  get  you  so  far.  That's 
why  Sony  is  banking  on  future  hits 
from  its  September  purchase,  in 
consortium,  of  the  old  MGM 
studio.  That  has  given  it  a 
potential  gold  mine— the 
James    Bond    franchise. 
Now,  if  only  a  new  crop 
of  007  fKcks  can  just  sell 
like  Spidey.  ■ 

-By  Ronald  Graver 
in  Los  Angeles 
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HEADLINER 


NOW  COMES 
THE  FLOOD 

For  the  past  four  quarters, 
Amazon.com  CEO  Jeffrey 
Bezos  has  disappointed  Wall 
Street  with  tepid  earnings,  a 
cautious  outlook,  or  both.  Not 
this  time.  Although  higher 
income  taxes  cut  net  profit 
from  a  year  ago,  the  e-tailer 
beat  expectations,  as 
operating  profits  rose  21%,  to 
$104  million,  on  sales  of 
$1.75  billion.  Amazon  also 
hiked  profit  and  sales 
forecasts  for  the  year. 
Investors  responded  by 
bidding  up  its  shares  by  12%, 
to  $42.45,  on  July  27. 

What  was  behind  the 
surprise?  Free-shipping  offers 
and  sales  by  other 
merchants,  from  Target 
Stores  to  mom-and-pop 
outfits.  Highly  profitable  fees 
from  those  merchant 
o?rvices,  which  Amazon 
combines  with  revenues  from 
a  credit-card  offer,  doubled 
for  the  second  quarter  in  a 
row,  to  $50  million.  Bezos  is 
hardly  home  free,  though, 
lech  costs  shot  up  49%,  and 
he  added  three  new 
distribution  centers  recently 
to  handle  growth.  But  the 
latest  results  hint  that  maybe, 
just  maybe,  Bezos'  ambitious 
strategy  could  [iy  off. 

-  Robert  D.Hof 


ORACLE'S 
BANK  SHOT 

Just  months  after  it  planted  a 
flag  in  the  retailing  software 
market  with  its  acquisition  of 
Retek,  software  giant  Oracle  is 
on  the  move  again.  It's  in 
talks  to  buy  Citigroup's  43% 
stake  in  i-flex  Solutions  of 
India,  one  of  the  world's 
leading  banking  software 
suppliers,  according  to  a 
source  familiar  with  the  talks. 
If  Oracle  succeeds  in  buying 
Citicorp's  share,  it  is  expected 
later  to  acquire  a  controlling 
interest  in  the  publicly  traded 
company.  Oracle  is  bolstering 
its  presence  in  industry- 
specific  software  to  get  a  leg 
up  in  its  battle  with  corporate 
applications  rival  SAP. 


WHO'S  WHO  IN 
HAPPY  MEALS 


Ronald  McDonald  has  a  new 
sweetie.  After  linking  up  with 
Walt  Disney  in  1996  in  a  10- 
year  exclusive  cross- 
marketing  deal,  McDonald's 
said  on  July  27  that  it  will 
hook  up  with  rival  animation 
studio  DreamWorks  in  2007. 
The  two-year  pact  will 
commence  with  the  release  of 
Shrek  III  and  could  be 
extended.  The  partnership  is 
likely  to  bruise  Burger  King, 
which  used  Shrek  and  its  first 
sequel  to  boost  kids'  traffic. 
As  for  Disney,  the  impact  isn't 
as  clear.  McDonald's 
executives  say  they  still  might 
promote  Disney  characters 


after  their  contract  expires  at 
the  end  of  2006.  But  they 
also  say  they  will  no  longer 
be  tied  down  to  a  single 
partner.  Indeed,  Ronald  is 
flirting  with  Pixar,  too. 


A  GENERIC 
JUGGERNAUT 

Generic  drugs  may  not  be 
sexy,  but  they're  certainly  hot. 
Teva  Pharmaceutical  Industries 

on  July  25  acquired  Ivax  for 
$7.4  billion  in  cash  and  stock, 
marrying  two  of  the  world's 
top  makers  of  generic  drugs. 
Nearly  $40  billion  worth  of 
branded  drugs  are  slated  to 
go  generic  in  the  next  two 
years,  and  Israel-based  Teva 
is  now  in  prime  position  to 
grab  a  chunk  of  the  new 
business.  The  newlyweds 
could  get  a  big  boost  from 
insurance  companies  and  the 
upcoming  Medicare 
prescription-drug  program- 
both  of  which  are  expected  to 
push  the  idea  of  inexpensive 
generics  to  patients.  Investors 
pushed  shares  of  Miami- 
based  Ivax  up  11.2%,  to 
$25-45,  in  the  two  days 
following  the  merger.  Teva's 
shares  stayed  relatively  flat 
at  $31.92. 


MISSPENT 
ENERGY? 

Breaking  a  long  logjam,  on 
July  26,  House  and  Senate 
conferees  agreed  on  the  final 
details  of  a  sweeping  energy 
bill.  The  measure  reduces  the 
chances  of  another  blackout 
by  mandating  reliability 
standards  for  the  grid.  It 
requires  more  efficient  air 
conditioners  and  other 
appliances,  and  it  includes 
tax  breaks  or  incentives  for 
everything  from  hybrid  cars 
and  nuclear  energy  to  wind 
and  solar  power.  But  the 
majority  of  the  $14.5  billion 
in  tax  subsidies  go  to 
increasing  supplies  of  oil, 


gas,  and  electricity  and 
boosting  coal  use.  Thaf^ 
Democrats  and  enviros 
it's  a  giveaway  to  big  i 
companies  and  won't  re 
America's  dependence  d 
imports  or  spur  renewal 
fuels.  The  full  House  anf 
Senate  are  expected  to 
approve  the  bill  quickly.  I 


ETCETERA.. 

»  Dupont  lowered  its  2<1 
earnings  forecast,  due  ii! 
to  higher  energy  costs. 
»  Lockheed  Martin's  netl 
earnings  soared  56%  to  [ 
million  on  a  6%  rise  in  s| 
to  $9.3  billion. 
»GMAC  will  sell  Bank  i 
America  $55  billion  in  a  J 
loans  over  the  next  five  ] 


CLOSING  BEL 


Shares  of  Cornin 
rose  5.3%  to  $lc 
on  July  27,  their 
highest  level  sine 
the  telecom  bubt 
burst  in  2001. 
Strong  sales  oft! 
company's  liquic 
crystal-display 
glass  for  flat-pan 
TVs  and  compufc 
monitors  helped 
push  up  second- 
quarter  earnings 
53%. 


DOLLARS 


JULY  22.  '05  J 

Data:  Bloomberg  Financial  Markets 
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Introducing  New  E*TRADE  Complete 

...the  intelligent,  integrated  way  to  manage  all  your  money. 

$h  Complete  view  of  all  your  accounts  -  all  in  one  place. 

■♦  Intelligent  Cash  Optimizer:  instantly  calculates  the  earning  potential  of  your  cash. 

7T  Money  Market  Account  with  up  to  2.50%  APY  -  plus  free  checking  and  bill  pay 

"f  Debit  Card  with  nationwide  ATM  refunds  -  all  banks. 


Secured  by  L£&3 

New  optional  Digital  Security  ID. 

It's  like  a  combination  lock  for  your  online  connection. 


FINANCIAL® 

Call  1  -800-998-8049  or  visit  etradecomplete.com 


E*TRADE  Money  Market  Account  is  a  separate  deposit  account  offered  by  E*TRADE  Bank.  Annual  Percentage  Yield  (APY)  of  2.50%  as  of  4/04/05  and  applies  to  accounts 
lances  of  $50,000  or  more.  Accounts  with  balances  of  $5,000-$49,999  will  earn  1.80%  APY  and  accounts  with  balances  of  less  than  $5,000  will  earn  0.30%  APY.  A 
linimum  deposit  is  required  to  open  account  and  you  must  maintain  an  average  monthly  balance  of  $1,000  or  $5,000  in  total  E*TRADE  Bank  deposits,  by  the  end  of  your 
statement  cycle  to  avoid  a  $10  monthly  fee  on  the  account.  This  fee  is  waived  for  Priority  E'TRADE  and  Power  E*TRADE  customers.  Fees  may  reduce  earnings.  Yields 
to  change  daily. 

rill  not  charge  you  a  fee  for  withdrawing  funds  from  any  ATM  but  the  owner/operator  of  some  ATMs  may.  In  those  cases,  E*TRADE  will  automatically  refund  your  account  for  the 
of  the  fee.  Priority  E*TRADE  and  Power  E*TRADE  customers  get  unlimited  ATM  fee  refunds.  Other  customers  get  up  to  five  ATM  fee  refunds  per  month, 
security  authentication  system  is  based  on  technology  from  RSA  Security  Inc.  RSA,  RSA  logo  and  SecurlD  are  either  registered  trademarks  or  trademarks  of  RSA  Security  Inc. 
United  States  and/or  other  countries.  RSA  Security  Inc.  is  not  affiliated  with  E'TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates  and  is  not  a  sponsor  of  this  program. 
ies  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC,  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE 
ind  are  subject  to  investment  risk,  including  possible  loss  of  the  principal  invested.  Banking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal 
bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  up  to  $100,000.  E'TRADE  Securities  LLC  and  E'TRADE  Bank  are  separate  but  affiliated  companies. 
5  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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CHINA 


BLOGS  UNDER 
ITS  THUMB 

HowBeijingkeeps  the  blogosphere 
from  spinning  out  of  control 


* 


THESE  ARE  BUSY  TIMES 
for  Li  Li,  a  27-year-old  pio- 
neer of  the  Internet  in 
China.  Using  the  pen 
name  Muzi  Mei,  Li  started 
writing  a  Web  log  about 
her  romantic  adventures 
back  in  2003.  Today,  she  is  working  to 
promote  blogs— Web  sites  where  people 
post  their  musings  and  opinions— at 
home  and  abroad:  Last  November  she 
was  a  judge  at  a  blog  competition  in  Ger- 
many, and  she's  helping  organize  one  in 
China.  But  Li  has  given  up  trying  to  pub- 
lish her  own  sexually  charged  blog  in  her 
home  country  and  last  year  shifted  it  to  a 
Chinese-language  site  in  the  U.S.— far 
from  China's  cybercops.  "With  a  blog,  if  s 
very  easy  to  get  attention  from  everyone," 
she  says.  But  having  her  blog  hosted  in 
China  was  "too  much  trouble,"  she  adds. 
Millions  of  Chinese,  it  turns  out,  are 
trying  to  get  some  attention— though  Bei- 
jing is  doing  its  best  to  keep  undesirables 
such  as  Li  out  of  the  virtual  conversation. 
China  today  has  about  3  million  bloggers 
and  could  have  as  many  as  7  million  by 
the  end  of  2007,  according  to  market 
researcher  Analysys 
International.  "Blogs 
will  go  through  an  ex- 
plosive growth  peri- 
od," predicts  37-year- 
old  Fang  Xingdong, 
whose  writings  about 
technology  and  the  In- 
ternet have  made  him 
one  of  China's  top 
bloggers. 

No  wonder  locals 
and   foreigners   alike 


are  looking  to  cash  in  on  the  craze.  Fang 
himself  is  chairman  of  Beijing  Blog 
Times  Information  &  Technology  Co.,  a 
startup  that  operates  Bokee,  a  blogging 
portal  that  claims  to  have  some  2  million 
users.  Its  main  rival,  Hangzhou-based 
Blogcn,  claims  2.5  million  bloggers,  and 
like  Bokee  has  just  launched  blogging  via 
cell  phones.  And  both  have  attracted  big- 
name  support:  Blogcn  is  backed  by 
Boston-based  International  Data  Group, 
while  Bokee  got  money  from  the  Softbank 
Asia  Infrastructure  Fund,  a  partnership 
between  the  Japanese  company  and  U.S. 
networking  giant  Cisco  Systems  Inc. 

TAIWAN  TABOO 

BEIJING  IS  DEPENDING  on  sites  such  as 
Bokee  and  Blogcn  to  keep  the  Chinese 
blogosphere  in  control.  Political  blogs  in 
the  U.S.  have  challenged  both  the  govern- 
ment and  mainstream  media,  something 
China's  Communist  Party  rulers  aren't 
about  to  let  happen.  "The  U.S.  has  many 
famous  bloggers,  and  they  have  a  big  in- 
fluence," says  Hu  Zhiguang,  the  27-year- 
old  chairman  of  Blogcn.  "In  China,  be- 
cause of  the  political  environment,  it's  not 


possible  to  have  that  sort  of 

The  limits  are  clear.  Chinese  b\> 
can't  promote  the  banned  Falun 
movement,  advocate  Taiwanese 
pendence,  or  call  for  China's  with( 
from  Tibet— and  the  government 
markably  good  at  keeping  such  th( 
out  of  China's  blogosphere.  Both  I 
and  Bokee  have  filtering  systems  th 
vent  users  fron 


:- 


Good  Blogger/Bad  Blogger 


As  more 

Chinese  enter  the 
blogosphere,  they're 
finding  strict  rules 
on  what  they 
can  write  about 


BANNED 

TOLERATED 

■  Calls  for  democracy 

■  Exploits  of  pop  stars 

■  Criticism  of  top  leadership 

■  Fashion  dos  and  don'ts 

■  Taiwanese  independence 

■  U.S.-China  relations 

■  Tibet's  Dalai  Lama 

■  Economic  critiques 

■  Nudity  and  explicit  sex 

■  Mildly  erotic  writing 

I 


ing  about  tabo 
ics.  A  Blogcn 
instance,  who  t 
write  "Falun  i 
will    find    the 
converted  to  § 
ish  on  screen.  L 
bidden  phrase 
it  past  the  filt 
company  migh 
call  from  the 
demanding  th 
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iing  post  be  removed.  "We  can  im- 
ttely  fix  it,"  says  Hu,  who  adds  that  he 
otten  only  "four  or  five"  such  calls  in 
ast  two  years.  It's  not  just  Chinese 
tenies  that  cooperate  with  the  cen- 
A.  joint  venture  operated  in  China  by 
>soft  Corp.'s  MSN  blocks  words  such 
lemocracy"  in  the  subject  lines  of 
i  on  its  site.  Microsoft  says  it  is  simply 
>lying  with  Chinese  laws  and  norms, 
d  China's  censors  can  intercept  traf- 
>m  overseas  servers  such  as  the  one 
arries  Muzi  Mei's  blog.  For  instance, 
Francisco-based  Six  Apart,  which 
Chinese-language  blogs,  has  been 
ed  from  the  mainland  twice.  "China 
i  be  an  opportunity  for  us  if  a  West- 
smpany  could  go  in  and  have  a  dia- 
,  but  right  now  that's  not  the  case," 
mil  Dash,  a  Six  Apart  vice-president, 
it's  no  surprise  that  most  Chinese 
ers  focus  on  safer  topics.  Among  the 


aS 


Ablogger 


"Falun  Gong" 
will  find  it 
converted  to 
gibberish 


most  famous  is  a  28-year- 
old  native  of  rural  Shaanxi 
Province  who  calls  herself   ^n7hnii]i7T,itY=»c 

Furongjiejie  (or  Sister  Hi-    ^ 
biscus)   and  posts   mildly 
provocative  photos  of  her- 
self—though showing  more 
skin     would     likely    be 
banned.    Blogcn   offers   a 
"lovers  blog"  where  couples 
can  include  romantic  back- 
ground music  and  whisper 
sweet  nothings  into  the  blo- 
gosphere.  Others  concentrate  on  travel, 
cooking,  and  culture.  For  instance,  30- 
year-old  Liu  Yuan  started  a  blog  three 
years  ago  when  she  lived  in  Paris  and  has 
since  covered  topics  ranging  from  French 
monetary  policy  to  Chinese  TV  shows. 

Other  fairly  safe  topics  include  busi- 
ness and  information  technology.  Shen 
Yang  is  a  44-year-old  Beijing  resident 


YANG  limits  who  has  been  blog- 

his  blogging  to  ging  since  2002.  In 

issues  concerning  March,  he  quit  his 
business  and  j0b  at  a  me(jia  com- 

^_^5^  pany  to  care  for  his 

ailing  mother  and 
blog  full-time,  following  issues  such  as 
the  development  of  blogging  in  China 
and  Internet  technology.  "At  work,  I  had 
to  write  about  things  related  to  the 
news,"  he  says.  "With  my  blogs,  whatev- 
er I  want  to  write,  I  write." 

LETTING  OFF  STEAM 

AS  LONG  AS  bloggers  toe  the  line,  the 
government  seems  to  tolerate  their  mus- 
ings as  a  way  for  ordinary  folks  to  let  off 
steam— and  is  even  giving  blog  compa- 
nies a  hand.  Blogcn  is  headquartered  in  a 
Hangzhou  municipal  building  for  digital- 
media  companies.  And  Bokee  recendy  in- 
vited Xie  Haiguang,  vice-director  of 
Shanghai's  Office  of  Public  Opinion  and 
Propaganda  Leading  Group,  to  give  an 
address  at  a  company  event.  "With 
blogs,  1.3  billion  people  can  all  speak," 
Xie  says.  "They  can  very  freely  express 
their  thoughts." 

China's  emerging  blog  companies  are 
trying  to  figure  out  the  next  step.  Bokee 
plans  to  install  equipment  allowing  it  to 
handle  10  million  users  by  yearend  and 
is  about  to  close  on  $10  million  in  new 
funding.  Blogcn  gets  most  of  its  current 
revenue  from  advertisers  including 
eBay,  but  it  will  soon  charge  companies 
for  blogs  where  they  can  post  internal 
communications.  And  it  plans  to  start 
charging  for  other  services,  such  as  ad- 
ditional storage  for  bloggers  who  find 
the  10  megabytes  they  get  for  free  isn't 
enough  to  handle  audio 
and  video  content. 

Still,  it's  unclear  whether 
anyone  will  actually  make 
money  from  China's  blog- 
gers. Without  the  politically 
charged  blogs  that  are  pop- 
ular in  the  West,  China's 
sites  may  find  it  tough  to 
keep  readers  from  drifting 
away    once     the     novelty 
wears  off,  says  Analysys  re- 
searcher   Sun    Lilin.    He 
thinks    growth    will    slow 
next  year.   "Just   doing   blogs   is   not 
enough,  because  of  the  restrictions,"  he 
says.  Maybe  so,  but  with  so  many  Chi- 
nese taking  to  the  Internet,  there's  no 
shortage  of  entrepreneurs  betting  that 
even  a  censored  blogosphere  is  a  pretty 
good  place  to  earn  a  profit.  II 

-By  Bruce  Einhorn  in  Beijing,  with 
Heather  Green  in  New  York 
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COMMENTARY 


BY  BRIAN  BREMNER 


The  Yuan  Is  Growing  Up 

Now  free  of  the  dollar,  it  could  develop  into  a  major  world  currency 


CALL  IT  ONE  small  step  for  Chi- 
na, one  very  big  step  for  the 
world.  While  it's  always  hard  to 
see  the  long-term  consequences 
from  an  event,  financial  histori- 
ans may  mark  July  21  as  the  real  start  of 
China's  development  as  a  global  monetary 
power.  That  was  the  day  China  offered  up 
a  modest  revaluation  of  the  yuan,  and  said 
it  would  begin  to  adjust  the  value  based  on 

a  basket  of  currencies,  ending  the  peg  that  had  been  in  place 
since  1994. 

In  itself,  that's  no  big  deal.  Plenty  of  economies  peg  their 
money  to  a  basket  of  currencies.  So  why  is  China  any  different? 
It's  still  carefully  managing  yuan  exchange-rate  movements.  Its 
ultratight  capital  controls  mean  money  can't  move  freely  into 
the  country— or  out.  And  it's  certainly  not  interested  in  making 
its  exports  expensive  enough  to  slow  down  a  rip-roaring  econ- 
omy. So  in  practical  terms,  little  changed  between  July  20  and 
July  22.  But  the  reason  the  move  to  revalue  has  attracted  so 
much  attention  is  simple.  It  involves  China,  a  $1.6  trillion  econ- 
omy that  punches  way  above  its  weight  when  it  comes  to  trade, 
global  commodity  consumption,  and  capital  flows. 

More  revaluing  will  come.  China  has  some  $700  billion  in 
currency  reserves,  mostly  dollars,  in  its  treasury,  the  second- 
biggest  stash  after  Japan's.  That  gives  it  a  lot  of  heft  in  global 
foreign  exchange  markets.  Unlike  tiny  Singapore,  which  also 
uses  a  basket,  when  China  decides  to  tinker  with  the  value  of  its 
currency  vis-a-vis  others,  it  will  be  felt  around  the  world. 

Beijing's  decision  to  allow  the  yuan  to  rise  about  2%  against 
the  dollar  in  July  may  be  only  the  opening  salvo  of  a  carefully 
managed,  multitiered  appreciation  over  the  next  couple  of 
years,  although  Governor  Zhou 
Xiaochuan  of  the  People's  Bank  of 
China  (PBOC)  denies  that.  David 
Malpass,   Bear,   Stearns   &   Co. 
chief  economist  in  New  York,  ex- 
pects a  6%  gain  by  the  end  of 
2006  while  Nouriel  Roubini,  an 
associate    economics    professor 
with  New  York  University's  Stern 
School  of  Business,  sees  a  10% 
yuan  appreciation  vs.  the  dollar  in 
the  next  12  months. 

Here's  why  China's  move  could 


The  People's 
Bank  of 
China  gets 
to  act  like  a 
real  central 
bank  now 


be  a  step  toward  the  yuan  becoming  a  major  world  cur  j 
First,  the  People's  Bank  now  can  act  like  a  central  bank,  n< 
a  foreign  outpost  of  the  U.S.  Federal  Reserve.  Until  no 
PBOC  had  to  stabilize  the  yuan  by  buying  huge  amounts  c 
lars  from  exporters  in  exchange  for  the  Chinese  currency 
time  the  dollar  weakened— often  in  response  to  Fed  moves 
China  has  been  powerless  to  stop  its  currency  from  mov. 
lockstep  with  the  dollar  against  other  major  currencies  si 
the  euro  and  yen.  But  with  a  basket  system  that  includes,  st 
dollar,  yen,  euro,  and  key  Asian  currencies,  it  can  jugg 
weightings  more  flexibly.  The  yuan  might  rise  against  the  < 
but  fall  against  the  euro  or  yen.  After  all,  China's  biggest  tr 
partner  as  of  mid-2005  was  the  euro  zone,  followed  by  the 

China  Talks,  Asia  Listens 

SECOND,  CHINA  NOW  HAS  an  arsenal  to  use  against  spt 
tors.  By  not  disclosing  the  contents  of  its  basket,  it  leaves 
kets  uncertain  about  the  timing  of  future  yuan  revalua 
True,  this  may  open  the  door  to  more  currency  specul 
among  those  expecting  a  further  pop  in  the  yuan- dollar 
But  speculators  used  to  making  big  one-way  bets  on  the  I 
rency  based  only  on  dollar  movements  will  need  to  think  t| 
After  all,  Beijing  still  sets  the  foreign  exchange  rate— nc 
open  market.  Big  multinationals  and  Chinese  companies 
international  operations  will  also  need  to  brace  for  more 
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y  risk.  The  offshore  market  for  non- 

erable  forward  currency  deriva- 

used  by  foreign  investors  to  bet  on 

I  uan's  future  value  will  surely  grow. 

Iisinesses  are  sifting  through  the 

ications  of  China's  move,  as  are  its 

i  neighbors.  Some  already  seem  to 

•setting  their  clocks  to  the  Chinese 

ial.  It's  no  coincidence  Malaysia 

ped  its  seven-year  peg  to  the  dollar 

jients  after  the  People's  Bank  made 

nnouncement.  The  Bank  Negara 

iiysia  began  managing  the  ringgit 

ist  a  similar  currency  basket.  Now 

^^^    that  China  has  allowed  the 

1^^    yuan  to  appreciate,  other 

I    Asian  nations  can  follow 

^H    suit     without     worrying 

W&  about  losing  price  compet- 
\m  itiveness.  "It  was  a  radical 
"  move  if  you  look  at  the  im- 
m  pact  on  Asian  currencies," 
^L^  says  NYU's  Roubini. 
^B  Will  all  this  turn  the 
^H  yuan  into  a  global  super- 
^^  currency?  Not  yet.  But 
y->fr  with  so  much  intra-Asian 
yjn  trade  being  driven  by  Chi- 
\W^M  na,  its  notes  have  begun  to 
lb  emerge  as  a  key  proxy  cur- 
^B  rency  for  regional  central 
^B  banks.  China's  growing 
^B  trade  clout  may  also  mean 
^L  mainland  companies  will 
^H  insist  on  being  paid  in 
^H  yuan— and  let  others  worry 
i  ^Hj    about  exchange  risk. 

Longer  term, 
GGED  The  yuan  the  yuan  may 
<ed  to  a  basket  catch  on  as  a  vi- 
-rencies  able  doUar  alter- 

"  native      among 

1  central  banks  in  a  way  the  yen 
r  did.  "Within  a  year  or  two,  many 
an  and  Chinese  companies  will  use 
uan  and  the  won  to  settle  trade  be- 
n  them,"  says  Hwang  Yoon  Jin, 
k  researcher  at  the  state-funded 
a  Institute  for  Industrial  Econom- 
Trade. 

really  get  yuan  circulating  inter- 
nally—and qualify  as  a  big  league 
;ncy— Beijing  will  need  to  lift  its 
)n  overseas  investment  by  private 
ese  citizens.  Until  then,  the  yuan 
by  Beijing  will  look  like  a  modest 
opment.  Yet  the  death  of  the  yuan- 
r  peg  may  well  be  remembered  as  a 
ing  moment  in  China's  economic 
idancy.  The  age  of  the  yuan  may 
:  sooner  than  anyone  thinks.  ■ 
-With  Chester  Dawson  in  New  York, 
AssifShameen  in  Singapore,  and 
Moon  Ihlwan  in  Seoul 


GREECE 


SHIPPING  THATS  NOT 
ALL  IN  THE  FAMILY 

A  new  generation  is  bringing  transparency  to  an 
industry  long  shrouded  in  secrecy 


IN  THE  U.S.,  CHILDREN  GROW  UP 
wanting  to  be  professional  basket- 
ball players;  in  most  of  Europe, 
soccer  stars.  But  Evangelos  J.  Pis- 
tiolis  is  Greek,  so  he  dreamed  of 
running  his  own  shipping  compa- 
ny. "I  liked  shipping  the  way  [Sal- 
vador] Dali  liked  painting,"  he  quips.  So 
by  the  time  he  was  27,  in  2000,  Pistiolis 
had  bought  his  first  ship,  with  help  from 
his  father,  a  wealthy  contractor.  Last  July 
he  took  his  company,  TOP  Tankers  Inc., 
public  on  the  NASDAQ,  raising  more  than 
$146  million. 

Forget  about  Aristotle  Onassis  and 
Stavros  Niarchos— there's  a  new  genera- 
tion of  Greek  shipping  tycoons  in  the 
making.  Besides  Pistiolis,  it  includes 
Nikolas  P.  Tsakos,  42,  of  Tsakos  Energy 
Navigation  Ltd.;  Victor  S.  Restis,  36,  of 
Restis  Group;  and  Angeliki  Frangou,  40, 
of  International  Shipping  Enterprises. 
These  guys  are  just  as 
comfortable  around 
balance  sheets  as  they 
are  around  ballast 
tanks,  and  they  hold 
degrees  from  foreign 
universities. 

Also  unlike  their 
predecessors,  they  gen- 
erally keep  a  low  pro- 
file. Just  about  the  only 
Greek  shipping  scion 
who  is  making  head- 
lines these  days  is  Paris 
Latsis— and  that's  only 
because  the  27-year- 
old  heir  to  a  reported 
$75  billion  shipping 
fortune  is  engaged  to 
hotel  heiress  Paris  Hilton.  "The  new 
generation  of  shipowners  is  better-edu- 
cated and  better-trained  than  Onassis 
and  Niarchos  were  when  they  got  start- 
ed," says  Nicholas  Gage,  author  of 
Greek  Fire,  a  biography  of  Onassis. 
"And  they  are  running  their  companies 
on   more    sound   business   practices, 


while  seizing  the  opportunities  the  cur- 
rent shipping  boom  is  providing." 

The  boom  is  being  driven  by  surging 
demand  for  oil  and  other  commodities 
in  fast-growing  economies  such  as  Chi- 
na and  India.  That  demand— coupled 
with  a  short  supply  of  sturdier,  less  pol- 
luting vessels— has  propelled  oil-tanker 
rates  to  their  highest  level  since  the  oil 
crisis  of  the  1970s.  These  trends  have  in 
turn  bid  up  the  shares  of  tanker  compa- 
nies, a  business  in  which  Greeks  control 
close  to  one-third  of  the  world's  ton- 
nage. TOP  Tankers'  shares  are  up  over 
50%  from  their  initial  offering  price  of 
$11,  and  other  shipping  stocks  are  soar- 
ing, too. 

CHINA-FUELED  BOOM 

THE  TREND  TOWARD  public  listings— a 
half  dozen  Greek  shippers  have  gone 
public  in  the  past  12  months— is  bring- 
ing new  transparency 
to  what  was  previously 
a  murky  business  domi- 
nated by  powerful  fami- 
lies. "Family  money 
and  family  manage- 
ment are  no  longer 
competitive  with  public 
markets,"  says  James 
Christodoulou,  chief  fi- 
nancial officer  for 
Prime  Marine  Manage- 
ment Inc.,  an  unlisted 
Athens-based  company. 
There  are  those  who 
fear  that  a  recent  retreat 
in  shipping  rates  could 
signal  an  end  to  the 
two-year-old,  China-fu- 
eled boom.  But  those  who  track  the  in- 
dustry say  that  with  China's  economy 
forecast  to  roar  ahead  at  a  9.6%  growth 
rate  this  year  and  India  growing  at  6.9%, 
demand  will  remain  strong.  For  the  new 
generation  of  Greek  shipping  executives, 
it  looks  like  a  smooth  cruise  ahead.  ■ 

-ByAlkman  Granitsas  in  Athens 
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NASHI  RALLY 

Fostering 
nationalist  pride 


RUSSIA 


PATRIOTISM  AND 
PUTIN  ROCK! 

To  Russian  youth,  the  President  embodies 
reform  and  longing  for  the  superpower  past 


IT'S  7:30  ON  A  SATURDAY  MORN- 
ing  in  July.  On  the  scenic  shores  of 
Lake  Seliger,  about  220  miles 
northwest  of  Moscow  in  the  Tver 
region,  some  3,000  young  Rus- 
sians are  emerging  sleepily  from 
their  tents,  summoned  to  morning 
assembly  by  the  booming  strains  of  the 
Russian  national  anthem.  Camp  Seliger 
offers  its  teenage  denizens  hiking,  swim- 
ming, sports,  and  cookouts.  But  this  camp 
has  a  twist.  It's  run  by  a  new  political 
youth  movement  called  Nashi  ("Our 
Own"  in  Russian).  Its  purpose,  along 
with  outdoor  summer  fun,  is  to  build  up 
patriotic  fervor  in  young  people  through  a 
series  of  lectures  and  seminars. 

Nashi  was  born  earlier  this  year  as  the 
Kremlin's  answer  to  Ukraine's  Orange 
Revolution,  in  which  thousands  took  to 
the  streets  to  back  pro-Western  opposi- 
tion leader— now  President— Viktor 
Yushchenko.  The  Kremlin  fears  that  the 
revolutionary  bug  may  be  contagious, 
which  is  why  it  has  openly  backed 
Nashi's  creation.  Not  since  the  days  of 
the  Komsomol,  the  Soviet-era  youth 
movement,  have  Russia's  leaders  lav- 
ished so  much  attention  on  the  nation's 
young  people.  "Your  task  is  to  physically 
resist  any  attempts  to  carry  out  an  un- 


constitutional coup,"  Gleb  Pavlovsky,  an 
adviser  to  Russian  President  Vladimir  V. 
Putin,  told  enthralled  campers.  They  are 
also  instructed  to  stay  vigilant  against 
manipulations  from  the  West.  Asked  if 
the  U.S.  is  a  threat  to  Russia,  camper 
Dasha  Ninova,  an  18-year-old  public-re- 
lations student  from  Kaluga,  in  western 
Russia,  answered:  "The  U.S.  is  a  country 
that  wants  power  over 
other  countries." 

Ninova  and  other 
Nashi  followers  don't 
come  across  as  scary 
nationalists.  Most  say 
they  joined  up  out  of  a 
patriotic  desire  to  help 
out  in  their  communi- 
ties. And  although 
Nashi  claims  it  has 
100,000  supporters  na- 
tionwide, one  survey 
found  that  only  15%  of 
Russians  under  25  have 
heard  of  it.  Still,  Nashi 
taps  into  attitudes  that 
are  widespread  among 
Russia's  youth.  Young 
Russians  are  more  likely 
than  their  parents  to 
support  the  Putin  gov- 


ernment 
poll  by  th 
Opinion     I 
tion     foun 
80%  of  Russians  approved  of  th 
dent's  policies.  The  proportion 
those  under  35:  87%.  "Young  pe 
gard  Putin  as  one  of  their  own.  Tl 
stantly  see  him  skiing,  driving  ar 
tanks,  piloting  planes,  and  tal 
young      people,"      says      Koi 
Chistyakov,  22,  a  project  mana 
marketing  firm  ITM  in  Moscow 

SHARP  CONTRAST 

SUCH  PATRIOTISM  was  on  paradl 
celebration  of  the  60th  anniverl 
Russia's  victory  in  World  War  II. 
Nashi- organized  street  march  in  M 
to  honor  war  veterans  drew  60,(| 
contrast,  youth  demonstrations 
Putin's  curbs  on  the  media  or  thel 
Chechnya  rarely  lure  more  than| 
hundred.  Nashi  member  Andre 
seenko  pines  for  the  days  when 
et  Union  was  a  superpower.  "TherJ 
great  deal  of  patriotism,"  says 
year-old  accounting  student  from 
But  nostalgia  for  the  glories  of  j 
Soviet  Union  goes  only  so  far. 
older  Russians,  who  often  beliel 
was  better  under  Communist  rule  I 
jority  of  young  Russians  say  the  i| 
reforms   and   democratization 
1990s  were  necessary.  They're  als< 
interested  in  advancing  their  o\| 
reers  than  in  politics.  "In  Soviet 
was  fashionable  for  kids  to  want  | 
come  cosmonauts.  Then  they  wan 
become  gangsters.  Now  they  wan 
bankers  and  lawyers,"  says  Ale> 
Zhludnev,  17,  who  traveled  to 
Seliger    from 


Generational 
Divide 

Young  Russians  earn  more 
than  their  parents... 


AGE  GROUP 


AVERAGE  MONTHLY 
INCOME 


18-29 
50+ 


$225 
$180 


...and  are  more  supportive 

of  reforms 
Should  economic  reforms  continue? 


AGE  GROUP 


YES 


NO 


18-29 
50+ 


41% 
20% 


11% 
34% 


Data:  .  r    -     '.'ay.  2005 


where  he  is  stu 
public  relations. 
Putin,  whose 
ric  combines  nos 
for    the    Soviet 
with  calls  for  po 
and   economic 
ernization,   has 
tured  the  contra 
ry     mood      of 
nation's  youth.  B 
liberal    critics 
that  the  resurgei 
tionalism  repres 
by    groups    sue 
Nashi    is    a    pa 
phenomenon   or 
road  to  a  more  m 
political  future. 
-By  Jason  Bi 
Lake  Seliger,  H 
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GIVES  A  WHOLE  NEW  MEANING  TO 
"CABIN  IN  THE  WOODS." 

When  youVe  way  out  there,  youVe  going 
to  want  to  be  in  here.  Welcome  to  the 
interior  of  the  new  Ford  Expedition  Limited. 
Outfitted  with  standard  heated  and  cooled 
front  seats,  elegant  wood  trim  and  exclusive 
PowerFold   third-row  seating.*  Look  even 
deeper  into  this  amazing  home  away  from 
home.  Visit  fordvehicles.com. 
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\*wr*x^s    Bui|t  for  the  road  ahead 
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In  a  Bind 
Over  Stents 

Safety  concerns  about 
the  devices  from  J&J  and 
Boston  Scientific  could 
open  the  way  for  rivals 


RUG-COATED  STENTS 
have  been  a  bonanza 
since  their  U.S.  debut  in 
2003.  Close  to  2/a  mil- 
lion of  the  tiny  devices, 
which  help  clear  blocked 
coronary  arteries,  will  be 
implanted  this  year  around  the  world. 
According  to  Citigroup  analyst  Matthew 
J.  Dodds,  Boston  Scientific  Corp.  and 
Johnson  &  Johnson,  which  own  the 
market,  will  rake  in  $5.5  billion  in  sales 
from  the  so-called  drug-eluting  stents 
this  year— a  36%  gain  from  2004. 

But  there's  growing  concern  about 
these  medical  marvels:  Do  the  drug-coated 
versions  pose  a  higher  long-term  risk  of 
life-threatening  blood  clots  than  the  old- 
fashioned  bare-metal  variety  did?  Several 
papers  have  been  published  in  medical 
journals  examining  cases  of  patients  who 
experience  blood  clots  more  than  one 
month  after  getting  the  stent,  and  in  some 
instances  a  year  or  more  after  the  proce- 
dure. The  incidence  appears  to  be  rare— 
maybe  a  few  patients  out  of  a  thousand, 
according  to  studies  by  the  companies. 
While  there's  no  hard  data  to  prove  it, 
some  cardiologists  think  the  late  clots 


more  frequently  occur  with  drug- coated 
stents.  Dr.  Mark  J.  Eisenberg,  associate 
professor  of  medicine  at  McGill  University, 
says  those  clots  almost  always  cause  a  heart 
attack— and  in  20%  of  cases  the  attack  will 
be  fatal.  "These  are  catastrophes,"  he  says. 

LOST  REVENUES 

IF  DRUG-COATED  STENTS— now  used  in 
nearly  9  of  10  stent  procedures  in  the 
U.S.— are  proven  to  be  more  dangerous 
than  bare-metal  ones,  it  could  be  a  finan- 
cial blow  to  both  J&J  and  Boston  Scientif- 
ic. Boston  garners  41%  of  its  revenues 
from  its  Taxus  stent.  And  even  widely  di- 
versified J&J  said  its  Cypher  stent  drove 
25%  of  second-quarter  sales  growth. 
Those  products  helped  propel  both  com- 
panies onto  the  BusinessWeek  50  list  of 
top  corporate  performers. 

The  stakes  could  very  well  go  beyond 
lost  revenues.  Competitors 
such  as  Medtronic  Inc.  and 
Abbott  Laboratories  are  de- 
veloping their  own  stents  fea- 
turing a  coating  made  of  a 
synthetic  copy  of  the  outside 
of  a  red  blood  cell  that  may 


o  beyond     norm 


reduce  clotting  risk.  And,  in  a    The  Best  Performers 


TAXUS  STENT  Boston 

Scientific's  device,  lil- 
has  a  drug  coating 

post-Vioxx  world,  co 
that  fail  to  address  p 
safety  problems  as  qi 
possible  face  severe  n 
sions.  In  fact,  pit- 
lawyers  are  already 
at  this  problem. 

Blood  clots  have 
been  a  risk  with  sten 
clotting  is  a  natural 
defense  against  a  for 
ject  or  injury.  Both 
Scientific    and   John 
Johnson  say  their 
clinical  trials  do  no 
that  drug- coated  ste 
a  greater  risk  of  la 
than    the    bare-met 
sions.  "We  don't  s 
thing  going  on  with 
that  you  wouldn't  see 
bare-metal  stent,"  o 
Dr.  Brian  G.  Firth,  vi 
ident    for    medical 
and  health  economic 
Cordis  Corp.,  the  J 
unit.  But  Dr.  Joerg 
senior  medical  direc 
Boston     Scientific, 
"Nobody  has   a   de 
answer.  Is  there  a 
problem?  We  have  to  pay  a  lot  ot 
tion  there." 

Researchers  are  focused  on  twc 
culprits:  the  materials  that  hold 
on  the  stent,  and  the  drug  itself.  Tb 
are  held  on  the  stent  by  artificial  m< 
known  as  polymers.  Dr.  Jeffrey  W. 
director  of  the  Center  for  Interve 
Vascular  Therapy  at  Columbia  Uni 
Medical  Center,  theorizes  that  thes 
mers  may  cause  a  reaction  in  sor 
tients  or  may  flake  or  crack  on  tht 
That  may  cause  inflammation,  whi 
off  the  body's  immune  response 
possibly  a  blood  clot.  Scientists  als( 
to  the  drugs  as  possible  causes.  Th 
are  designed  to  slow  the  growth  c 
that  cover  the  inside  of  the  stent 
vents  reclogging,  a  common  proble; 
bare-metal  stents.  But  that  also  slo 
normal  healing  process  that  walls  ( 
eign  objects  like  stents 
es  injured  vessels.  So  w 
blcK)d-tiiinning  therapy 
for  a  few  months  after 
are  put  in,  is  stoppe* 
body's  healing  respons 
include    forming    a 
Dr.  Renu  Virmani,  ir> 
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director  of  a  research  service  of 
the  International  Registry  of 
Pathology,  has  long  suspected 
these  drugs  could  pose  a  prob- 
lem. A  pathologist  who  has  re- 
ceived funding  from  Cordis, 
consulted  for  Boston,  and  is 
now  doing  work  for  Medtron- 
ic, Virmani  has  seen  heart  ves- 
sels from  40  deceased  drug- 
coated  stent  patients,  14  of 
whom  died  because  of  a  late  blood  clot 
She  says  that  in  most  of  those  cases  she 
saw  evidence  of  delayed  healing  in  the  area 
around  the  stent.  Showing  slides  from  tis- 
sue taken  from  one  68-year-old  woman 
who  died  from  a  heart  attack  brought  on 
by  a  clot  on  her  stent,  Virmani  points  out 
that  "the  vessel  is  not  healed  properly." 
Boston  says  there  are  many  possible  rea- 
sons for  clots  but  says  they  are  extremely 
rare.  J&J  says  its  trial  data  indicate  healing 
is  occurring. 

PERCEPTION  PROBLEM 

EARLY  SIGNALS  FROM  research  have  al- 
ready had  an  impact  on  the  market.  One 
study  has  shown  a  higher  overall  risk  of 
clotting  with  Boston's  Taxus  than  with 
Cypher.  But  it  wasn't  large  enough  to  de- 
termine with  certainty  that  Cypher  is  safer. 
Still,  while  plenty  of  cardiologists  think  the 


Stents  that 
could  lower 
the  risk  of 
clots  may 
take  years 


CYPHER 

J&J's  stent 


A  %*1- 


V 


Growth  Prop 

Drug-coated  stents  have  become  a 
$5.5  billion  business  for  Johnson  & 
Johnson  and  Boston  Scientific.  But 
questions  about  long-term  clotting  risks 
could  shake  up  the  market.  Here  are  the 
players  and  their  positions: 

BOSTON  SCIENTIFIC  With  a  59%  market  share,  its  Taxus 
stent  is  dominant  in  the  U.S.  But  it  suffered  a  costly  recall 
last  summer  due  to  an  unrelated  problem,  and  now  may 
lose  share  as  new  studies  raise  safety  questions. 

J&J  Its  Cypher  stent  (above)  holds  41%  of  the  U.S.  market 
and  could  make  further  gains  as  a  result  of  the  safety 
questions  surrounding  Taxus.  But  some  doctors  believe 
the  clotting  risk  is  the  same  for  the  rival  products. 

UPSTARTS  Medtronic  and  Abbott  Laboratories  are 
readying  their  own  stents  and  could  benefit  from  the 
controversy  surrounding  Taxus  and  Cypher. 


Data: 
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planning  a  massive  trial  to  nail  do, 
clotting  risk.  "We  are  stuck  in  this 
situation,"  laments  Dr.  Eric  J.  Topo 
of  cardiovascular  medicine  at  the 
land  Clinic  Foundation. 

Even  though  doctors  don't  for] 
study  that  definitively  addresses 
clotting  risk,  Boston  and  J&J  are  a 
to  try  to  develop  safer  models.  B< 
Koglin  says  the  company's  next-gen' 
technology  is  aimed  both  at  loweri 
reclogging  rate  of  arteries  and  rei 
the  risk  of  clottin 
says  Boston  is  w| 
on  making  polymt 
even  whole  stl 
biodegradable,  so  th 
appear  over  time.  J 
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its  next-generation  | 
projects.  But  accorc 
a  cardiologist  fal 
with  the  project,  jj 
tested  a  drug-elutinj 
that  also  containe 
drug  Heparin  in  an 
to  reduce  clotting  ris 
Of  course,  there 
guarantee  that  these 
nologies  will  pan  o 
the  meantime,  phys 
are  growing  frust 
Although  stent-re 
deaths  don't  appear 
numerous,  "this  isn 
ial,"  says  Cleve 
Topol.  With  millio 
these  devices  beinj 
planted  every  year,  i 
relatively  rare  pr 
will  be  hard  to  ignor 
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ARTIFICIAL  NOSES  THAT  SNIFF  EXPLOSIVES,  CAMERAS  TH, 
YOU  BY  YOUR  EARS,  CHIPS  THAT  ANALYZE  THE  HALO  OF  HE 
YOU  EMIT.  MORE  SCRUTINY  LIES  AHEAD. 
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OST  IN  THE  RECENT  LONDON 
bombings,  along  with  innocent 
lives,  was  any  illusion  that  today's 
surveillance  technology  can  save 
us  from  evildoers.  Britain  has 
4  million  video  cameras  monitor- 
ing streets,  parks,  and  government 
buildings,  more  than  any  other 
country.  London  alone  has 
500,000  cameras  watching  for 
signs  of  illicit  activity.  Studying 
camera  footage  helped  link  the  July  7  bombings 
with  four  men— but  only  after  the  fact.  The  disaster 
drove  home  some  painful  reminders:  Fanatics  bent 
on  suicide  aren't  fazed  by  cameras.  And  even  if  they 
are  known  terrorists,  most  video  surveillance  soft- 
ware won't  pick  them  out  anyway. 

Tomorrow's  surveillance  technology  may  be 
considerably  more  effective.  But  each  uptick  in  pro- 
tection will  typically  come  at  the  cost  of  more  in- 
trusion into  the  privacy  of  ordinary  people.  For 
now,  the  public  seems  to  find  that  trade-off  accept- 
able, so  scientists  around  the  world  have  intensified 
efforts  to  perfect  the  art  of  surveillance,  hoping  to 
catch  villains  before  they  strike. 

Research  laboratories  envision  tools  that  could 
identify  and  track  just  about  every  person,  any- 
where—and sound  alarms  when  the  systems  en- 
counter hazardous  objects  or  chemical  com- 
pounds. Many  such  ideas  seem  to  leap  from  the  pages  of 
science  fiction:  An  artificial  nose  in  doorways  and  corridors 
sniffs  out  faint  traces  of  explosives  on  someone's  hair.  Tiny  sen- 
sors floating  in  reservoirs  detect  a  deadly  microbe  and  radio  a 
warning.  Smart  cameras  ID  people  at  a  distance  by  the  way  they 
walk  or  the  shape  of  their  ears.  And  a  little  chemical  lab  ana- 
lyzes the  sweat,  body  odor,  and  skin  flakes  in  the  human  ther- 
mal plume— the  halo  of  heat  that  surrounds  each  person. 

All  of  these  projects  are  on  a  fast  track  since  September  11. 
Meanwhile,  consumer  demand  is  speeding  their  development 
by  lowering  the  cost  of  the  underlying  technologies.  Camera 
phones,  nanny  cams,  and  even  satellite  photos  are  common- 
place. Biological  sensors  are  flooding  into  households  in  the 
form  of  tests  for  HIV,  pregnancy,  and  diabetes— some  of  which 
can  relay  data  to  a  doctor— and  soon  there  will  be  far  more 
sensitive  DNA-based  tests.  Next  up  are  radio -frequency  iden- 
tification (RFID)  tags.  They're  showing  up  in  stores  to  help 
track  inventory,  and  50  people  in  the  U.S.  have  had  them 
planted  under  their  skin  to  broadcast  their  ID  and  medical 
data,  in  case  of  an  emergency. 

Together  these  developments  herald  a  high-tech  surveillance 
society  that  not  even  George  Orwell  could  have  imagined— one 
in  which  virtually  every  advance  brings  benefits  as  well  as  in- 
trusions. Rapid  DNA-based  probes,  for  example,  could  help  pro- 
tect us  from  bioweapons  and  diagnose  diseases,  but  they  might 
also  reveal  far  too  much  about  us  to  health  insurers  or  prospec- 
tive employers.  The  trade-offs  are  uncomfortable,  in  part,  be- 
cause corporations  and  governments  will  continue  to  wield  the 
most  advanced  surveillance  systems.  But  ordinary  citizens  will 
also  gain  capabilities  to  monitor  their  surroundings  with  con- 
sumer technologies,  from  Web  cams  to  Net  search  and  tracking 
tools,  allowing  the  watched  to  observe  other  watchers. 

One  great  worry  is  that  those  who  stand  out  from  the  norm 
or  express  unpopular  views,  minorities,  the  poor,  or  just  the  ill- 
mannered,  may  get  stomped  in  new  and  surprising  ways.  A  re- 


cent incident  in  South  Korea  shows  how  this  can  pla\  ty  : ; 
subway  commuter  posted  on  the  Internet  some  cell  Hbb  be 
photos  he  took  of  a  passenger  who  had  refused  to  clearftta 
ter  her  dog  relieved  itself  during  the  ride.  In  no  time,  ik  i? 
lante  mob  on  the  Web  identified  her  by  her  face  and  thin  --; 


NOWHERE  TO  HII 


AVAILABLE  TODAY 

»  SURVEILLANCE  CAMERAS 

These  are  sold  in  every  shape,  size,  and  price  range,  fror 
cams  up  to  networked  closed-circuit  cameras  programr 
abnormal  behavior,  such  as  people  entering  restricted  ar| 

»  BOMB  SNIFFERS 

General  Electric  and  Smiths  Detection  provide  the  newe 
detection  portals  to  airports  for  $150,000  and  up.  They 
of  air  to  dislodge  traces  of  explosives  on  a  person's  i 

»  BASIC  BIOMETRICS 

Fingerprints  help  nab  criminals  and 
control  access  to  computers,  build- 
ings, and  bank  ATMs.  Iris  scans  are 
gaining  popularity.  Face  recognition  is 
available,  but  the  results  are  spotty. 

»  CHEMICAL  AND  BIO  DETECTORS 

Inexpensive  carbon  dioxide  sensors 
are  in  millions  of  homes,  and  some  cities  deploy  sensors] 
chemical  toxins  and  bioweapons.  But  the  sensors  are  toe 
expensive  for  widespread  use,  and  each  one  handles  jus  [ 
potential  threats. 
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)  TELL  BAD  GUYS  FROM  GOOD,  SCIENTISTS  ARE 
MNG  INTO  THE  CORE  OF  IDENTITY-WAY  BEYOND 
SIGERPRINTS-TO  EYES,  ODORS,  AND  SALIVA 


vas  carrying,  and  she  became  the  object  of  national  vilifi- 
n.  "You  can  move  into  a  surveillance  society  one  tiny  cam- 
t  a  time,"  says  Deirdre  Mulligan,  director  of  the  Samuel- 
.aw,  Technology  &  Public  Policy  Clinic  at  the  University  of 
imia  at  Berkeley. 

errorism  becomes  endemic  in  Europe  and  America,  emerg- 
urveillance  tools  may  be  abused  in  even  more  egregious 
At  the  same  time,  the  overhead  burdens  of  a  police  state, 
the  dossier-building  to  the  endless  security  checkpoints, 
I  impose  crippling  costs  on  a  free-market  economy.  Witness 
.S.  clampdown  on  foreign  student  visas,  which  could  end  up 
sing  universities'  ability  to  do  advanced  research.  "We  could 
rupt  ourselves,  much  like  the  Soviet  Union  did,"  notes  Kim 
de,  executive  director  of  Manhattan's  Center  for  Advanced 
es  in  Science  &  Technology  Policy, 
perts  disagree  about  when  the  most  visionary  tools  to 
rt  terrorist  acts  will  arrive  on  the  market— and  whether 
will  deliver  on  their  promise.  Sensors  that  can  detect 
js,  radiation,  and  toxins  exist  today,  and  will  be  far  more 
isticated  a  decade  from  now.  But  strewing  them  across 
city  in  America  would  cost  untold  billions  of  dollars, 
-tech  electronic  eavesdropping  on  communications  net- 
s  can  be  effective,  but  only  if  terrorists  use  telecom  sys- 
And  even  with  improvements  in  cameras,  biometric  de- 
such  as  iris  scans,  bomb  sniffers,  and  tracking  software,  it 
>e  years  before  they  can  pick  a  terrorist  out  of  a  crowd.  In 


short,  the  march  toward  a  surveillance  society  may  be  in- 
evitable, but  no  simple  cost-benefit  equation  can  assure  us  that 
the  sacrifices  will  be  worth  it.  We'll  be  debating  the  point  for 
decades  to  come. 


Gin  or  Tequila? 


IN  THE  QUEST  TO  SORT  bad  guys  from  good,  scientists  are 
poking  ever  more  intimately  at  the  core  of  each  person's  iden- 
tity—right down  to  the  DNA.  One  day  people's  distinctive  body 
odor,  breath,  or  saliva  could  serve  as  an  identifier,  based  on  the 
subtle  composite  of  chemicals  that  make  up  a  person's  scent  or 
spit.  One's  smell  "is  a  cocktail  of  hundreds  of  molecules,"  says 
Frank  V.  Bright,  a  chemistry  professor  at  the  University  at  Buf- 
falo, the  State  University  of  New  York.  "The  question  is  whether 
if  s  a  gin  and  tonic  or  a  margarita."  While  some  of  these  sensors 
perform  well  in  the  lab,  he  adds,  the  real  world  may  be  differ- 
ent: "The  technology  is  still  in  its  infancy." 

Science  today  is  hard  put  to  identify  smells  a  beagle  could 
nail  in  an  instant.  "We  want  to  show  there  is  a  set  of  underlying 
odors  in  people  independent  of  perfume  and  what  they  ate  that 
day,"  says  Gary  K.  Beauchamp,  director  of  the  Monell  Chemical 
Senses  Center  at  the  University  of  Pennsylvania,  a  pioneer  of 
odor  prints.  But  for  Beauchamp,  Bright,  and  others,  surveil- 
lance is  just  one  objective.  The  more  immediate  goal  is  to  use 


emerging  surveillance  society,  technologies  will  converge  to  identify  and 
every  facet  of  daily  existence.  But  tools  designed  to  detect  bombs  and 
apons  could  also  tear  the  fabric  of  our  private  lives. 


COMING  TO  MARKET 

AETER-WAVE  CAMERAS 

issively  receive  the  low-energy  waves  that  emanate  from 
r.  They  can  handily  reveal  hidden  guns  and  knives,  but  the 
are  expensive,  and  some  say  they  show  too  much 
detail. 

MAPS 

quipped  Mitsubishi  bank's  ATMs  with  scanners  that 
customers  by  the  vein  patterns  in  their  palm,  which  are 
)fake  than  conventional  fingerprints  or  palm  prints. 

A  FEW  YEARS  OUT 

CAMERAS 

flit  short  signals  at  high  "terahertz"  frequencies,  causing 
:s  to  resonate  at  signature  wavelengths  to  reveal  weapons, 
is,  and  also  the  human  body.  NASA  bought  some  systems 
iscovery  shuttle. 

:hemical  sensors 

lational  Laboratories  is  readying  a  new  generation  of  five- 
l  detectors  with  chips  that  sample  the  air  or  water  for  a 
f  toxins  and  pathogens. 


ON  THE  FAR  HORIZON 

»  REMOTE  IRIS  TRACKING 

Sarnoff  and  others  are  working  on  technology  to  track  known 
terrorists  based  on  iris  prints  stored  in  a  database,  but 
commercial  systems  may  be  10  years  away. 

»  EARS  AND  GAITS 

Researchers  are  training  camera-based  software  to  distinguish 
individuals  from  a  distance  based  on  the  shape  of  their  ears,  or 
the  characteristic  swinging  of  shoulders  and  hips  as  they  walk. 

» ODOR  SENSORS 

It  may  be  possible  to  ID  individuals  based  on  their  odors- 
combinations  of  chemicals  thought  to  be  distinctive  for  each 
person.  The  work  is  confined  to  basic  research  labs. 

»  SALIVA  SCANS 

A  droplet  of  human  saliva  may  carry  thousands  of  genetic 
markers,  which  could  distinguish  one  person  from  another. 

»  UNIVERSAL  SENSORS 

The  goal  is  networks  of  inexpensive  probes,  each  of  which  can  ID 
any  known  pathogen  or  toxin.  While  still  as  much  as  10  years 
away,  the  research  gets  a  boost  from  breakthroughs  at 
commercial  biotech  and  pharmaceutical  labs. 
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ENGINEERS  ARE  TRYING  TO  BUILD  SYSTEMS 
THAT  COULD  SPOT  A  KNOWN  TERRORIST 
BY  HIS  GAIT  AND  SUMMON  THE  POLICE 
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biometric  application 
Spit  contains  many 
proteins,  nucleic  aci(i 
other  substances  trl* 
found  in  blood.  Whili 
are  present  in  fainter  V 
ties,  they  can  also  bL 
pled  less  intrusively. 

Scientists  at  the  Uil 
ty  of  California  at  Lo:-| 
les  have  found  that 
detect  in  human  saliv 
3,000     messenger 
molecules  that  carry 
information  within  a 
cell.  These  molecule] 
haps  can  serve  as  nj 
for  disease,  or  perru 
identity,  just  like  DN 
they  are  often  easier 
tect  About  180  RNAi 
are  common  across 
viduals,  but  the  re: 
can  differ.  "We  doh 
how  constant  these 
the  individual  on  a  M 
vs.  a  Friday,  but  the\ 
possibly    serve    as 
prints  for  that  indiv 
says  David  T.  Wong,  i 
ate  dean  of  research 
UCLA  School  of  De 
Last   December   his 
identified  four  RNA  n 
in  saliva  that  may  ii 
the  presence  of  oral  c 

The  use  of  bodily 
and  secretions  as  bion 
presents  an  intriguinj 
terrorism  weapon.  Bu 
science  isn't  rock-sc 
can  lead  to  a  nightm 
mistaken  identities.  T    r- 


their  biochemical  understanding  of  human  odor  to  diagnose 
diseases.  Specific  chemicals  are  associated  with  certain  illness- 
es—carbon disulfide  with  some  forms  of  mental  illness,  for  in- 
stance, and  nitric  oxide  with  cancer. 


Messengers  in  your  Mouth 

IN  BRIGHTs  LAB  at  the  University  at  Buffalo,  scientists  are  cre- 
ating super-sensors  to  pick  up  myriad  molecules  released  at  low 
concentrations  that  constitute  human  scents,  including  carbon 
dioxide,  acetone,  ethanol,  and  sulfur.  To  capture  them,  they  poke 
tiny  pores  into  glass— as  many  as  10,000  on  a  chip  the  width  of 
a  pencil  eraser— each  tailored  to  the  size  of  the  molecule.  Excit- 
ed by  a  laser,  the  chemicals  trapped  in  the  pores  emit  different 
colors,  and  computers  can  then  analyze  the  resulting  pattern. 

Dental  researchers  are  attacking  the  challenges  of  identifica- 
tion and  diagnosis  from  another  vantage  point— the  mouth. 
They're  studying  whether  saliva  contains  markers  for  various 
diseases.  If  the  technology  works,  it  has  additional  potential  for 
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problem  even  with 
biometrics,  such  as  fingerprints.  The  fingerprints  of  C 
lawyer  Brandon  Mayfield  were  erroneously  matched  to  tr 
a  suspect  in  the  Madrid  train  bombing  last  year.  This 
cloud  over  the  innocent  man  for  weeks. 

Biometrics  bring  a  host  of  other  troubles.  As  they  b 
used  more  and  more  in  office  access,  ATM  passwords, 
ports,  and  ID  cards,  their  value  increases,  and  so  do  eff( 
steal  or  spoof  them.  And  because  biometrics  are  cloal 
science,  matches  may  acquire  an  unearned  aura  of  de 
ability.  Recently,  cryptographers  in  Japan  showed  that 
mon  fingerprint-based  systems  can  be  easily  duped  usin 
pie  molds  of  melted  Gummi  Bear  candies.  In  hop 
precluding  such  scams,  Albuquerque's  Lumidigm  Inc 
tures  images  of  not  only  the  fingerprint  itself  but  also  tl 
rain  beneath  the  skin.  This  includes  the  swirling  parte 
active  capillaries,  which  help  indicate  that  the  finger  is 
Fujitsu  Ltd.  has  just  installed  palm  scanners  that  reac 
patterns  at  Mitsubishi  bank  ATMs. 

Despite  the  many  failings  of  biometrics,  the  federal  g( 
ment  is  encouraging  scientists  to  fashion  them  into  cove: 


nee  tools.  Face  recognition— the  most  obvious  way  to  track 
e  because  if  s  how  humans  do  it— is  still  dogged  by  prob- 
matching  images  that  may  be  distorted  by  a  smile  or  ill- 
d  shadow.  While  scientists  work  out  those  glitches,  others 
aproving  iris-based  technology  for  surveillance  at  a  dis- 
.  Though  computers  can  easily  find  eyes  on  a  face,  today's 
ns  can't  scan  irises  from  afar  as  people  rush  through  a 
i.  Sarnoff  Corp.,  a  contract  research  outfit  in  Princeton, 
lopes  to  unveil  a  solution  to  that  later  this  year, 
other  hope  is  that  certain  characteristic  movements  may 
cognizable  at  a  distance.  Taking  a  page  from  Monty 
•n's  Ministry  of  Silly  Walks,  the  U.S.  Defense  Advanced  Re- 
h  Projects  Agency,  the  research  body  credited  with  in- 
ig  the  Internet,  funds  work  on  software  that  could  identi- 


fy individuals  by  their  strides.  Researchers  measure  the  silhou- 
ette of  the  torso,  the  swinging  of  the  shoulders  and  legs,  and  the 
time  it  takes  to  move  through  a  single  step,  says  Mark  Nixon,  a 
professor  in  computer  vision  at  Britain's  University  of 
Southampton.  Right  now,  people  can  still  trick  the  system  by 
wearing  Manolo  Blahniks,  but  there  may  be  signature  rhythms 
that  are  harder  to  disguise.  Such  "gait  recognition"  systems 
may  be  5  to  10  five  years  from  commercialization. 

Many  people  in  building  security  welcome  advances  in  sur- 
veillance. In  New  York,  two-thirds  of  Class  A  residential  and 
commercial  buildings  use  some  combination  of  biometrics  and 
surveillance  for  access  control  or  checking  time  and  attendance, 
says  Robert  Tucker,  CEO  of  security  consulting  firm  T&M  Pro- 
tection Resources.  Incidents  of  mistaken  identity  are  rare,  he 


THE  DATASPHERE,  NO  WORD  GOES  UNHEARD 


ince  September  11  more 
than  3,000  al  Qaeda 
operatives  have  been 
nabbed,  and  some  100 
terrorist  attacks  have 
been  blocked  worldwide, 
according  to  the  FBI. 
Details  on  how  all  this 
was  pulled  off  are  hush- 
sh.  But  no  doubt  two  keys  were  electronic 
coping— using  the  secret  Echelon 
work-and  computer  data  mining.  Now, 
se  technologies  are  getting  tune-ups- 
t  nagging  privacy  concerns  won't  be  put 
rest  easily. 

Echelon  is  the  global  eavesdropping 
■tern  run  by  the  National  Security  Agency 
SA)  and  its  counterparts  in  Australia, 
tain,  Canada,  and  New  Zealand.  For 
:ades,  Echelon's  electronic  ears  have 
an  scooping  up  all  communications 
ayed  by  satellite,  microwave  towers,  and 
;n  some  fiber-optic  and  copper  cables. 
;h  day's  intercepts-phone  calls,  e-mails, 
d  Web  uploads  and  downloads-would  fill 
t  Library  of  Congress  10  times. 
The  NSA's  supercomputers  strain  to  sift 
>ugh  this  flood  of  data  to  spot  clues  of 
rorism.  Those  documents  go  to  human 
nslators  and  analysts,  and  the  rest  is 
mped.  But  the  humans  aren't  as  efficient 
Echelon.  Two  Arabic  messages  collected 
Sept.  10, 2001,  hinting  of  a  major  event 
;  next  day,  weren't  translated  until  Sept. 
Now,  the  intelligence  agencies  vow  to  do 
rter,  and  the  FBI  says  it  has  already 
■unk  translation  delays  to  under  12  hours. 
Long  term,  the  goal  is  near  real-time 
alysis.  That  would  set  the  stage  for  data- 
ning  systems  that  could  look  through 
iltiple  databases  and  spot  oblique 
relations  that  together  warn  of  plots  in 
!  hatching.  The  Terrorism  Information 


Awareness  (TIA)  project  was  supposed  to  do 
that,  but  Congress  killed  it  in  2003  because 
of  privacy  concerns.  In  addition  to 
inspecting  multiple  commercial  and 
government  databases,  TIA  was  designed  to 
spin  out  its  own  terrorist  scenarios— an 
attack  on  New  York  Harbor,  say-and  then 
determine  effective  means  to  uncover  and 
blunt  the  plots  spawned  by  computers.  It 
might  have  considered  searching  customer 
lists  of  diving  schools  and  outfits  that  rent 


CELL  CALLS,  E-MAIL, 
AND  WEB  UPLOADS 
ARE  RICH  SOURCES  OF 
CLUES  ON  TERRORISM 


scuba  gear,  then  looking  for  similar  names 
on  visa  application  or  airline  passenger  lists. 

TIA  is  dead,  but  the  concept  lives  on. 
Most  companies  involved  in  database 
management,  big  and  small,  now  offer  tools 
to  quiz  the  database  of  a  willing  partner. 
And  to  forestall  another  privacy  panic, 


various  methods  have  emerged  to  keep 
personal  and  company-confidential 
information  under  wraps  during  such 
database  sharing.  Most  of  these  are 
explored  in  a  massive  2003  report  from  a 
blue-ribbon  commission  convened  by  the 
Markle  Foundation  think  tank.  Members  of 
the  group  included  Netscape 
Communications  Corp.  founder  James  L 
Barksdale  and  Craig  J.  Mundie,  a  Microsoft 
Corp.  chief  technologist.  The  Markle  study 
recommends  ways  to 
ensure  that  personal  data 
won't  normally  be  revealed, 
even  to  intelligence  and  law- 
enforcement  types  with 
proper  clearances. 

One  tool  is 
"anonymization."  Using 
what's  called  hashing  in 
cryptography,  names  and 
Social  Security  numbers 
can  be  converted  into  a 
meaningless  jumble  of 
letters  and  digits.  Data- 
mining  software  would  still 
be  able  to  search  and 
correlate  separate 
databases-spotting 
suspicious  financial 
transactions  in  bank 
databases,  for  example.  But 
personal  details  would 
remain  cloaked  until  an 
agent  marshals  enough 
corroborating  evidence  to 
justify  a  warrant  to  decrypt  them. 
Technology  will  never  eliminate 
terrorism,  but  techniques  such  as  advanced 
data  mining  are  some  of  the  more  powerful 
tools  available  right  now  for  preventing 
future  attacks. 

-By  Otis  Port  in  New  York 
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says.  Biometrics  can  also  vindicate  an  innocent  person  by  es- 
tablishing a  correct  ID,  notes  Raul  J.  Fernandez,  CEO  of  Object 
Video  Inc.,  which  makes  software  for  intelligent  camera  sur- 
veillance: "Highly  accurate  technology  is  a  friend  to  privacy." 

The  most  serious  privacy  breaches  are  almost  all  linked  to 
the  proliferation  of  fast  and  inexpensive  data  processing  and 
storage  systems.  The  worst  problems  arise  when  each  bit  of  in- 
formation an  individual  gives  up  over  the  course  of  a  day— from 
the  E-ZPass  scans  on  the  morning  commute  to  the  credit  card 
purchase  at  Starbucks  to  the  logging  of  PC  keystrokes  at  work- 
get  tied  across  various  databases  to  create  a  detailed  dossier  of 
an  innocent  Joe's  daily  activity.  "We're  a  couple  generations 
away  from  the  technology  that  makes  it  possible  for  a  comput- 
er to  save  everything  you  do,"  says  Bruce  Schneier,  chief  tech- 
nology officer  at  Counterpane  Internet  Security  Inc. 

But  in  info  tech,  the  generations  can  fly  by  at  superhuman 
speeds.  Ever  since  September  11,  the  U.S.  government  has  been 
striving  through  the  power  of  software  to  extend  its  investiga- 
tory net  over  an  elusive  enemy  lurking  among  the  populace. 
The  idea  is  to  rifle  through  multiple  databases  using  algorithms 
that  categorize  and  rank  documents— ranging  from  airline 
manifests,  car  rental  records,  and  hotel  guest  lists  to  credit, 
court,  and  housing  records  compiled  and  sold  by  private  com- 
panies such  as  ChoicePoint.  In  this  way,  machines  might  rec- 
ognize relationships  among  human  beings  that  humans  them- 
selves can  miss. 


A  DOG'S  NOSE 
STILL  KNOWS  BEST 


NATURE'S  WAY 

For  sniffing  out 

explosives,  illicit 

drugs,  or  the  trail  of  a 

fugitive,  nothing 

equals  a  canine 

snout.  With  each 

inhalation,  molecules 

are  sucked  into  the 

nasal  cavity— a 

labyrinth  of  tiny  passageways  filled  with  air 

into  membranes  and  ID'd  by  olfactory  receptor  cells,  which 

relay  the  information  to  the  brain. 

THE  ARTIFICIAL  SNIFFER 

In  the  lab  of  Frank  V.  Bright,  chemistry  professor  at  the  Universi- 
ty at  Buffalo,  tiny  spots  of  porous  "xerogel"  glass  capture  mole- 
cules in  odors  such  as  breath  or  sweat.  These  fluoresce  in  dis- 
tinct patterns  when  excited  by  a  laser.  The  patterns  could 
someday  ID  people  or 
diagnose  diseases. 
Just  by  sniffing, 
Bright's  sensor  can 
tell  a  woman  who  is 
pregnant  (right)  from 
one  who  isn't. 


then  absorbed 


CO  c 


die  o 


This  is  just  one  of  many  measures  that  trigger  a  Big 
er  alert.  One  of  the  hot  buttons  is  eavesdropping.  An  emi 
wireless  technology  called  software-defined  radio  hi 
power  to  make  cellular  phones  compatible  with  any  m 
standard,  but  also  opens  new  frontiers  of  snooping.  The 
mercial  merits  of  the  technology  are  self-evident:  Say 
bye  to  dead  zones  and  lack  of  interoperability  between 
and  firefighter  radios.  But  the  technology  also  enables  i 
scanners  that  can  be  tuned  to  pick  up  the  images  on  | 
neighbor's  computer.  That's  possible  because  all  com] 
emit  stray  radiation.  With  software -defined  radio  even 
teurs  could  probably  design  equipment  that  could  spot 
body  porn-surfing  in  the  next  apartment.  The  technolo 
also  make  it  easier  to  turn  the  cell  phone  of  a  spouse 
bug  when  it's  not  in  normal  use. 


Pores  and  Wrinkles 

ADVANCES  IN  MANY  surveillance  technologies  piggybai 
progress  in  fields  such  as  wireless  signal  processing,  nana 
nology,  and  genomics.  Even  plain  old  digital  earner 
hotbeds  of  innovation.  The  imaging  sensors  in  consumer 
eras  have  been  achieving  ever-higher  resolutions,  while  pi 
ing  in  price.  Because  the  gadgets  are  so  engaging,  crowi 
up  participating  in  surveillance  efforts.  Witness  spect 
holding  cameras  and  phones  aloft  whenever  news  breaks 
act  that  may  aid  investigations,  or  hold  police  misbehavi 
check.  And  in  biometrics,  today's  high-res  imaging  chips! 
an  answer  to  our  prayers,"  says  Mohamed  Lazzouni,  chief 
nology  officer  of  Viisage  Technology  Inc.,  a  Billerica  ( 
maker  of  face-recognition  software.  "Now  we  are  able  I 
things  that  we  couldn't  do  three  years  ago." 

Improved  picture  quality  has  given  a  boost  to  Viisage 
Identix  Inc.,  allowing  it  to  add  in  minute  details  of  the  si  fff 
increase  the  accuracy  of  facial  recognition.  It  divides  a  tV 
area  on  the  face  into  a  400 -block  grid,  and  then  inspects 
block  for  the  size  of  skin  pores,  wrinkles,  and  spots.  And  i 
an  infrared  camera,  researchers  at  A4Vision  Inc.,  a  Sunn 
(Calif.)  startup  funded  in  part  by  In-Q-Tel,  the  CIA's  vei 
fund,  cooked  up  a  3D  approach.  Its  system  creates  a  I 
graphical  map  by  projecting  a  grid  pattern  of  infrared  light 
a  face,  and  matching  the  features. 

Strides  in  wireless  signal  processing  are  bringing  the  p 
of  astronomical  instruments  to  homeland  security.  Giant  i 
telescopes  today  listen  to  the  faint  energy  waves  emant 
from  stars  billions  of  light  years  away.  The  first  earthboum 
plications  of  this  electronic  wizardry  will  be  airport  scar 
that  scrutinize  passengers'  bags.  The  principle  is  simpk  |§)\ 
matter  gives  off  so-called  background  radiation,  or  millim 
wave  heat,  whether  it's  a  supernova  or  a  switchblade.  I 
Imaging  Systems  Inc.  recently  unveiled  a  $60,000  system 
Brijot  claims,  can  distinguish  between  the  heat  coming  fr 
human  body  and  that  from  a  metal  or  plastic  object— anc 
pull  this  off  from  distances  of  up  to  45  feet.  (The  company 
its  system  doesn't  capture  anatomical  details.) 

A  kindred  technology  can  "see"  the  molecular  compos 
of  matter  using  extremely  short  wavelengths  of  energy.  Wl 
machine  made  by  Picometrix  Inc.  shines  these  terahertz  w 
on  a  target,  its  molecules  resonate  at  a  telltale  frequency, 
plastic  explosive,  for  instance,  vibrates  at  800  gigahertz.  T 
pose  no  radiation  hazard  because  they  don't  penetrate  h 
skin.  But  people  being  scanned  will  appear  naked  on  the 
itor  unless  the  system  is  programmed  to  cover  up  private 
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/LICE  WOULD  LIKE  SENSORS  THAT  CAN 

TECT  BOMBS,  TOXINS,  AND  EVEN  PICK 

TRACES  OF  DN  A  YOU  LEAVE  BEHIND 


port  safety  is  just  a  small  facet  of  the  security  challenge 
es  ahead.  Biological  and  chemical  attacks  can  be  ignited  in 
cation,  and  spread  with  alarming  speed.  "If  we  could  put 
lg  devices  everywhere,  maybe  we  could  stop  such  attacks," 
Tiomas  Thundat,  a  senior  scientist  at  Oak  Ridge  National 
atory  in  Tennessee.  But  the  cost  is  now  prohibitive. 


isive  Goals 


rescent  dye,  those  sequences 
light  up,  and  a  photo  detector 
compares  the  pattern  of  illu- 
mination with  a  library  of 
known  bioagents. 

These  systems  may  not  be 
in  place  in  time  for  the  next 
attack  in  a  Western  country- 
let  alone  in  Egypt  or  Iraq. 
And  if  terrorists  hit  the  U.S. 
again,  the  authorities  are 
bound  to  strike  back.  Among 
other  things,  today's  re- 
straints on  racial  profiling 
are  likely  to  crumble.  Then 
what?  In  the  arms  race 
against  suicide  bombers,  will 
surveillance  technologies 
prove  their  worth? 

Some  already  have.  Elec- 
tronic monitoring  has  foiled 
some  terrorist  plots,  and  por- 
tals that  spot  guns  and  explo- 
sives make  airports  safer. 
Unfortunately,  many  of  the 
most  powerful  technologies 
are  simply  too  green.  It  may 
take  a  decade  or  more  before 
networks  of  biochemical  sen- 
sors are  ready  to  blanket  a 
whole  city.  And  it  could  take 
as  long  before  camera  sys- 
tems can  pick  a  known  face- 
terrorist  or  otherwise— out  of 
the  throngs.  For  now,  only  a 
combination  of  electronic 
monitoring  and  human  intel- 
ligence stands  a  chance  of 
holding  radicals  at  bay. 
In  the  meantime,  scientists  who  labor  on  surveillance  proto- 
types are  encouraged  that  their  innovations  can  bring  benefits 
in  health  care  and  food  safely.  Over  time,  people  may  get 
smarter  about  how  to  live  with  threats  and  make  use  of  tech- 
nology without  undermining  their  most  basic  values.  They 
must.  A  country  that  sacrifices  its  citizens'  freedom  in  the  fight 
to  protect  them  is  no  victor.  H 

-With  Kerry  Capell  in  London  and  Otis  Port  in  New  York 


HOLY  GRAIL  is  a  universal  sensor,  small  and  cheap 
rh  to  scatter  in  public  places,  and  smart  enough  to  sniff 
lything  that  comes  its  way,  without  being  preprogrammed 
1  specific  molecules.  Nobody  is  close  to  that  goal  yet,  but 
a  National  Laboratories  has  designed  a  lab-on-a-chip  that 
3  a  variety  of  both  chemical  and  biological  agents.  It  has 
y  microchannels  etched  in  its  surface.  When  a  gas  or  liq- 
oves  through  the  tiny  pipes,  it  collides  with  special  mate- 
nd  how  much  that  slows  the  flow  betrays  the  identity  of 
lid.  Sandia  is  now  developing  this  technology  to  monitor 
)ntra  Costa  County  (Calif.)  water  supply. 
».  Genomics  Inc.  in  Woburn,  Mass.,  claims  that  it  is  hot  on 
eels  of  a  universal  sensor.  Its  prototype  uses  particular 
:ules  to  tag  important  DNA  sequences  in  the  genes  of 
pathogens,  such  as  anthrax.  Then,  primed  with  a  fluo- 
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Finance  Stock  Exchanges 


Frantic  to  Lure 
Stock  Listings 

NASDAQ  and  the  NYSE  can't  compete  on 
stats  alone,  so  they're  turning  to  shtick 


LONG  BEFORE  SALESFORCE. 
com,  a  fast-growing  cus- 
tomer-relations software 
firm,  filed  to  go  public,  repre- 
sentatives from  the  New 
York  Stock  Exchange  and  the 
NASDAQ  stock  market  came 
calling.  They  were  desperate  to  snag  one 
of  the  hottest  initial  public  offerings  of 
2004.  NASDAQ  promised  to  feature  it  in 
splashy  ads  as  they  had  for  tech  giants  In- 
tel Corp.  and  Yahoo!  Inc.— and  broadcast 
the  stocks  debut  five  from  the  digital  face 
of  its  seven-story  Times  Square  office 
tower  for  1.5  million  viewers  to  see.  The 
NYSE  countered:  Not  only  would  it  fea- 
ture Salesforce.com  in  ads,  but  also  host  a 
lavish  party  for  500  on  the  trading  floor 
with  the  doo-wop  band  Papa  Doo  Run 
Run.  There  would  also  be  a  bell-ringing 
ceremony  in  its  historic  103-year-old  Wall 
Street  building.  "It  was  a  bare-knuckled 
competition,"  says  a  Salesforce.com  per- 
son involved  in  the  dealings.  "[NASDAQ 
and  NYSE]  kept  offering  more  and  more 
little  goodies." 

Not  so  long  ago,  NASDAQ,  a  mecca  for 
dot-com  companies,  would  have  been  the 
obvious  choice.  Instead,  Salesforce.com 
opted  for  the  NYSE.  Company  officials 
said  they  felt  the  Big  Board's  prestige 
would  impress  customers.  Meantime,  the 
dowdy  Chicago  retailer  Sears  Holding 
Corp.,  which  had  held  a  coveted  single- 
letter  NYSE  ticker  symbol  (S)  for  100 
years,  jumped  ship  to  NASDAQ  in  March 
after  merging  with  Kmart  Corp.  A  Sears 
spokesman  said  the  new  listing  better  fit 
its  emerging  image. 

Competition  for  listings— the  most  lu- 
crative source  of  revenue  for  stock  ex- 
changes—has kicked  into  high  gear.  On 
July  20,  the  NYSE  scored  big  points  by 


luring  more  than  $90  billion  in  assets  in 
61  Barclays  iShares  exchange-traded 
funds  away  from  the  American  Stock  Ex- 
change—long the  dominant  player  in 
ETFs.  The  NYSE  also  plans  to  launch  a 
second  listing  brand  to  compete  with 
NASDAQ  stocks  once  it  merges  with 
Chicago's  Archipelago  Holdings  Inc., 
scheduled  for  yearend.  Its  ArcaEx  trading 
exchange  will  target  new  IPOs  and  some 
1,100  NASDAQ  companies— about  a  third 
of  the  stocks  the  tech  exchange  lists— that 
currently  don't  meet  the  NYSE's  market 
cap  and  other  standards.  Catherine  R. 
Kinney,  co-  chief  operating  officer  of  the 
NYSE,  says  the  aim  is  to  graduate  small 
companies  to  the  Big  Board  once  they  hit 
higher  thresholds,  such  as  revenues  of 

Distinction  With 
A  Difference? 

In  the  fight  for  company  listings,  the 
single  biggest  source  of  their 
revenues,  the  NYSE  and  NASDAQ 
are  pulling  out  all  the  stops: 

■  The  NYSE  sells  its  prestige  and  history,  while 
NASDAQ  emphasizes  growth  and  innovation 

■  Listed  companies  can  use  the  NYSE's  classy 
Wall  Street  building  for  meetings  and  functions; 
NASDAQ  companies  can  advertise  on  the 
exchange's  seven-story  digital  screen  in  New 
York's  Times  Square 

■  The  NYSE  holds  executive  seminars  on 
governance  and  regulation,  while  NASDAQ 
offers  low-cost  executive  liability  insurance  for 
small  companies 


$75  million  and  a  global  market] 
$750  million.  NYSE  is  also  eyein 
675  large-cap  NASDAQ  compani  j 
meet  its  listing  requirements  aire; 
There's  no  clear  winner  yet 
ding-dong  battle.  NASDAQ  is 
lobbying  for  some  of  the  NYSE" 
prestigious  companies,  aiming 
over  the  28  blue-chip  Dow  Jones 
trial  Index  stocks  that  list| 
Before  2003,  NYSE  rules 
practically  impossible  for  i 
nies  to  delist  voluntarily.  Bi 
January,  2004,  seven  have ; 
ed  on  NASDAQ— including 
green,     Charles     SchwabJ 
Hewlett-Packard— while  jus 
NASDAQ  companies  have  i 
so  far  this  year,  down  from 
of  43  in  2002.  NASDAQ 
heavily     courting     interm 
companies,  and  it  has  hire 
sales  people  to  scour  China,! 
and  Russia  for  new  compail 
ings.  Says  James  J.  Angel,  asff 
professor  of  finance  at  GeorgJ 
University's  McDonough 
of  Business:   "Both  [exch:| 
will  stop  at  nothing  to  get  1 1 
from  other  markets." 

Once,  the  exchanges  ma 
market  statistics  to  fight  for  ] 
They  would  trot  out  reams  c 
to  prove  they  were  more 
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ffered  better  prices  for  less  volatility, 
strategy  is  no  longer  enough.  "Both 
YSE  and  NASDAQ  do  great  jobs  at 
ig  stocks,"  says  Georgetown's  Angel, 
need  a  microscope  to  tell  them  apart 
nsaction  costs."  To  be  sure,  they  still 
>et  their  distinctive  features.  The  213- 
>ld  NYSE,  the  world's  largest  equities 
at,  sells  itself  as  an  emblem  of  tradi- 
nd  prestige.  NASDAQ  boasts  that  it's 
)me  of  choice  for  innovative  compa- 
fhese  brand  images  still  have  draw- 
)wer:  Google,  for  instance,  was  lob- 
ry  the  NYSE  for  its  IPO  last  August  but 
|  NASDAQ.  In  fact,  of  last  year's  235 
public  offerings  by  companies,  NAS- 
*ot  147,  NYSE  landed  79,  and  Amex 
).  Still,  the  NYSE's  corporate  IPOs 
1  a  total  of  $33.9  billion,  more  than 
as  much  as  NASDAQ's,  according  to 
provider  Dealogic. 

(ceremony 

LUESE  DAYS,  the  exchanges  are  more 
ton  Avenue  than  Wall  Street  as  they 
I  up  slick  pitches  and  launch  new 
les.  "This  is  a  new  phase  in  the  war; 

tiarketing  shtick,"  says  Roger  Mc- 
«,  co-founder  and  partner  at  private- 
l'  outfit  Elevation  Partners  in  Menlo 

!  Calif.  Both  exchanges  arrange  face 
with  big  investors  for  companies, 
has  a  team  that  keeps  tabs  on  exist- 
Icompanies    and    trolls    for    new 


prospects  among  investment  bankers  and 
venture  capitalists.  NASDAQ  counters  with 
offers  such  as  low-cost  executive  insur- 
ance. On  June  7  it  launched  a  venture  to 
distribute  independent  research  paid  for 
by  member  companies  that  don't  have  a 
big  following  by  analysts.  NASDAQ's  latest 
gimmick:  free  listing  for  the  first  year.  And 
as  for  those  market  ceremonies  spotlight- 
ing the  new  companies,  an  NYSE 
spokesman  boasts:  "We  have 

a  real  bell."  T  jofjnp.  fppo 

Far  more  than  bragging    J-dOL111o  a^^o 
rights  are  at  stake.  The  2,774    PaTTl  ^096  Of 
companies  that  trade  on  the  ^. 

NYSE  generated  30%  of  the    NYSE  S 
exchange's  $1.08  billion  in 
revenues    last   year;    NAS- 
DAQ's 3,247  listings  generat- 
ed about  33%  of  its  $540  mil- 
lion.   The    revenues    come 
primarily  from  fees  of  all 
stripes.     First-time    listing 
fees,  for  example,  are  as  high 
as  $500,000  on  the  NYSE  and  $75,000  on 
NASDAQ.  There  are  also  annual  renewal 
and  trading  fees,  and  others  for  transac- 
tions such  as  stock  splits  and  mergers.  Lar- 
ry Tabb,  chief  executive  of  financial  mar- 
kets consultants  Tabb  Group,  says  that 
while  exchanges  are  under  enormous 
pressure  to  cut  trading  costs,  "listing  fees 
are  a  little  less  pressured  by  market  influ- 
ences and  hence  more  lucrative." 


revenues, 
33%  of 
NASDAQ's 


Listings  produce  a  scad  of  other  rev- 
enues, too.  Trading  in  listed  stocks  gener- 
ates price  and  other  data,  which  the  ex- 
changes package  and  sell  to  professional 
investors  or  data  providers  such  as 
Bloomberg  Financial  Markets.  NASDAQ 
has  licensed  listings  to  create  proprietary 
products  that  garner  royalties,  such  as  the 
NASDAQ  100  Index— a  benchmark  used 
by  400  mutual  funds  worldwide.  The  100 
index  is  also  the  basis  for  the  QQQQ 
funds'  ETF,  the  most  heavily  traded  equi- 
ty-based security  in  the  world,  on  which 
NASDAQ  earns  commissions.  Says  Bruce 
Aust,  executive  vice-president  of  NAS- 
DAQ's corporate  client  group:  "Listings 
are  the  ultimate  goal." 

PLAYING  THE  FIELD 

OF  COURSE,  COMPANIES  realize  that  be- 
ing courted  by  competing  exchanges  gives 
them  negotiating  clout.  OptionsExpress 
Holdings  Inc.,  the  fast-growing  online 
brokerage,  which  focuses  on  options  trad- 
ing, went  public  in  Jan.  2005.  It  listed  on 
NASDAQ  in  part  because  the  fees  were 
cheaper  at  $150,000  vs.  the  NYSE's 
$250,000.  But  the  Chicago  outfit  wanted 
more  exposure,  so  it  also  listed  on  ArcaEx. 
As  a  sign-up  bonus,  it  got  hundreds  of 
thousands  of  dollars  worth  of  free  advertis- 
ing and  free  access  to  a  proprietary  data- 
base that  tracks  which  pension  and  mutu- 
al funds  own  in  its  stock.  Chicago's 
Morningstar  Inc.  had  no  choice  but  to  de- 
but its  IPO  on  NASDAQ  on  May  5.  Not  only 
did  the  fund-tracker's  market  cap  fall  below 
the  NYSE's  minimum,  but  its  profit  num- 
bers were  also  too  low  because  it  expenses 
options.  Now,  with  $1  billion  in  market  cap, 
it's  a  live  candidate  for  an 
NYSE  fisting.  Ultimately,  the 
decision  about  where  to  list 
"comes  down  to  economics 
and  making  sure  that  our 
stock  is  ...available  to  the 
people  who  want  to  buy  it," 
says  Morningstar  Chief  Fi- 
nancial Officer  Martha 
Dustin  Boudos.  "NASDAQ  is 
doing  that  for  us  right  now, 
but  I  would  never  turn  down 
a  better  deal." 

The  exchanges  are  in  no 
mood  to  let  any  prospect  slip  from  their 
grasp.  For  years,  the  NYSE  has  kept  in  re- 
serve a  handful  of  its  coveted  single-letter 
listings  for  potential  large-cap  converts. 
Among  them  are  M  and  I— just  in  case 
one  day  Microsoft  Corp.  and  Intel  change 
their  minds  and  defect  from  NASDAQ.  ■ 
-By  Mara  Der  Hovanesian  in  New 
York,  with  Justin  Hibbard  in  San  Mateo, 
Calif.,  and  Adrienne  Carter  in  Chicago 
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Wall  Street's  New  Alchemist 

Buyout  specialist  Glenn  Hutchins  is  behind  discount  brokers 
and  electronic  exchange  deals  that  could  reshape  stock  tradir 


■xd 
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IRECTORS  OF  SUNGARD 
Data  Systems  Inc.  sat 
around  a  conference 
table  on  Mar.  22  at  a  mid- 
town  Manhattan  law  firm 
and  listened  to  some  bad 
news.  A  consortium  of 
seven  private- equity  firms  had  been  pur- 
suing a  buyout  of  SunGard,  which 
processes  transactions  for  Wall  Street 
firms,  for  four  months.  Now  five  of  them 
were  balking  at  the  price.  The  lead  firm, 
Silver  Lake  Partners,  had  agreed  to  the 
amount  but  needed  more  time  to  con- 
vince co-investors.  But  James  L.  Mann, 
SunGard's  70-year-old  chairman  and  a 
former  bomber  pilot,  is  not  one  to  haggle. 
Mann  and  the  board  delivered  an  ultima- 
tum: accept  the  price  within  48  hours,  or 
the  deal  is  off. 

The  same  day,  Silver  Lake  co-founder 
and  managing  director  Glenn  H. 
Hutchins  began  working  the  phone. 
Compared  with  the  other  consortium 


members,  which  included  Kohlberg 
Kravis  Roberts  &  Co.  and  the  Blackstone 
Group,  the  $5.8  billion  Silver  Lake  was 
small  fry.  Still,  Hutchins  could  draw  on  20 
years  of  relationships  in  private  equity.  By 
the  deadline,  only  two  original  consor- 
tium members,  Thomas  H.  Lee  Co.  and 
the  Carlyle  Group,  had  dropped  out  and 
Silver  Lake  had  helped  persuade  Gold- 
man Sachs  Group  Inc.  and  Providence 
Equity  Partners  Inc.  to  replace  them.  "It's 
a  tribute  to  the  credibility  that  Glenn  has 
in  the  sector  that  people  wanted  to  be 
partners  with  him,"  says  Jane  Wheeler, 
senior  managing  director  at  New  York  in- 
vestment bank  Evercore  Partners  Inc. 

FINANCE  POINT  MAN 

TODAY,  THE  TALL  49-year-old  Virginian, 
who  habitually  punctuates  his  sentences 
with  a  folksy  "you  know  what  I  mean,"  is 
reshaping  the  securities  industry. 
Hutchins  not  only  led  the  SunGard  deal 
but  also  is  deeply  involved  in  the  merger 


Kb 


of  discount  brokerages  AmeritradeBp  jj 
ing  Corp.  and  TD  Waterhouse,  the    ^ 
er  of  the  NASDAQ  Stock  Market  In  [•- 
electronic  securities  exchange  Ii 
Group  Inc.,  and  the  spin-off  of  Ins 
institutional  brokerage  Instinet  LL   ; 

The  deals  will  bring  Hutchins 
more  than  money.  When  they  close 
first  quarter  of  2006,  he  will  occu 
cat-bird  seat  in  financial  technol 
and  his  Silver  Lake  colleagues 
serve  on  the  boards  of  SunGard,  NA 
a  retitled  TD  Ameritrade,  and 
LLC.  Consider  the  links:  Ameri 
Instinet  LLC  execute  orders  thro 
Instinet  exchange,  soon  to  be  o' 
NASDAQ;  NASDAQ's  Brut  ECN  el 
exchange  processes  transactions 
SunGard;    NASDAQ    Chief    Exi 
Robert  Greifeld  formerly  ran  Bru 
Instinet    CEO  Edward    J.    Nicoll 
managed  online  brokerage  Datek 
Holdings  Corp.  when  Silver  Lake  o 
stake— will  be  CEO  of  Instinet  L 
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Silver  Lake  will  be  better  posi- 
1  than  most  in  the  business  to  spot 
s  and  new  deals. 

eady  this  dense  network  is  drawing 
ny.  Some  Instinet  Group  share- 
rs have  questioned  whether  the 
million  that  Silver  Lake  and  Nicoll 
tying  for  Instinet  LLC  is  too  little, 
e  was  concern  that  Silver  Lake  had 
in  the  back  door,"  says  analyst  Har- 
nith  with  financial  consultants  Ce- 
]ommunications  LLC.  Silver  Lake 
ed  to  comment. 

w  did  a  partner  at  a  small,  six-year- 
lyout  firm  that  specializes  in  tech- 
y  suddenly  emerge  as  a  top  player  in 
e?  Since  its  inception,  Silver  Lake 
t  out  to  prove  that  large  buyouts  can 
?d  in  technology  and  related  indus- 
uch  as  finance.  Traditionally,  pri- 
quity  firms  have  steered  clear  of 
fearing  its  risk  and  complexity.  But 
^proach  has  enabled  Silver  Lake  to 
lip  21.8%  annualized  returns  on  its 
$2.2  billon  fund  founded  in  1999, 
g  it  among  the  top  25%  of  its  peers, 
ver,  the  SunGard  deal— one  of  the 
leveraged  buyouts  in  recent 
-will  put  the  thesis  to  a  severe  test, 
ins  declined  to  be  interviewed  for- 
but  people  close  to  him  gave  details 
dealmaking. 

cchins  is  Silver  Lake's  point  man  in 
fork's  financial  world.  After  gradu- 

from  Harvard  College  in  1977, 
ins  began  his  career  as  a  credit  an- 
it  the  then-Chemical  Bank  in  New 
He  returned  to  Harvard  to  earn  an 
md  law  degree  simultaneously  in 
then  helped  build  pioneering  pri- 
quity  firm  Thomas  H.  Lee  Co.  In 

Hutchins  joined  the  transition 
)f  newly  elected  President  Bill  Clin- 
bcusing  on  economic  policy.  Two 
later,  he  returned  to  private  equity 

Blackstone  Group  in  New  York. 

Stockman,  budget  director  under 
ent  Ronald  Reagan,  who  worked 
hutchins  at  Blackstone,  says:  "He 
i  an  important  role  as  a  steadying 
ice.  He  had  a  temperament  where  if 
people  got  more  excit- 

could  listen,  absorb, 
remain  calm."  At  the 
f  any  long  meeting, 
lins  could  be  found 
ig  for  his  shoes,  which 
1  invariably  kicked  off. 
tchins'  co-founders— 

J.  Roux,  James  A. 
son,  and  Roger  Mc- 
e— were  all  steeped  in 
md  based  in  Silicon 
.  Back  in  1999,  at  the 


Sterling  Collection 

Silver  Lake  is  parlaying  a  small  initial  investment 
in  online  brokerage  Datek  into  a  financial- 
technology  empire 


STAKE 


COST 
(MILLIONS) 


SunGard  Data*  15%  $540 

Transaction-processing  and  data  storage 

NASDAQ  Stock  Market*15%  $232 

Automated  stock  market 


Ameritrade 

Online  retail  brokerage 


3% 


$227 


Instinet*  100% 

Electronic  institutional  brokerage 


$207 


*  Deal  not  yet  closed 


Data:  Thomson  Financial,  companies 


Hutchins 
expects 
electronic 
markets  will 
rival  the  big 
exchanges 


height  of  the  tech  boom,  their  principles 
seemed  heretical:  They  believed  the  tech 
industry  was  maturing  and  that  hundreds 
of  its  big,  lumbering  companies  would 
soon  need  to  be  fixed.  Eschewing  tradi- 
tional ideas  about  diversification,  the  firm 
aimed  to  specialize  in  one  industry.  Al- 
though Silver  Lake  is  very  hands-on  in 
trying  to  improve  its  companies'  per- 
formances, the  partners  don't  take  man- 
agement positions.  The  firm  remains  an 
investor,  mainly  seeking  to  profit  by  even- 
tually selling  its  stakes. 

VANTAGE  POINT 

SILVER  LAKE  MADE  its  first  finance  in- 
vestment in  2000,  when  Boston's  TA  As- 
sociates approached  Hutchins  about  join- 
ing a  $700  million  buyout  of  Datek.  With 
the  Internet  bubble  by  then  deflating,  trad- 
ing volumes  were  falling.  But  Datek  had  a 
hidden  gem:  an  85%  stake  in  electronic  se- 
curities exchange  Island  ECN.  Although 
such  traditional  markets  as  the  New  York 
Stock  Exchange  still  dominated  trading, 
Hutchins  believed  it  was  only  a  matter  of 
time  before  electronic  markets  rivaled 
them.  As  part  of  the  deal,  four  firms  in- 
cluding Silver  Lake  got  majority  owner- 
ship of  Island.  In  2002,  the  partners  sold 
Datek  to  Ameritrade  for  $1.3 
billion  and  Island  to  Instinet 
for  $568  million,  nearly 
doubling  Silver  Lake's  initial 
investment.  More  impor- 
tant, Hutchins  joined  the 
boards  of  the  acquiring 
companies.  From  that  van- 
tage point,  he  could  spot 
trends  and  learn  of  potential 
deals  before  rivals  did. 

By      February,      2004, 
Hutchins     and     his     col- 


leagues had  gotten  wind  of  a  regula- 
tion the  Securities  &  Exchange 
Commission  was  drafting.  Due  to  go 
into  effect  in  April,  2006,  it  aims  to 
guarantee  that  investors  get  the 
best  prices  that  can  be  executed  au- 
tomatically. This,  says  Sang  Lee,  an 
analyst  with  Boston  financial-servic- 
es researcher  Aite  Group,  will  "insti- 
tutionalize electronic  trading  as  the 
major  method  of  trading." 

Silver  Lake  believed  the  rule 
would  spark  a  wave  of  mergers  in 
electronic  trading  venues.  Hutchins 
acted  fast.  In  November,  2004,  he 
told  SunGard  that  Silver  Lake  wanted 
to  buy  it  for  $9.3  billion,  a  20%  pre- 
mium over  its  market  value.  The  bid 
sounded  audacious.  But  SunGard 
stood  to  gain  value  in  the  new  envi- 
ronment. After  studying  SunGard  for 
four  months,  Silver  Lake  and  its  co-in- 
vestors announced  on  Mar.  27, 2005,  they 
would  acquire  the  company  for  $11.3  bil- 
lion. The  sale  will  likely  close  in  August. 

Meanwhile,  Instinet  decided  to  field  of- 
fers from  potential  acquirers.  NASDAQ 
wanted  to  buy  only  part  of  the  company, 
the  Inet  electronic  exchange.  But  Instinet 
wanted  to  unload  Instinet  LLC  and  an- 
other business,  too.  In  April,  NASDAQ 
struck  a  deal  to  buy  the  two  for  $1.1  bil- 
lion and  then  sell  Instinet  LLC  to  Silver 
Lake  and  Nicoll,  with  Silver  Lake  lending 
NASDAQ  $205  million  to  finance  the 
transaction.  As  part  of  the  bargain, 
Hutchins  joined  NASDAQ's  board  in  May. 
The  deal  will  close  by  early  next  year. 

On  the  heels  of  the  NASDAQ-Instinet 
transaction,  Hutchins  was  dragged  into 
the  consolidation  of  online  brokerages.  In 
May,  E*Trade  Financial  Corp.  bid  to  buy 
Ameritrade  for  more  than  $5.5  billion. 
Ameritrade's  board,  including  Hutchins, 
mulled  the  offer.  "He  was  very  much  in- 
volved with  helping  us  try  to  make  the 
right  decision,"  says  Ameritrade  CEO  Joe 
Moglia.  In  the  end,  the  company  opted  to 
buy  rather  than  sell,  and  on  Jun.  22  Amer- 
itrade announced  it  would  acquire  TD 
Waterhouse  for  $3  billion. 

With  the  knowledge  and  contacts  it's 
gaining,  Silver  Lake  can  move  into  other 
financial  services.  A  likely  next  step:  in- 
vesting abroad.  On  Jul.  19,  the  firm  hired 
Asia  whiz  and  former  head  of  IBM  Global 
Services,  John  Joyce.  And  partner  Egon 
Durban,  a  key  player  in  the  SunGard  deal, 
now  heads  Silver  Lake's  London  office.  As 
global  capital  markets  fuse  together, 
Hutchins  and  his  firm  will  be  ready  to 
provide  the  connective  tissue.  ■ 

—By  Justin  Hibbard 
in  San  Mateo,  Calif. 


August  8.  2005  I  BusinessWeek  I  63 


ntertainment  Music 


Warner's  Oldies 


But 


III 


les 


Can  legends  Ertegun,  Stein,  and  Holzman 
find  new  stars  to  make  Warner  Music  sing? 


WHEN  WARNER 
Music  Group  CEO 
Edgar  M.  Bronf- 
man Jr.  needed 
some  help  running 
his  new  company, 
where  did  he  turn? 
To  a  trio  of  balding  and  gray-haired  music 
veterans,  the  youngest  of  whom  was  born 
back  when  Franklin  Delano  Roosevelt  was 
still  President.  Over  their  careers  they  have 
signed  some  of  the  most  profitable  and  en- 
during acts  of  the  last  half-century,  includ- 
ing Ray  Charles,  Led  Zeppelin,  Cream,  The 
Doors,  the  Rolling  Stones,  Madonna,  the 
Ramones,  and  the  Talking  Heads. 

There's  the  granddaddy  of  them  all,  At- 
lantic Records  co-founder  Ahmet  Erte- 
gun, 82,  the  son  of  a  Turkish  diplomat 
who  fell  in  love  with  music  through  jazz. 
Jac  Holzman,  73,  founded  Elektra 
Records  and  is  a  self-described  techie  and 
studio  rat  who  still  exudes  laid-back, 
1970s  California  (though  the  lamb-chop 
sideburns  are  history).  The  third  is  Sire 
Records  co-founder  Seymour  Stein,  63,  a 
onetime  Billboard  magazine  researcher 
and  later  a  fixture  at  New  York  punk  club 
CBGB's,  who  still  prides  himself  on  being 
"in  the  street."  Together  their  time  in  the 
business  adds  up  to  more  than  160  years. 
Still,  in  an  industry  obsessed  with  the 
tastes  and  behaviors  of  gadget-loving  15- 
year-olds,  how  much  can  three  guys  who 
came  of  age  listening  to  scratchy  LPs 
really  offer  in  a  post-Napster  world? 
"You  can't  underestimate  the  successes 
those  gentlemen  have  had,"  says  Michael 
McGuire,  a  media  analyst  at  Silicon  Valley 
research  outfit  Gartner  Inc.  "But  you  have 
to  wonder  how  applicable  that  is  today, 
when  the  big  label  chiefs  aren't  driving 
the  industry.  Consumers  are." 


Still,  to  the  extent  that  the  industry's 
long-term  swoon  is  rooted  in  a  dearth  of 
good  music,  Bronfman's  move  to  tap  the 
expertise— and  ears— of  Ertegun,  Holz- 
man, and  Stein  makes  sense.  "The  na- 
ture of  the  music  busi- 
ness is  that  anyone  over 
30  is  seen  as  suspect  and 
a  little  ancient,"  says 
media  investor  Harold 
Vogel  of  Vogel  Capital 
Management.  "But  these 
guys  have  proven  they 
know  what  sells.  New 
acts  are  what  the  busi- 
ness needs  now." 

Certainly,  music  com- 
panies are  in  critical  con- 
dition. Album  sales  by 
unit  fell  by  7.6%  in  the 
first  half  of  this  year  after 
four  gloomy  years  of  sim- 
ilar numbers.  (Digital 
sales  were  up  195%,  but 
they  still  account  for 
about  5%  of  total  sales.) 
Bronfman  moved  quickly 
after  he  and  his  private- 
equity  partners  bought 
Warner  Music  from  Time 
Warner  Inc.  in  ear'y  2004 
for  $2.6  billion.  They  cut 
hundreds  of  millions  in 
annual  costs,  laid  off 
thousands  of  workers, 
and  slashed  a  bloated 
artist  roster  by  a  third. 
Still,  Warner  Music's  rev- 
enues for  recorded  music 
this  year  are  projected  to  _ 
be  flat,  at  about  $2.8  bil-  ^ 
lion.  Publishing  will  be  up 
slightly,  to  about  $560 


mM 


million,  according  to  analysts.  Bi 
ner  stock  is  off  7%  from  its  offeri 
of  $17,  when  it  went  public  in  Maj 

This  is  precisely  why,  say  Bror 
his  top  deputy,  hip-hop  impress 
Cohen,  the  three  legendary  hit| 
were  called  into  active  duty.  "It's  ii 
to  respect  and  celebrate  a  compa 
ture.  Over  the  last  10  years,  that 
dissipated  because  Time  Warner  r  f 
ally  found  the  handle  on  how  to  i 
this  division,"  Bronfman  told  Bi 
in  his  first  extensive  interview  sino| 
er  went  public.  "We  will  rediscover  j 
credibly  talented  these  three  execut 
and  how  much  they  still  have  to  | 
young,  entrepreneurial  manageme 
in  which  they  can  see  themselves  i 
years  earlier."  Adds  Cohen:  "The 
are  treasure,  American  treasure.' 

So  Cohen  and  Bronfman  have  p  | 
to  work.  Holzman  is  leading  a  groi 
velop  a  new  all-digital,  still-unnam  | 
(no  CDs,  only  music  for  download 
announced  in  October.  And  he  ht  j 
the  selection  of  a  new  CEO,  Richarc 
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for  publishing  arm  Warner/Chap- 
iusic  Inc.  Stein,  a  veteran  of  artist  de- 

fent  who  has  ferreted  out  stars  from 
11  over  the  world,  is  showing  new 
signing  as  many  new  acts  as  any 
I  A&R  (artists  and  repertoire)  execu- 
|ince  Bronfman  took  over.  His  next 
}t:  scouting  talent  in  South  Africa  and 
i  And  Ertegun?  After  spending  sever- 
ities in  the  hospital  this  spring  with 
Inonia,  he's  back  in  the  office  every 
ivorking  on  a  compilation  of  Ray 
L's's  Adantic  recordings  and  a  project 
lormer  Led  Zeppelin  guitarist  Jimmy 
I  (This  one  does  not  involve  vocalist 
t  Plant.)  Says  Bronfman  of  Ertegun, 
<as  known  Bronfman's  father,  Edgar 
r  years  and  first  met  Edgar  Jr.  when 
is  a  youngster:  "Ahmet  is  the  ulti- 
:rap  detector." 

course,  not  everyone  at  Warner's 
■feller  Center  offices  in  New  York  re- 
?  an  afternoon  nap.  Warner  has  its 
i  of  younger  executives,  too.  Kevin 
the  executive  vice-president  who 
recruited   from   Universal    Music 
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Group's  Island  Def  Jam 
(co-founded  by  Cohen), 
is  37.  Michael  D.  Fleish- 
er,  the  chief  financial  offi- 
cer brought  in  from 
Gartner,  is  40.  So  is  At- 
lantic Records'  co-chair 
Craig  Kallman.  Atlantic 
President  Julie  Green- 
wald  is  35.  Bronfman, 
50,  tapped  Cohen,  45, 
who  was  running  Island 
Def  Jam,  soon  after  the  hmhh^hhm 
sale.  Today  Cohen  is  charged  with  keep- 
ing a  flow  of  communication  between  the 
two  distinct  camps  within  the  company. 
"It's  bunker-frontline  warfare,"  he  says  of 
his  younger  team,  "vs.  hilltop  strategy  for 
Ahmet,  Jac,  and  Seymour." 

These  are  relatively  peaceful  times  at 
Warner  despite  music's  woes.  Back  in  the 
1990s,  under  music  CEO  Robert  Morgado, 
internecine  warfare  was  fierce.  Highly  re- 
spected music  man  Doug  Morris  fled  to 
Universal  Music  Group,  recruited  by 
Bronfman,  who  built  that  company  into 


-7.6% 

Change  in  unit  sales  of 
albums  in  the  U.S.  in 
the  first  half  of  2005 


the  world's  largest  music 
outfit.  Time  Warner  CEO 
Gerald  Levin  then  sold 
Warner's  Interscope 
Records,  now  one  of  the 
industry's  most  success- 
ful companies,  to  Univer- 
sal over  a  flap  about  rap 
lyrics.  Then  one  CEO  af- 
ter another  quit  or  was 
forced  out.  Under  pres- 
sure to  pay  down  debt 
■  and   fearing  the  short- 

term  prospects  for  music,  Time  Warner 
boss  Richard  D.  Parsons  decided  to  sell  the 
unit  in  2003.  Bronfman,  looking  for  a  new 
gig  after  his  ill-fated  sale  of  the  family  busi- 
ness, Seagram,  to  Vivendi,  teamed  up  with 
private  money  and  swooped  in  to  win 
Warner  Music. 

AN  INCUBATOR  SYSTEM 

THAT  UNRELENTING  TUMULT  kept 
Holzman  away  from  the  company  over  the 
past  decade  or  so  other  than  doing  a  little 
consulting  work  for  its  Rhino  Records  di- 
vision. But  the  prospect  of  Warner's  new 
beginning  as  an  independent  company 
drew  him  back.  He  sent  an  e-mail  of  con- 
gratulations to  Bronfman,  whom  he  had 
never  met.  Twenty  minutes  later,  on  a  Sun- 
day afternoon,  Bronfman's  return  e-mail 
popped  up  on  Holzman's  computer. 
Bronfman  wanted  to  meet  and  discuss  the 
possibility  of  Holzman's  return.  "Record- 
making  is  a  chronic  obsession,"  says  Holz- 
man. "You  don't  die  from  it,  but  you  can 
die  from  not  doing  it.  I  can't  help  myself. 
It's  what  I  do."  This  from  a  guy  whose 
Elektra  Records  label  Bronfman  quickly 
shuttered  and  merged  with  Atlantic.  "It 
had  become  something  very  different  than 
what  I  created,"  says  Holzman. 

Bronfman,  who  grew  up  seeking  coun- 
sel from  older  relatives  in  the  family  busi- 
ness, immediately  dispatched  Holzman  to 
oversee  a  crucial  new  project:  an  "e"  label 
for  all-digital  music.  The  idea  is  that 
artists  will  be  signed  for,  say,  a  six-month 
term  and  produce  three  tracks  to  be  sold 
in  various  downloadable  forms.  Depend- 
ing on  how  well  the  songs  sell,  the  artist 
could  be  signed  to  do  a  full-fledged  CD. 

It's  part  of  an  incubator  system  Cohen 
has  established  at  Warner.  The  company  is 
partnering  with  small  record  labels,  offer- 
ing small  doses  marketing  support  at  the 
start.  Cohen  wants  to  give  artists  a  chance 
to  develop  more  slowly,  creating  good  buzz 
without  splashy  radio  debuts  while  keep- 
ing Warner's  financial  exposure  to  a  mini- 
mum. If  sales  begin  to  percolate,  Warner 
will  offer  artists  the  opportunity  to  "up- 
stream" to  one  of  its  bigger  labels.  Hip 
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hopper  Mike  Jones,  on  SwishaHouse 
Records  out  of  Houston,  is  the  most  suc- 
cessful artist  so  far  to  emerge  from  this 
system.  His  album  Who  Is  Mike  Jones? 
premiered  at  No.  3  earlier  this  year  on  the 
Billboard  200  chart.  He's  now  signed  to 
Warner  Bros.  If  s  this  kind  of  new,  lower- 
cost  approach  to  artist  development, 
complains  Bronfman,  that  Wall  Street 
doesn't  get  when  it  criticizes  Warner  for 
cutting  A&R  budgets  too  deeply. 

Still,  traditional  A&R— find  a  band, 
sign  it  to  a  multi- 
album  deal,  and  put 
out  CDs— is  the 
route  Stein  likes  to 
take.  "Right  now  I 
am  having  so  much 
more  fun  than  I 
have  had  in  the  past 
five  years,"  says 
Stein,  who  still  trav- 
els to  the  grittiest 
clubs  around  the 
world.  He  recently 
signed  the  band 
HIM,  a  Finnish  rock 
group  that's  big  in 
Europe. 

The  three  men 
also  help  keep 
Warner's  Young 
Turks  in  line.  At  a 
recent  A&R  meet- 
ing, after  listening 
to  one  executive 
make  an  over-the- 
top  cheerleading 
speech  about  one  of 
his  acts,  Ertegun 
shot  back:  "How 
are  they  live?"  The 
executive,  Cohen 
recalls,  turned 

white  as  a  ghost  and  sheepishly 
replied:  "I  haven't  seen  them  live." 
Says  Ertegun:  "I  have  more  experience 
than  anybody  around.  If  I  can't  really 
give  a  good  answer,  I  can  give  an  in- 
formed answer." 

So  it  might  be  that  a  bunch  of  guys 
who  long  ago  became  rich  and  successful 
by  turning  people  on  to  new  music  will 
get  a  chance  to  do  it  again.  Riffing  on  the 
2000  movie  Space  Cowboys,  about  geri- 
atric astronauts  called  back  into  orbit, 
Holzman  jokes:  "We  are  Edgar's 
Spaced- Out  Cowboys."  Now  that  would 
be  quite  a  sequel.  ■ 

-By  Tom  Lowry  in  New  York 


BusinessWeek  online 


For  a  Q&A  with  Warner 
CEO  Bronfman  and  musings  from  the 
hitmakers,  go  to  businessweek.com/extras 
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De  La  Hoya 
vs.  Bernard 
Hopkins  in 
2004 
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The  Selling 

Of  the  Golden  Boy 

As  his  career  wanes,  Oscar  De  La  Hoya] 
aims  to  build  an  Hispanic  business  em] 
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IN  HIS  HEYDAY,  OSCAR  DE  LA 
Hoya  was  almost  unstoppable. 
Combining  a  jolting  left  hook 
with  dogged  determination 
learned  on  the  mean  streets  of 
East  Los  Angeles,  De  La  Hoya 
compiled  a  37-4  record,  winning 
six  world  titles.  But  from  his  days  as  a 
1992  Olympic  champ,  Oscar  was  always 
more  than  lightning  in  silk  trunks.  A 
pretty  boy  in  a  brutal  sport,  he  became 
an  icon  to  Mexican  Americans,  generat- 
ing mountains  of  fan  mail  from  lovesick 
Latinas,  grabbing  hefty  ratings  for  his 
bouts  on  HBO,  and  cutting  a  Grammy- 
nominated  album  of  bilingual  songs. 

Now  the  sexy  boxer  is  trying  to  trans- 
form his  100-watt  smile  and  record  in 
the  ring  into  a  business  empire  focused 


on  the  fast-growing  Hispanic  r  f?> 
That's  the  fight  plan  devised  by  Te  ifo 
La  Hoya,  a  group  of  Los  Ange  m:n 
vestors  who  intend  to  take  Oscar  (andr 
no  boxer— or  Hispanic  athlete,  fi  i- 
matter— has  gone  before.  The  ph  luetu 
elude  restaurants,  health  clubs,  s   cc 
facilities,  even  a  bank  with  De  Li    .;- 
as  lead  investor  and  headliner. 

In  April,  De  La  Hoya's  Golden  B  : ' 
terprises  announced  a  $100  millic  f- 
with  LA  developers  Highridge  ft  i-»-s 
to  build  commercial  and  resident  t 
estate  projects  in  the  Hispanic  inn  I 
neighborhoods  of  Southern  Cali  r 
John  Long,  a  partner  in  Highridg   ; 
having  Oscar  on  board  is  like  havi 
Good  Housekeeping  Seal  becausq    Omj 
standing  in  local  Latino  communis    ^ 


lowing  in  the  athletic  shoes  of  bas- 
1  great  Earvin  "Magic"  Johnson, 
uned  his  celebrity  into  a  $500  mil- 
npire  of  movie  theaters  and  real  es- 
von't  be  like  two  rounds  with  a 
lebum,  however.  Johnson  "crossed 
d  a  much  wider  audience  than  just 
n  Americans,"  says  Los  Angeles 
marketing  consultant  David 
.  "You  see  him  pushing  T.G.I.  Fri- 
not  soul  food  restaurants."  De  La 
S  first  crossover  promotion,  the  TV 
The  Next  Great  Champ,  was  yanked 
r.  after  only  four  episodes.  And  the 

boxer  in  De  La  Hoya's  stable  of 
■s,  40-year-old  Bernard  Hopkins, 
5  middleweight  tide  to  Jermain  Tay- 
i  close  fight  on  July  17 
La  Hoya's  focus  is  less  mainstream 
lagic's,  too.  And  while  the  per  capi- 
)me  of  the  more  than  40 
l  Hispanics  in  the  U.S.  is  ex- 

to  rise  8.2%  annually 
h  2009— nearly  twice  as 
the  non-Hispanic  rate— the 

population  still  shells  out 
xmt  84%  per  capita  of  what 
ethnic  groups  spend  on 
and  services,  according  to  a 
eport  on  buying  patterns  by 
University  of  Georgia. 
?'s  a  Hispanic  middle  class, 
ibt,  but  it  just  doesn't  spend 
ch  as  other  groups,"  says 
to  Suro,  director  of  the  Pew 
able  Trust  Hispanic  Center. 
Oscar  De  La  Hoya  is  by  no 
alone,  or  even  early." 

De  La  Hoya  is  scoring 
tss  points.  Guided  by 
•d  Schaefer,  a  baby-faced 
•  executive  at  Swiss  bank 
'arburg,  De  La  Hoya's  Gold- 
/  Enterprises  had  revenues 
million  last  year,  which  in- 

$38  million  in  Oscar's 
gs  from  the  ring.  Its  Golden 
Promotions  manages  17 
■s  (and  Oscar)  and  stages  as 
as  50  fights  a  year,  many  on 
[tic  network  Telefutura  or  on 
iatino,  which  telecasts  the 
Jy  show  Oscar  De  La  Hoya 
ta  Boxeo  De  Oro.  The  32- 
d  De  La  Hoya  says  he  is 
lplating  two  more  fights,  in- 
l  a  possible  November  bout 
t     junior      middleweight 

Ronald  "  Winky"  Wright  in 
geles.  De  La  Hoya,  who  has 

more  than  $150  million 
is  own  matches,  would  like- 
$20  million  from  the  fight, 
ing  to  Schaefer. 


"Fighting  is  what  I  do,  and  it  keeps  me 
in  front  of  my  fans,"  says  De  La  Hoya,  sit- 
ting in  his  paper-free  office  in  a  Los  An- 
geles building  he  bought  in  2002  for  $15 
million  and  christened  the  Golden  Boy 
Building.  (His  nickname  has  been  Golden 
Boy  since  his  gold  medal  in  Barcelona.) 

A  BANK  OF  THEIR  OWN 

GOLDEN  BOY  ENTERPRISES  plans 
restaurants  and  perhaps  De  La  Hoya 
health  clubs  in  partnership  with  the  24 
Hour  Fitness  chain,  which  has  previously 
teamed  up  with  Johnson  and  tennis  star 
Andre  Agassi.  De  La  Hoya  and  Schaefer 
say  they  will  even  open  a  bank  and  are 
close  to  getting  a  license.  "There  are  Asian 
banks,  Cuban  banks,  [but]  no  banks  for 
Mexican  Americans,"  says  De  La  Hoya. 
Despite  his  nickname  and  current  im- 


age, his  career  hasn't  always  been  so  gold- 
en. As  a  teen  boxer,  Oscar  fought  hard  and 
parried  harder.  Mike  Hernandez,  an  LA- 
area  Chevy  dealer  who  gave  him  a  Corvette 
when  he  won  the  gold,  managed  Oscar's 
career  from  a  spare  office  and  landed  en- 
dorsement deals  with  McDonald's,  Cham- 
pion Shoes,  and  B.U.M.  Equipment 
clothes.  To  raise  his  profile  in  the  commu- 
nity, Hernandez  staged  fund-raisers  for 
hospitals  and  schools  in  De  La  Hoya's 
name  and  created  a  youth  center  for  un- 
derprivileged kids.  "We  wanted  to  make 
him  someone  that  neighborhood  people 
would  look  up  to,"  recalls  Cindy  Villarreal, 
De  La  Hoya's  former  assistant  and  Her- 
nandez' longtime  companion. 

That  wasn't  easy.  A  Santa  Barbara 
woman  brought  civil  charges  against  De 
La  Hoya  for  allegedly  raping  her  at  his 
condo  in  Cabo  San 


Oscar  De  La  Hoya 

Following  in  the  athletic  shoes  of  another 
charismatic  athlete,  "Magic"  Johnson 


BORN  Feb.  4, 1973,  in 
East  Los  Angeles 

EDUCATION  Graduated  from 
Garfield  High  School 

PATH  TO  GLORY  At  17, 

won  the  U.S.  National 
Championship  in  the  125- 
pound  division.  Pro  record 
of  37-4;  world  titles  in  five 
weight  classes. 

CASHING  IN  Operates 
Golden  Boy  Promotions,  with 
18  boxers  under  contract, 
including  former  middleweight 
champ  Bernard  Hopkins. 
Owns  a  5%  stake  in  Spanish- 
language  papers  in  Chicago, 
Los  Angeles,  New  York,  and 


commercial  real  estate  in 
New  York  and  L.A. 
Investments  in  Equal 
sweetener  and  high-tech 
startup  Pay  By  Touch. 
Designs  own  line  for  B.U.M. 
clothes.  Just  launched  a  $100 
million  real  estate 
development  fund  with 
Highridge  Partners. 
Negotiating  to  open  a  bank  for 
Mexican-Americans  and 
fitness  centers  in  Hispanic 
neighborhoods. 

PERSONAL  Married  to 
Puerto  Rican  singer  Millie 
Corretjer;  three  children;  lives 
in  Pasadena  and  Puerto  Rico. 
He's  a  10-handicap  golfer. 


ICON  Huge 
appeal  for 
Mexican- 
Americans 


Lucas,  Mexico,  in 
1996    when    she 
was  15.  And  sever- 
^^^  al  managers  have 

sued  him  over  bro- 
ken deals,  including  Hernandez 
and  veteran  promoter  Bob  Arum. 
Manager  Shelly  Finkel,  who  says 
he  gave  the  fighter's  family 
$100,000  to  help  care  for  De  La 
Hoya's  dying  mother  before  the 
Olympics,  claims  he  was  stiffed 
when  Oscar  turned  pro.  Finkel 
and  Hernandez  have  resolved 
their  differences  with  Oscar  and 
have  no  ill  feelings  toward  him. 
Arum  didn't  return  calls.  De  La 
Hoya  denies  the  rape  but  says  he 
settled  with  the  woman  "for  a 
very  low  amount  of  money." 

As  he  has  matured,  De  La 
Hoya  has  moved  from  the  barrio 
to  gentrified  Pasadena,  where  he 
lives  with  his  wife  of  five  years, 
Puerto  Rican  pop  singer  Millie 
Corretjer,  and  has  honed  a  10- 
handicap  golf  game.  Says  Latina 
magazine  founder  Christy 
Haubegger,  currendy  a  Hispan- 
ic-marketing consultant  with 
Creative  Artists  Agency:  "He 
represents  the  aspirations  of 
many  Hispanics  to  live  the 
American  dream  while  holding 
on  to  their  Hispanic  heritage." 

"I  understand  the  Hispanic 
market,  I  have  lived  it,"  De  La 
Hoya  says.  His  skills  on  the  can- 
vas may  be  waning,  but  Oscar  still 
has  plenty  of  fans.  And  these  days, 
lots  of  them  are  investors.  ■ 

-By  Ronald  Grover 
in  Los  Angeles 
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How  Motorola 
Got  Its  Groove  Back 

Inside  the  creation  of  a  hit  new  phone  as  CEO  Zander  tries  t( 
remake  the  company  into  a  master  of  innovation 


IT'S  A  MUGGY  FRIDAY  MORNING 
in  mid-July  and  a  group  of  Motoro- 
la Inc.  designers  are  gathered  on 
the  26th  floor  in  the  company's 
downtown  Chicago  design  center. 
They're  looking  over  prototypes  for 
a  new  mobile  phone  when  CEO  Ed- 
ward J.  Zander  pokes  his  head  in  the 
door:  "Can  I  come  in?"  Dressed  casually, 
in  jeans  and  a  polo  shirt,  he  quickly  gets 
down  to  business.  The  models  on  the 
table  are  for  the  Q,  a  phone  with  a  full 
QWERTY  keyboard  designed  to  compete 
with  the  wildly  popular  BlackBerry,  from 
Research  in  Motion  Ltd.  (RIM). 

No  detail  is  too  small  for  Zander's  at- 
tention. He  and  the  employees  put  one 
Motorola  prototype  alongside  a  competi- 
tor's. "Ours  is  longer,"  Zander  worries  out 
loud.  "Yeah,  but  if  s  half  as  thick,"  retorts 
designer  Sean  Daw.  Zander  picks  up  an- 
other model  and  starts  poking  keys.  "I 
don't  know,"  he  says.  "The  Good  feels 


better  to  me,"  referring  to  a  device  that 
uses  software  from  Good  Technology  Inc. 
The  Q  prototypes  look  alike  but  have  in- 
finitesimal differences:  keys  raised  a  few 
millimeters  more,  buttons  that  require  a 
tad  more  forceful  punch.  Finally,  Zander 
finds  one  he  thinks  has  the  right  feel. 
"Now  this  one  feels  pretty  good,"  he  says. 
Zander  seems  to  have  found  just  the 
right  touch  at  Motorola,  too.  At  a  time 
when  rivals  Nokia  Corp.  and  Samsung 
Electronics  are  reporting  lackluster  results, 
the  once-troubled  Motorola  is  on  a  tear.  On 
July  19  the  company  reported  that  second- 
quarter  sales  had  zoomed  17%,  to  $8.8  bil- 
lion, while  earnings  hit  $933  million,  com- 
pared with  a  $203  million  loss  the 
previous  year.  The  biggest  driver?  The  cel- 
lular-phone business  that  shipped  a  record 
34  milhon  units.  That  gave  it  18%  share- 
its  highest  in  seven  years  and  a  big  step 
closer  to  Nokia,  which  holds  33%  of  the 
market.  "We're  a  stronger  No.  2,"  Zander 


Smartphones  on  Parade 


MOTOROLA  Q 


told  analysts  on  the  earnings  call.j 
now  set  our  sights  on  No.  1." 

At  the  heart  of  Motorola's  purjj 
radically  revamped   strategy  ftl 
products:  Design  leads,  and  engL] 
follows.  Ever  since  its  founding  ii 
Galvin  Manufacturing  Co.,  the  c<| 
had  been  dominated  by  engineeif 
led  to  loads  of  innovation,  incluc 
invention  of  the  modern  cell  phc 
in  the  late  1990s,  the  approach 
misfire,   with    a   string   of  un; 
phones  and  missed  deadlines.  Ncj 
der  has  helped  shift  the  balance  c  j 
so  that  Motorola's  designers  hoi] 
"It  used  to  be  the  engineers  thnj 
chunk  of  circuit  boards  and  sai 
some  plastic  around  that,'" 
"Now  we  base  everything  on  sot 
rience  we  want  to  project  and  th<i 
the  engineering  team  help  us  get 

Motorola  has  been  trying  to  imf 
design  for  years.  Christopher  B. 


RiM  BLACKBERRY 
7290 


PALM0NETRE0 
650 


At  0.45  in.  thick  and  4  oz.,  it's 
pocket  perfect.  It  has  Windows 
OS,  and  a  dazzling  camera. 


Compact,  e-mail  function  is 
top-notch.  The  keyboard  and 
scroll  wheel  are  easy  to  use. 


The  keyboard  is  a  bit  cramped, 
there's  no  Wi-Fi,  and  e-mail 
integration  is  unproven. 


It  has  the  potential  to  giv»| 
BlackBerry  a  scare. 


Phone  quality  is  spotty,  and 
multimedia  perks  such  as  a 
camera  are  absent. 


The  standard  in  e-mail  dfl 
works  like  a  charm  until  >| 
dial  a  call. 


Excellent  e-mail  support,  a 
brilliant  320x320-pixel  color 
screen. 


No  built-in  Wi-Fi,  the  integrated 
memory  is  stingy,  and  the 
camera  has  low  resolution. 


A  strong  smartphone  wit  I 
good  call  quality,  but  stutl 
antenna  makes  it  a  bit  clil 
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BLACKBERRY 
KILLER?  The  Q  will 
go  on  sale  in  2006 
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Zander's  predecessor  and  the  founder's 
grandson,  hired  a  series  of  talented  cre- 
atives,  including  James  Wicks,  a  well-re- 
spected Sony  Corp.  executive  who  is  now 
head  of  design  for  Motorola's  phone 
group.  Yet  the  genteel  Galvin  rarely  got  in- 
volved in  day-to-day  decisions.  Zander, 
though,  plays  a  hands-on  role  in  encourag- 
ing workers  to  come  up  with  the  latest  in 
cool.  He  spends  about  half  his  time  at  the 
downtown  design  center,  rather  than  the 
Schaumburg  (111.)  headquarters,  and  he 
constantly  pushes,  prods,  and  makes  him- 
self a  general  pain  in  the  neck.  In  addition, 
Zander  promoted  former  Nike  Inc.  execu- 
tive Geoffrey  Frost  to  the  vacant  position  of 
chief  marketing  officer  and  charged  him 
with  making  sure  that  designers'  best  ideas 
get  aired  among  the  top  brass. 

KOREAN  KUDOS 

THE  CHANGES  HAVE  earned  Motorola 
recognition  from  carriers— even  in  South 
Korea,  home  to  several  of  its  strongest  ri- 
vals. "Motorola  has  certainly  gotten  its  act 
together,"  says  You  Jong  O,  senior  man- 
ager of  product  planning  for  SK  Telecom, 
the  country's  top  wireless  carrier.  "Their 
product  management  is  excellent." 

Still,  the  mobile-phone  business  is  more 
treacherous  than  ever  these  days.  Zander 
and  Motorola's  good  fortune  could  be  fleet- 
ing if  they  miss  a  step  or  two.  Besides 
Nokia,  Motorola  must  stay  ahead  of  Ko- 
rea's Samsung  and  LG  Electronics  Inc. 
Some  carriers  say  Motorola  still  has  to 
prove  it  can  move  as  swiftly  as  the  Korean 
duo  to  incorporate  extras  such  as  cameras 
and  games  into  its  phones.  "They  still  have 
a  ways  to  go,"  says  Dick  Lynch,  chief  tech- 
nology officer  at  Verizon  Wireless. 

Success  won't  come  from  one  phone, 
no  matter  how  slick.  Yet  what  Zander 
seems  to  be  developing  is  a  process  of  in- 
novation, to  crank  out  hit  after  hit.  The  ul- 
trathin  Razr  phone,  introduced  last  year, 
has  become  a  big  winner,  despite  a  price 
tag  that  started  at  a  lofty  $500.  Con- 
sumers are  already  buzzing  about  the  yet- 
to-be-introduced  iTunes  phone,  which 
will  download  and  play  music  from  Apple 
Computer  Inc.'s  online  music  store.  And 
the  Q  phone  that  Zander  put  through  its 
paces  made  its  debut  on  July  25  to  loud 
applause.  A  scant  0.45  inches  thick  and  a 
feathery  4  ounces,  the  Q  could  be  another 
big  hit,  analysts  say.  "It's  got  all  the 
goods,"  says  Ed  Lewis,  a  general  partner 
at  consultant  RelevantC  Business  Group. 
"With  this  device,  Motorola  could  outsell 
BlackBerry  within  24  months." 

The  changes  at  Motorola  are  part  of  a 
broader  movement  in  American  business 
(BW— Aug.  1).  From  General  Electric  Co. 
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to  Proctor  &  Gamble  Co.,  companies  are 
increasing  their  emphasis  en  creativity  and 
innovation,  as  globalization  brings  low- 
cost  rivals  from  abroad  to  their  doorstep. 
The  development  of  the  Q  provides  a  look 
inside  one  company's  efforts  to  remake  it- 
self for  a  more  competitive  world.  It's  the 
story  of  how  Motorola  got  its  groove  back. 

CONVENTIONAL  THINKING 

THE  TALE  BEGINS  during  the  chilly  days 
of  January,  2004.  Zander  had  come  from 
Silicon  Valley,  where  he  had  worked  for 
years.  There,  the  sight  of  techies  tapping 
out  messages  on  the  BlackBerry  was  as 
common  as  snowplows  scraping  Chicago 
streets  after  a  storm.  Zander  figured  Mo- 
torola had  to  have  its  own  version  of  the 
BlackBerry.  But  during  an  early  visit  to 
Libertyville,  HI.,  where  Motorola's  mobile- 
phone  business  makes  its  home,  he  was 
stunned  to  learn  otherwise.  He  took  one 
look  at  the  product  road  map  and  asked: 
"Where  is  the  RlM-type  device  that  we're 
going  to  have?"  Tom  Lynch,  then  head  of 
the  phone  business,  had  to  admit  the  com- 
pany wasn't  developing  one. 

Zander  changed  course  in  a  nanosec- 
ond. He  thought  mobile  e-mail  would 
catch  on  with  everyone  from  traveling 
salesmen  to  stay-at-home  moms.  The  last 
thing  he  wanted  was  for  Motorola  to  miss 
a  revolution  on  his  watch.  "I  just  believed 
that  this  was  a  tipping  point,"  he  says. 

Engineers  and  designers  hustied  to  ful- 
fill Zander's  command,  and,  by  spring, 
they  came  up  with  several  concepts.  One, 
code-named  DaVinci,  unfolded  like  a 
clamshell.  Another,  ultimately  called  MPx, 
was  wider  and  unfolded  like  a  taco.  Zan- 
der's take?  Not  good  enough.  He  consid- 
ered the  ideas,  particularly  the  MPx,  ex- 
amples of  conventional  thinking.  "If  we 
can't  innovate,  forget  it,"  Zander  recalls 
thinking.  Frustrated  by  the  sluggish  bu- 
reaucracy, Zander  began  plotting  a  reor- 


CHANGING  COURSE 


ganization.  Ultimately,  Lynch  resigned 
and  took  a  job  at  Tyco  International,  while 
Zander  started  looking  for  his  successor. 

He  found  the  right  guy  in  Ronald  G. 
Garriques,  a  hard-charging  41-year-old 
who  had  turned  around  Motorola's  phone 
business  in  Europe.  A  mechanical  engi- 
neer by  training,  Garriques  understood  the 
guts  of  phones  but  also 
had  a  knack  for  design. 
Named  phone  division 
chief  in  September, 
2004,  Garriques  set  out 
to  develop  what  he  now 
calls  "wickedly  cool  and 
compelling"  products. 
He  and  Zander  quickly 
agreed  that  neither 
DaVinci  nor  MPx  cut  it. 

Garriques  turned  to 
Wicks,  head  of  design, 
for  help.  Wicks's  team 
had  just  finished  work- 
ing on  the  Razr,  the  thin 
clamshell  phone,  and 
Garriques  was  looking 
for  something  with  the 
same  eye-popping  ele- 
gance. Wicks  listened 
and  promised  Garriques 
he'd  come  up  with  some  ideas. 

A  few  days  later,  Wicks  raised  the  chal- 
lenge with  his  top  design  colleagues,  Pe- 
ter Pfanner  and  Marco  Susani.  They 
started  brainstorming  about  how  to  put 
the  Razr's  pizzazz  into  Garriques'  device 
when  they  landed  upon  a  bigger  idea. 
Why  not  use  the  Razr  as  the  patriarch  for 
generations  of  phones?  With  its  hard 
edges  and  masculine  feel,  it  could  be  the 
father,  or  yang,  for  future  phones.  The 
Pebl,  a  clamshell  phone  with  soft,  round- 
ed edges,  would  be  the  mother,  or  yin. 
That  would  give  Motorola's  phones 
much-needed  consistency— and  allow 
the  company  to  plan  years  in  advance. 
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ZANDER  "We're 
stronger  No.  2' 


Introducing  nifty  cellular  phones  based  on  similar  platforms  has  helped 
Motorola  gain  market  share  while  also  boosting  profits  at  its  phone  business 


As  Motorola  market 
share  has  grown... 
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...operating  earnings 
have  taken  off 
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When  Wicks  explained  the 

idea  last  October,  a  hghtbulb  did 

he  head.  Just  as  Razr  transfori 

clamshell  phone,  he  felt  Motoro 

reinvent  every  major  phone  cate§  I 

candy  bar  style,  the  slider— and 

ERTY  devices  dominated  by  RIM. 

Motorola's  designers  quickly  e 

the  idea  of  a  Bl; 

killer.  In  the  Chi 

sign  studio,  the> 

out  a  range  of 

They    code-nan 

phone    Frankli 

Benjamin  Fi 

many  referred  to 

"Razrberry"  By 

Garriques   and 

were  convinced 

a  legitimate  riva 

BlackBerry  devic 

Since  then,  c 

Daw    and    othe 

members  have 

ed  on  Franklin' 

portant    keypa 

they  designed  a  i 

a  pad  similar  to  the  Razr's.  I 

good,  but  was  a  pain  to  u 

key  controlled  two  letters 

more  annoying  than  helpful.  T 

tried  raised  keys,  with  one  dedic 

each  letter.  Much  better.  As  they  i 

they  kept  the  blinds  on  the  roon 

dows  drawn.  Zander  stopped  in  n 

to  check  progress. 

Rivals  that  just  got  a  look  at  t 
phone  aren't  giving  any  ground.  Rj 
particular  issue  with  the  device's  sc 
which  comes  from  Microsoft  Cor 
deal,"  says  James  L.  Balsillie,  RI 
CEO.  "Fm  at  a  loss  to  find  the  game 
ingness  of  this."  Plus,  he  says  RIM 
license  its  e-mail  software  to  Moto 
use  in  devices  similar  to  the  Q 

But  at  the  unveiling  of  the  Q  pho 

convention  hall  in  suburban  Chica 

enthusiasm    bubbled    over.    Ste\ 

Ballmer,    Microsoft's    chief    exe 

joined  via  a  live  video  feed  and 

would  "revolutionize  mobile  pb 

Zander  says  the  Q  and  the  Razr  ar- 

of  the  innovation  that  lies  ahead.  1 

far  from  finished  building  on  [thei 

cess,"  he  says.  He's  determined  tc 

sure  of  that.  Even  if  it  means  poki 

nose  into  many  more  design  meetii 

-By  Roger  O.  Crockett  in  Chicago 

Cliff  Edwards  in  San  Mateo,  Cah 

Spencer  E.  Ante  in  Ne 
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For  a  Q&A  with  El 
Zander  and  a  slide  show  of  Motorola's  il 
phones,  go  to  businessweek.com/extraf 
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COMMON?  Y_ 
COLD?  NO. 


It  may  be  PI.  Primary  Immunodeficiency  disease.  A  defect  in  the  immune  system 
that  affects  10  million  worldwide. 

It  causes  children  to  have  frequent  infections  that  are  unusually  hard  to  cure.  The 
only  way  to  know  is  by  testing. 

Talk  to  us  about  PI. 

For  more  information  visit  us  on  the  web  or  call  1-866-INFO-4-PI. 

JEFFREY  MODELL  FOUNDATION 

www.info4pi.org 
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he  Humane  Societ 


2100  L  Street,  NW.  Washington.  DC  200C 
202-452-1100  •  www.hsus.org 


©  Ron  Bur 
www.ronburns.c 


irns  is  Artisl  in  Residence 
■  Society  of  the  United  Si. 


siness  across  borders 

seas  markets  present  enormous  opportunities  for 
nding  businesses,  but  setting  out  on  an  unfamiliar 
can  be  hazardous  for  a  Company  of  any  size. 

Orchard  Network  is  focussed  on  reducing  the 
ind  increasing  your  potential.  We  will  guide  your 
Dany  along  the  right  path. 


Orchard  Network 


Our  independent  network  brings  together  the  most 
experienced  and  knowledgeable  specialists  in  each 
country,  ready  to  help  you  through  the  maze. 

Visit  our  website  www.orchardnetwork.com  or  send 
us  an  email  to  info@orchardnetwork.com  and  we  wil 
get  things  moving. 
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Hire  someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obste 
and  every  day.  The  National  Organization  on  ty's  CEO  Council  (listed  at  www.nod.org/ceoad.htr 

promotes  hiring  people  with  disabilities.  As  lead  porate  world,  CEO  Council  members  kno 

a  good  thing  to  do,  it's  good  business. 

N.O.D  thanks  BusinessWeek  for  helping  us  salute  our  CEO  Council  and  urges  others  to  join  the  cause.  P 
comments  or  tax-deductible  contributions  to  910  16th  Street  NW,  Washington,  OC  20006,  or 

web  at  www.nod.org. 
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It's  ability,  not  disability,  that  counts. 


Management  B  School 


sidestepping 
heGIVWr 

iny  executive  MBA  programs  waive 
i  test  Will  this  water  down  the  degree? 


^^OU'RE  BUYING  A  CIRCU- 

k   ^m  lar  rug  for  a  square  room, 

^^^m     and  you  want  to  calculate 

W       how  much  floor  space  will 

^V        be  left  bare  once  the  rug  is 

^H         in  place.  Do  you  know 

^B         how?  This  is  a  question 

like  one  you  might  see  on  the  Grad- 

Management  Admissions  Test,  for 

the  gatekeeper  to  an  MBA  education 

U.S. 

ou're  in  midcareer  and  want  to  get 
n  MBA  program  tailored  for  busy  ex- 
res,  and  you  can't  summon  the  col- 
nath,  don't  fret.  Try  this  one:  How 

executive  MBA  programs  in  Busi- 
fee/c's  top  25  require  the  GMAT?  The 
;r:  12.  That's  right,  you  can  get  into 
^  programs  at  13  top-ranked  B- 
ls  without  taking  the  GMAT. 

the  last  few  years,  scores  of  B- 


schools— including  such  top-ranked  in- 
stitutions as  University  of  California  at 
Los  Angeles'  Anderson  School  of  Man- 
agement—have quietly  abandoned  the 
GMAT  as  a  requirement  for  EMBA  pro- 


grams. Some  now  waive  the  test  on  a 
case-by-case  basis;  others  have  cut  it  from 
their  admissions  criteria  altogether. 

That  development— the  subject  of  a  rag- 
ing debate  inside  the  closed-door  world  of 
B-schools— comes  at  a  time  when  EMBA 
programs  and  applications  to  them  are  on 
the  rise.  That  leads  some  to  suggest  that 
the  waivers  are  motivated  by  profit,  since 
full-time  MBA  offerings,  which  require  the 
GMAT,  are  struggling  to  attract  students. 
Says  Maury  Kalnitz,  managing  director  of 
the  Executive  MBA  Council,  an  EMBA  re- 
search group:  "It's  a  matter  of  competing 
for  students." 

REFRESHER  COURSES 

IT'S  THE  NATURE  of  the  EMBA  itself  that 
makes  this  a  contentious  issue.  A  weekend 
degree  offered  to  upper-level  managers 
but  otherwise  identical  to  its  MBA  coun- 
terpart, such  programs  draw  students 
with  an  average  age  of  37  and  14  years  of 
business  experience.  For  that  reason 
alone,  advocates  of  the  waiver  argue,  the 
GMAT  is  not  a  valid  test  of  the  applicant's 
strengths.  Instead,  they  say,  schools 
should  base  decisions  for  enrollment  on 
academic  records  and  work  history- 
something  the  GMAT  can't  gauge. 

At  No.  1  ranked  Northwestern  Universi- 
ty's Kellogg  School  of  Management, 
EMBA  applicants  aren't  required  to  take 
the  test  but  may  be  asked  to  take  a  refresh- 
er course  if  their  quantitative  skills  are 
rusty.  Julie  Cisek  Jones,  the  program's  di- 
rector, says  students  who  are  admitted  are 
precisely  the  kind  of  successful  executives 
who  will  enrich  the  educational  experience 
for  their  classmates— GMAT  or  no  GMAT. 
Says  Cisek  Jones:  "We  are  much  more  con- 
cerned with  the  professional  career  and 
the  value  and  diversity  that  those  experi- 
ences bring  into  the  classroom." 

Schools  like  the  University  of  Pennsyl- 
vania's Wharton  School  and  Duke  Uni- 
versity's Fuqua  School  of  Business  take  a 
hard  line  the  other  way,  arguing  that  by 


No  GMAT?  No  Problem 

In  a  controversial  move,  some  top-ranked  B-schools,  in- 
cluding UCLA,  cut  the  GMAT  requirement 


TO  WAIVE... 

■  Business  experience  is  more  important 
than  test  scores  for  EMBA  programs 

■  Test  is  unfair  to  applicants  who  have 
been  out  of  school  for  10  years  or  more 

■  Rejecting  for  low  test  scores  would 
reduce  the  diversity  of  backgrounds 


AND  NOT  TO  WAIVE... 

■  Without  testing,  students  may  lack 
analytical  skills  needed  in  first  year 

■  Exam  is  the  only  way  to  compare 
applicants  of  different  backgrounds 

■  An  EMBA  is  still  an  MBA,  and  the 
requirements  should  be  the  same 
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GMAT 
fans  say 
they  need 
a  single 
stan 


itself,  work  history,  though  important,  is 
a  poor  test  of  an  applicant's  analytical 
skills.  With  no  standardized  measure, 
these  schools  argue,  programs  may  end 
up  taking  students  unable  to  keep  up 
with  classmates,  especially  in  math- 
heavy  first-year  core  courses,  thus  drag- 
ging everyone  down.  "The  students  are 
constantly  working  in  teams,"  says 
Daniel  Nagy,  associate  dean  for  Duke's 
EMBA  program. "  If  you  add  a  weak  link, 
it  takes  away  from  the  value  of  the  class. 
And  you're  going  to  hear  about  it." 

Since  schools  often  claim  their  EMBA 
and  MBA  degrees  are  identical,  GMAT 
supporters  want  admissions  standards  to 
be,  too.  By  waiving  the  GMAT  for  EMBA 
applicants,  they  say,  schools  may  need  to 
dumb  down  the  curriculum  for  those 
lacking  math  skills,  ultimately  muting  the 
degree's  prestige.  Says  Wharton  EMBA 
Director  Howard  Kaufold:  "The  bottom 
line  is  that  at  the 
schools  not  requir- 
ing the  GMAT, 
there  has  to  be  an 
impact  on  the 
technical  content 
of  their  MBA" 

Schools  wor- 
ried about  the 
consequences  of  a 
full-scale  waiver 
have  carved  out  a 
middle  ground,  granting  waivers  on  a 
case-by-case  basis.  UCLA  dropped  its 
GMAT  requirement  after  it  received  a 
slew  of  applicants  with  graduate  degrees 
in  other  areas  or  jobs  in  fields  requiring 
quantitative  skills,  such  as  engineering. 
But  it  recommends  that  applicants  with- 
out such  backgrounds  take  the  test,  and 
last  year  nearly  25%  of  the  class  did. 

The  University  of  North  Carolina's 
Kenan-Flagler  Business  School  requires 
the  GMAT  but  waives  it  for  applicants 
with  advanced  degrees  or  technical 
jobs.  About  a  third  of  students  skip  it. 
"The  test  doesn't  measure  their  deter- 
mination, their  drive,  their  leadership, 
those  things  that  are  critical  in  the  ap- 
plication process,"  says  Penny  Oslund, 
director  ofUNC's  EMBA  program.  "It's  a 
piece  of  a  much  bigger  puzzle." 

Is  the  GMAT  a  piece  of  the  admissions 
puzzle  that  EMBA  programs  can  do  with- 
out? As  more  B-schools  answer  in  the  af- 
firmative, EMBA  admissions  are  becom- 
ing more  art  than  science.  ■ 

-By  Geoff  Gbeckler  in  New  York 


BusinessWeek  online 


For  Q&As  with  EMBA 
directors  and  sample  GMAT  questions, 
please  go  to  businessweek.com/extras 
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Radical  Surgery 
For  Medicaid? 

South  Carolina  Governor  Sanford  has  a  p] 
to  slash  costs— but  a  political  battle  looi 


HE  40TH  ANNIVERSARY 
of  Medicaid  is  on  July  30, 
but  few  will  celebrate.  The 
state  and  federal  program 
that  provides  essential 
health  benefits  for  the 
poor  is  in  big  trouble 
across  the  country— under  fire  for  provid- 
ing often  substandard  care  even  as  it 
breaks  the  budgets  of  many  states.  Now, 
in  what  could  be  the  first  step  toward  a 
fundamental  remaking  of  the  huge  public 
program,  South  Carolina's  Republican 
governor,   Mark   Sanford,  has   quietly 


asked  the  federal  government  for 
sion    to    redesign    Medicaid    fo: 
800,000  low-income  residents 
poor,  largely  rural  state. 

Under  Sanford's  proposal,  Mi 
would  be  dramatically  transform 
would  no  longer  provide  unlir 
care,  instead  offering  beneficial 
mostiy  mothers  with  children— a 
amount  of  money  each  year  to  bv 
surance  and  pay  out-of-pocket  cos 
they  run  through  their  accounts, 
would  have  to  pay  for  additional  ca 
their  own.  But  if  they  hold  sper 
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Liberals  will 
fight  changes 
they  see  as 
shirting  the 
cost  burden 
onto  the  poor 


,  they  could  bank 
ftover  money  to  pay 
;  medical  costs— or 
use  it  to  buy  private 
ance  if  they  leave 
rogram.  "This  is  the 
st  change  ever  for 
:aid,"  says  Cleve- 
State  University  fi- 
;  professor  Michael 
,  who  helped  design 
an.  ^^^^^^^ 

Dublican  governors 
d  states,"  such  as  Florida  and  Geor- 
nd  in  "blue  states,"  such  as  Massa- 
tts  and  Vermont,  are  mulling  simi- 
oposals.  The  rethinking  is  part  of  a 
by  states  to  lighten  the  burden  of 
medical  costs  for  the  poor.  Those 
itions  have  doubled  over  the  past 
e  as  the  ranks  of  the  uninsured  have 
high-tech  care  has  increased,  and 
jig  care  for  the  elderly  has  exploded, 
ause  Washington  splits  the  cost  of 
Diraling  health-care  burden,  it  must 
ve  a  plan  such  as  South  Carolina's, 
lat  won't  be  a  big  hurdle  given  the 
Administration's  interest  in  "owner- 
ociety"  ideas,  such  as  trying  to  create 
:ts  by  replacing  open-ended  benefits 
/ouchers  and  other  one-time  pay- 
.  The  Centers  for  Medicare  &  Medic- 
rvices,  which  oversees  Medicaid,  al- 
backs  the  concept.  "These  kinds  of 
aches  can  lead  to  lower  costs  and 
effective  treatment,"  says  CMS  direc- 
ark  B.  McClellan.  "You  can't  treat 
ic  illness  without  active  patient  in- 
aent.  And  you  can't  get  that  through 
government  pricing  program." 
reen  light  from  the  feds  will  spark 
uge  political  battles.  Liberals  will 
to  any  plan  that  turns  Medicaid 
a  guaranteed  benefit  into  the  same 
^defined-contribution  program  that 
employers  now  use.  Such  cost 
lg  is  especially  unfair  for  the  poor, 
ay,  and  for  those  who  have  little  ex- 
ice  with  private  insurance.  "All 
aid  beneficiaries  would  face  a  sig- 
lt  increase  in  out-of-pocket  costs," 
ridith  Solomon,  a  health-policy  ana- 
the  Center  on  Budget  &  Policy  Pri- 
,  a  liberal  Washington  think  tank, 
the  plan  could  also  pave  the  way 
overhaul  in  the  way  Medicaid  is 
d,  which  is  sure  to  spark  more  con- 
sy.  Instead  of  Washington  reim- 
ig  states  for  a  fixed  percentage  of 
costs,  President  George  W  Bush 
the  feds  to  contribute  a  fixed  dollar 
nt,  leaving  states  on  the  hook  for 
lanticipated  hikes.  Faced  with  op- 
n  from  the  National  Governors 


Assn.,  the  White  House  is 
no  longer  pushing  a  na- 
tionwide change.  But 
some  governors,  including 
Sanford,  may  accept  such 
a  deal  in  exchange  for  the 
flexibility  to  run  Medicaid 
their  way. 

The  benefit,  says  Robert 
M.  Kerr,  director  of  South 
Carolina's  Health  &  Hu- 
man  Services  Dept.,  is  that 
patients  will  become  better 
consumers  if  they  have  to  pay  for  part  of 
their  care.  "People  are  going  to  manage 
their  accounts  more  carefully,"  he  says. 
"We're  exposing  beneficiaries  to  the  type  of 
market  the  rest  of  the  population  has  to 
deal  with." 

The  plan  would  work  like  this:  A  45- 
year-old  would  receive  say,  $3,800  from 
the  state;  a  5-year-old  might  get  $900. 
The  funds— called  personal  health  ac- 
counts—would be  distributed  as 
vouchers  or  debit  cards,  not  cash.  Ac- 
counts would  be  adjusted  based  on  a 
beneficiary's  age,  sex,  and  health.  For 
now,  seniors  in  nursing  homes 
would  remain  in  traditional 
Medicaid. 


Blueprint 

for  a 
Revolution 


Sanford's  plan  aims  to  use 

individual  accounts,  an  idea 

that  echoes  President  Bush's 

push  for  an  "ownership 

society,"  to  transform  South  Carolina's  Medicaid 

program,  which  provides  health  care  for  the 

poor.  His  goal:  Unleash  market  forces  to  help 

rein  in  costs.  Recipients  would  get  an  account 

they  could  use  to  buy  one  of  the  following: 


MEDICAL  NETWORK  The  poor  would  use  their 
entire  accounts  to  join  a  network.  Patients  would 
still  have  modest  deductibles  and  copayments. 
A  primary-care  gatekeeper  would  coordinate 
treatment. 


PRIVATE  INSURANCE  Beneficiaries  would  purchase 
a  managed-care  plan  with  conventional  premiums, 
copays,  and  deductibles.  Insurance  companies  or 
HMOs  could  offer  extras  such  as  dental  or  vision 
coverage. 


SELF-DIRECTED  CARE  Patients  would  use  their 
accounts  to  buy  limited  insurance  for  hospital  care 
and  pay  out-of-pocket  costs  for  all  other  services. 
The  state  might  still  negotiate  discount  rates  with 
Medicaid  doctors. 


Beneficiaries  would  have  several  ways 
to  pay  for  their  health  care.  If  they  have 
insurance  at  their  jobs,  they  could  use  the 
accounts  to  pay  their  premiums.  If  they 
do  not  have  such  coverage,  they  could  buy 
hospital  insurance  through  Medicaid  and 
use  remaining  funds  to  buy  care  from  any 
doctor  they  choose.  Or  they  could  use  a 
portion  of  their  account  for  private  man- 
aged-care insurance  and  for  copayments 
and  deductibles.  Another  option:  They 
could  use  the  entire  account  to  join  a 
medical  home  network— a  group  of  local 
doctors  who  serve  as  gatekeepers  for  spe- 
cialty care,  pharmaceutical  drugs,  and  the 
like.  Those  additional  services  would  be 
paid  by  Medicaid,  though  patients  would 
still  be  responsible  for  small  out-of- 
pocket  costs. 

A  GAPING  HOLE 

THE  SOUTH  CAROLINA  plan  will  require 
wide  use  of  managed-care  plans.  The 
problem  is,  fewer  than  10%  of  poor  South 
Carolinians  have  such  coverage.  There  are 
no  plans  in  16  counties  and  competing 
plans  in  only  one.  Even  backers  say  that 
must  change  for  the 
idea  to  work.  "You've 
got  to  have  competi- 
tion," says  Cleveland 
State's  Bond. 

It's  no  surprise  that 
states   such   as   South 
Carolina  are  desperate 
to  hold  down  Medicaid 
costs.  The  program  is 
now  the  biggest  single 
expense       for       most 
states— and   costs    are 
rising  at  close  to  dou- 
ble-digit rates.  South  Carolina 
spends  $1  billion  a  year  on 
Medicaid  benefits,  or  about 
14%  of  its  budget.  So  state  of- 
ficials say  they  have  only  two 
options:  slash  benefits  for  all 
but  the  poorest  patients,  or 
boost  costs  modestly  for  all. 

The  jury  is  still  out  on 
whether  health  accounts— 
which  are  increasingly 
common  in  the  employer  set- 
ting—can save  money  or  im- 
prove care.  But  with  Medicaid 
costs  threatening  to  over- 
whelm his  budget,  Sanford  is 
willing  to  roll  the  dice  on  pri- 
vate accounts.  And  if,  as  antic- 
ipated, the  feds  give  him  the 
O.K.,  expect  other  governors 
to  follow  suit.  ■ 

-By  Howard  Gleckman  in 
Washington 
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Also  in  this  guide: 

~~ F  Multipurpose  printers 
that  skimp  on  space 


(desktops  stil 


IT'S  AUGUST  ALREADY-time  to 

start  thinking  about  work  and 
school  again.  Our  writers  and 
those  from  partner  CNET.com  have 
picked  the  best  computing  basics  to 
outfit  a  dorm  room,  not  to  mention  a 
smallish  apartment,  or  home  office. 
We  tested  laptops  and  desktops, 
printers  that  copy,  and  monitors  that 
double  as  TVs— all  with  an  eye  to 
saving  space  and  maybe  a  little 
money.  Space  not  a  problem?  Stick 
around  for  the  Nov.  7  issue  for  our 
guide  to  the  digital  home. 
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Big  screens  for  those 
small  dorm  rooms 


I Cameras  keep  getting 
smaller  and  better 


Photo  printers  you  can 
take  almost  anywhere 


Today's  notebook  computers  are  so  muscular,  affordable,  and 
packed  with  features,  who  needs  a  desktop?  bysteve  wildstrom 


CRAMMING  A  BULKY  DESKTOP 
computer  and  an  even  bulkier  mon- 
itor into  the  minivan  used  to  be  part 
of  the  off-to-college  ritual.  But  now 
that  seems  as  20th  century  as  the 
Walkman.  Today,  students  typically 
head  off  to  school  with  flexible,  con- 
venient, space-saving  laptops. 
To  get  a  sense  of  what's  in  the  backpacks  of  the 
college-bound,  I  talked  to  four  recent  graduates  of 
Walt  Whitman  High  School  in  Bethesda,  Md., 
each  headed  to  a  different  college  with  a  different 
laptop.  The  first  and  most  critical  choice  is  Win- 
dows vs.  Macintosh.  While  Apple  Computer's 
share  of  the  total  market  remains  in  the  low  single 
digits,  Mac's  popularity  on  campuses  is  much 
greater.  When  Becca  Eskin  leaves  for  Stanford 
University  in  September,  most  likely  it  will  be 
with  a  15-in.  PowerBook.  (Prices  start  at  $1,999.) 
"I  talked  to  a  lot  of  Stanford  students,  and  a  lot  of 
them  have  Macs,"  she  says.  "They  get  fewer 
viruses  and  are  more  user-friendly." 

Mac  notebooks  come  in  two  varieties:  the 
iBooks,  which  are  aimed  mainly  at  the  K-12 
crowd,  and  the  12-,  15-  and  17-in.  PowerBooks. 


The  stylish  PowerBooks,  which  feature  both  Wi- 
Fi  wireless  networking  and  Bluetooth  short-range 
wireless,  are  ideal  for  students,  with  the  midsize 
15-in.  model  the  best  all-around  choice.  As  long  as 
you  don't  depend  on  some  Windows-only  soft- 
ware and  can  handle  the  fairly  steep  price,  Macs 
are  a  great  choice  for  the  college-bound. 

Those  who  choose  Window  notebooks  have  a 
much  broader  range  of  both  features  and  price  to 
choose  from.  Wi-Fi  wireless  networking  is  stan- 
dard in  nearly  all  models.  And  all— except  for  a 
few  large  notebooks  that  use  desktop  proces- 
sors—are powered  by  Intel  Pentium  M  or 
Celeron  M  mobile  processors,  or  the  Advanced 
Micro  Devices  alternative,  the  Turion  64.  What- 
ever you  may  have  heard,  the  type  of  chip  proba- 
bly won't  make  much  difference  to  most  users.  As 
for  peripherals,  all  the  machines  include  CD/DVD 
drives  that  can  write  disks  as  standard  equipment 
or  are  available  as  an  option. 

Students  tend  to  avoid  subcompact  notebooks, 
which  are  highly  portable  but  lack  storage  capa- 
bility and  processing  power.  Most  opt  for  either 
the  thin,  light  laptops  that  are  popular  in  the  busi- 
ness world  or  bigger  desktop-replacement  mod- 
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els,  which  offer  high-end  graphics,  huge 
displays,  and  desktop-like  storage. 

Greg  Ihrie  is  going  to  the  University  of 
Maryland  with  a  Dell  Inspiron  600M 
(starting  at  $749),  a  first  cousin  to  the 
corporate  workhorse  Latitude  D610.  It 
weighs  a  bit  more  than  5  lb.  and  comes 
with  a  14.1-in.  display  and  a  hard  drive 
with  up  to  80  gigabytes  of  storage.  Ihrie 
wanted  a  notebook  he  could  carry  easily. 
A  Dell  discount  through  the  university 
sealed  the  deal.  Others  worth  considering 
include  the  Lenovo  ThinkPad  R52  (from 
$979)  and  the  Hewlett-Packard  Compaq 
nx6ll0  (from  $799). 

SCREENS  FOR  MOVIES 

RAMAN  GUPTA  WILL  BE  taking  a  different 
land  of  thin,  light  notebook  to  the  Univer- 
sity of  Pennsylvania.  The  HP  Pavilion 
dvlOOO  (from  $749)  has  a  15.4-in.  wide- 
screen  display,  an  increasingly  popular  de- 
sign that  is  ideal  for  watching  movies  and 
also  is  excellent  for  spreadsheets.  Weight 
was  important  to  Gupta,  but  he  was  will- 
ing to  accept  a  bit  of  extra  poundage— the 
dvlOOO  weighs  just  under  6/2  lb.— in  ex- 
change for  "more  emphasis  on  multime- 
dia features,  because  that's  what  I  use  my 
home  desktop  for."  One  convenient  fea- 
ture: You  can  play  a  DVD  or  CD  without 
booting  up  Windows.  Like  most  wide- 
screen  models,  it  is  available  with  a  pol- 
ished display  that  increases  brightness  and 
contrast.  The  downside— such  displays  are 
more  prone  to  glare. 

Students  shopping  for  wide-screens  in 
this  class  have  many  good  choices.  These 
include  the  Dell  Inspiron  6000  (from 
$649),  the  Toshiba  Satellite  A70  (from 
$788),  the  Sony  Vaio  FS  (from  $1,000), 
and  the  WinBook  W  (from  $1,199). 


COOL  TOOL 

CRUZER  PROFILE 

$120 

SanDisk 

www.sandisk.com 

USB  memory  keys  offer  a  handy  and  cheap 
to  store  your  life  on  a  gizmo  you  can  keep  in 
pocket.  But  if  you  lose  it,  the  finder  has  acce 
your  files.  The  SanDisk  Cruzer  Profile  combi 
1  gigabyte  of  memory  with  a  fingerprint  readi 
that  keeps  the  contents  private.  The  memory 
reader  pieces  come  apart  for  ease  of  use. 
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Siddharth  Jain  wasn't  much  worried 
about  size  and  weight,  but  he  sought  a 
laptop  with  strong  multimedia  capability, 
a  big  hard  drive,  and  good  graphics  fea- 
tures for  his  photographic  work.  His  pick, 
a  Gateway  7426  GX,  is  a  relatively  high- 
end  notebook  starting  at  around  $1,500. 
One  factor  in  Jain's  choice  of  Gateway: 
His  school,  Lehigh  University,  offers  serv- 
ice for  it.  Like  Gupta's  HP  dvlOOO,  the 
laptop  has  a  15.4-in.  wide-screen  display. 
If  you  want  something  bigger,  the  Dell  In- 
spiron 9300  (from  $1,099),  HP  Pavilion 
zd8000  (from  $1,099),  and  Toshiba 
Satellite  P30  (from  $1,119)  have  17-in.- 
wide  screens. 

Anyone  buying  a  laptop  for  college 
should  follow  some  general  rules.  Check 
with  the  school  for  its  requirements  and 
recommendations.  For  example,  many 
suggest  Windows  XP  Pro,  typically  about 
$100  more  than  the  Home  Edition,  be- 
cause it  offers  superior  networking  and 
security  features.  Ask  whether  the  school 
provides  extended  support  for  certain 
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brands  and  what  promotions  are 
able.  Avoid  buying  any  software 
learning  what  your  school  offt 
download  from  its  network  and  at 
discounted  prices  from  the  bookst 

Laptops  from  different  manufa 
are  built  from  the  same  compone 
are  more  alike  than  different,  so  ft 
are  more  important  than  bram 
prices  in  this  article  are  the  lowest 
for  each  product  line,  but  you  sh 
wary  of  them.  Manufacturers  oft 
elude  an  underpowered,  stripped 
model  just  to  show  an  attractive 
starting  price,  but  these  lowball  off 
rarely  your  best  choice.  And  for  pe 
ance,  worry  more  about  memor 
processor  speed.  You  want  a  minin 
512  MB,  and  a  full  gigabyte  is  bett< 

Unless  you  have  special  required  igi 
that  only  a  desktop  can  meet,  a  la) 
the  way  to  go  for  campus  computin   asp 
vast  array  of  models  available  m; 
certain  you  can  satisfy  your  neec    :. 
your  budget.  ■ 


THE  PICKS  OF  THE  LITTER 


These  puppies  offer  something  for  anyone  looking  for  power  and  flexibility  you  can  put  in  a  backpack 


ORICE 


from  $1,999 


from  $749 


from  $749 


from  $979 


from  $1,099 


from  $1,099 
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The  G4  processor 
is  showing  its  age, 
and  it's  pricey,  but 
this  wide-screen 
beauty  is  still  the 
king  of  style.  The 
real  star,  though, 
isthesoftware- 
especially  the 
elegant 
Mac  OS  X. 


A  solid, 
businesslike 
performer  with  a 
14.1-in.  display. 
Its  relatively  light 
weight  is  an 
advantage,  but 
that  portability 
comes  at  the  price 
of  only  average 
battery  life. 


This  slick-looking 
notebook  is 
sensibly  priced, 
with  a  15.4-in. 
wide-screen 
display.  A  neat 
feature:  You  can 
play  CDs  and 
DVDs  without 
booting  up 
Windows. 


Far  from  flashy, 
the  ThinkPad  R52  is 
a  sturdy,  portable 
workhorse  with  a 
14.1-in.  screen, 
enough  oomph  to 
tackle  most  tasks 
students  face- 
and  the  best 
keyboard  in  the 
business. 


With  a  17-in.  wide- 
screen  TV,  a  digital 
recorder,  a  stereo, 
and-oh,yes-a 
powerful  computer, 
the  HP  Pavilion 
zd8000isone 
of  the  best 
multimedia 
powerhouses  on 
the  market. 


Gamers  and 
bookworms  alii 
will  enjoy  the 
9300's  advance 
multimedia 
features,  blazin 
performance,  a 
17-in.  wide-sere 
display-all  ina 
relatively  light 
package. 
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PRINTERS 

your  printer  does  is  print?  What  a  one-trick  pony, 
lay's  all-in-one  models  scan,  copy,  and  sometimes  fax. 
i  they  won't  hog  your  whole  desk,  by  larry  Armstrong 


1  YOU'RE  CRAMPED  FOR 
lace— trying  to  squeeze  all  your 
nrtronic  gear  onto  a  dorm- 
om  desk  or  setting  up  a  home 
ice  in  a  studio  apartment— if  s 
ne  to  consider  an  all-in-one 
inter.  These  multifunction  ma- 
ts can  print,  scan,  copy,  and 
times  fax,  and  they  hog  a  lot 
lesktop  surface  than  the  array 
ndalone  machines  that  do  the 

things. 

looked  at  a  handful  of  all-in- 
from  the  $100  Hewlett- 
trd  PSC 1510  to  the  much  more 
)le  $250  Canon  Pixma  MP760. 
:tween,  I  tried  out  Brother's 
420cn  and  the  Epson  Stylus 
i00,  either  of  which  can  be  had 
wut  $140  to  $200,  depending 
»w  diligently  you  shop, 
isted  only  inkjet  models.  You  won't 
ie  crisp,  clear  text  of  a  laser  printer, 
Js  good  enough  for  most  purposes. 
»onus  with  inkjets  is  that  you  get  col- 
nts  and  copies  without  breaking  the 

That  includes  color  photos,  which 
laser  printers  can't  really  handle. 
rou  haven't  shopped  for  multifunc- 
)rinters  lately,  you'll  be  surprised  at 
much  they  can  do.  To  use  them  as 

machines  or  photo  printers,  you 


don't  even  need  to  hook  them  up  to  a 
computer.  You  undoubtedly  will,  though, 
since  you're  buying  a  printer  mostly  to 
churn  out  text  documents.  Still,  you  don't 
have  to  fire  up  your  computer  if  all  you 
want  to  do  is  make  an  occasional  copy  or 
print  a  snapshot. 

FAT  BRIEFCASE 

WHERE  SPACE  IS  really  tight,  you'll 
want  to  see  the  HP  and  Brother  models. 
They're  each  about  the  size  of  a  bulging 


SLEEK  The  Epson 
Stylus  CX6600 
does  a  pro  job 
color  photos 


briefcase.  These  two  are  best  if  you  main- 
ly want  a  multifunction  printer  for  copy- 
ing and  printing  text  and  graphics.  They 
can  do  all  the  tricks,  such  as  reducing  and 
enlarging  copies,  even  photos.  But  I  wasn't 
impressed  with  the  picture  quality  of  ei- 
ther. The  HP  prints  are  a  little  fuzzy  and 
lack  detail;  the  Brother's  look  grainier 
than  those  from  the  other  printers. 

Neither  has  a  display  to  preview  indi- 
vidual pictures  before  you  print  them. 
The  HP  has  no  slots  for  camera  memory 
cards,  so  you  have  to  hook  up  your  cam- 
era or  boot  up  your  computer  to  print  a 
photo.  (The  PSC  1610  model,  for  $20 
more,  has  card  slots.) 
Despite  its  just 
O.K.  snapshots,  the 
Brother  has  a  couple 
of  features  hard  to 
find  on  a  printer  in  its 
price  range.  It  has  a  built-in  fax 
machine,  and  it  can  be  networked 
to  two  or  more  computers,  handy 
if  you  have  a  roommate  and  want 
to  share  a  printer.  It's  also  the  only 
one  I  looked  at  with  an  automatic 
document  feeder  to  copy  a  stack  of 
papers  instead  of  doing  them  one 
at  a  time. 

If  you  need  a  digital  darkroom 
that  also  can  handle  the  other  of- 
fice functions,  you'll  be  better  off 
getting  the  Canon  or  Epson  print- 
ers. These  are  not  space  savers— 
they're  taller  and  bulkier  than  the 
HP  or  Brother  models— but  the  quality  of 
their  photos  is  much  closer  to  that  of  pro- 
fessionally printed  images.  The  pricey 
Canon  printer  can  even  scan  film  nega- 
tives and  slides— which  means  you  can 
print  photos  directly  from  processed  film. 
So  if  space  is  your  issue  or  if  you  want 
to  unclutter  your  desk,  take  a  look  at  an 
all-in-one  model.  It  won't  set  you  back 
much  more  than  an  ordinary  inkjet  print- 
er, and  you'll  find  yourself  using  it  a  whole 
lot  more.  ■ 


OMPACT  PRINTERS  HANDLE  EVERYTH 1 NG                         © 

tifunction  inkjets  can  copy,  print  and  scan-sometimes  without  booting  up  the  computer 

CL 

Brother  MFC-420cn 

Canon  Pixma  MP760 

Epson  Stylus  CX6600 

Hewlett-Packard  PSC  1510 

S 

$138  -  $166 

$219  -  $266 

$130  -  $210 

$89 -$104 

BAD, 
THE 
TOM 

This  compact  all-in-one  packs 
in  a  lot  of  features:  It  can 
network  and  fax-and  has  an 
automatic  document  feeder. 
But  it's  slow,  and  photos  are  a 
bit  grainy. 

This  digital  darkroom  prints 
top-notch  photographs  and 
stands  out  from  the  crowd  by 
scanning  slides  and  negatives. 
Prepare  to  pay  a  premium, 
though. 

Superb  scanning  and  ease  of 
use  give  the  CX6600  high 
marks,  although  it  lacks  an 
LCD  for  previewing  photos. 
Print  quality,  while  good,  is  not 
the  best. 

This  budget  model  does  fair 
scans  and  photos.  It  has  no 
display  to  preview  pictures  or 
slots  for  memory  cards,  and  you 
have  to  swap  in  a  special  ink 
tank  for  photo-quality  prints. 

Data:  CNET.com 
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For  young  engineers,  multimedia  mavens,  or  just  plain 
gamers,  these  systems'  firepower  and  lower  prices  can 
make  it  worthwhile  to  sacrifice  portability,  by  Andrew  park 


OST  FRESHMEN  SHOW 
up  on  campus  with  slim 
laptop  PCs  tucked  into 
their  backpacks.  Not  Ian 
Axelrod.  When  the  18- 
year-old  Atlantan  en- 
rolls at  Georgia  Institute 
of  Technology  in  the 
fall,  he'll  have  a  $3,600  desktop  tower 
that  won't  leave  his  dorm  room  until 
school  is  out.  Axelrod's  passion  is  Quake 


III,  an  online  game  in  which  a  few  mega- 
hertz can  make  the  difference  between 
life  and  a  grisly  virtual  death.  "I  couldn't 
see  myself  gaming  on  a  laptop,"  he  says. 
"It's  just  not  enough  power." 

Don't  stress,  parents.  Just  because  your 
kids  want  desktops  doesn't  mean  they 
share  Axelrod's  priorities.  Choosing  a 
desk-bound  PC  can  be  a  smart  move  even 
in  this  age  of  wireless  mobility.  Budding 
engineers  can  use  desktops'   superior 


horsepower  as  much  as  gamers 
multimedia  enthusiasts  will  lov 
smooth  and  speedy  multitasking. 

Because  desktops  are  a  lot  cl 
than  comparable  laptops,  it  can 
give  up  portability.  A  basic,  name 
PC  with  a  CRT  monitor  and  printer 
had  for  as  little  as  $299  now— an 
system  for  the  price  of  an  iPod.  F 
than  $550  (including  flat-panel  mo 
the  eMachines  T4010  will  hold  i 
mirably  through  four  years  of  coll 
you  want  to  stick  to  a  budget  witho 
ting  corners,  consider  the  iBuy 
Value-Pro  ($999  also  with  mo 
which  easily  does  every  computii 
except  for  extreme  gaming. 

CREATING  CONTEN 

A  LOW-PRICED  PC  doesn't  have 
plain  vanilla.  Take  the  WinBook  P 
Spec  MCE  410,  which  stands  for 
dows  XP  Media  Center  Edition.  H 
in  a  slim  black  cabinet  no  bigger  th 
audio  receiver,  it  comes  with  a  se> 
inch  HDTV-ready  wide-screen 
making  it  also  an  entry-level  horn, 
ater  system  for  only  $1,898.  The  sot 
records  TV  shows  a  la  TiVo,  burns 
onto  the  160-gigabyte  hard  drive 
double-layer  DVD  drive,  and  slw 
slide  shows  of  digital  photos— all 
easy-to-use  remote  control. 

Of  course,  there  are  Media  Genu 
tops  on  the  market.  But  aspiring 
mavens  demand  the  powerful  proct 
huge  hard  drives,  and  expansion  an. 
nection  options  that  let  them  creatt 
tal  content  as  well  as  view  it.  "For  n 
consumers  feel  more  comfortable  us 
desktop,"  says  Giovanni  Sena,  mark  }|j| 
manager  at  Hewlett-Packard. 

HP's  $1,150  Media  Center  m' 
PhotoSmart  PC  is  one  of  the  best,  tl 
to  several  nifty  features.  Behind  a  sll 
door  on  top  of  the  mini-tower  is  a 
that  holds  a  dock  for  an  iPod  or  d 
camera.  In  front,  there's  a  slot  for 
$189  personal  media  drive,  a  bool 
160  GB  hard  disk  that's  great  for  bat 
up  your  photo,  music,  or  video  lit 
When  you  pop  it  out,  you  can  connec 
other  PCs  by  a  cable.  But  the  cooles 
mo  is  LightScribe,  which  prints  w 
photos,  or  album  art  onto  special  CD: 
run  $6  for  a  pack  of  five.  That's  abou  * 
or  three  times  the  cost  of  generic  C 
that  you  write  on  with  a  Sharpie  per. 

The  m7170n  also  comes  with  the 
true  advancement  in  desktops  this ; 
a  dual-core  processor.  Both  Intel  an<| 
vanced  Micro  Devices  have  rolledl 
new  chips,  the  Pentium  D  and  Athlo  J 
X2,  respectively,  with  two  comput 


78    BusinessWeek  I  August  8.  2005 


inside  instead  of  the  usual  one. 
lakes  simultaneously  doing  more 
ne  demanding  task,  such  as  edit- 
jital  video  while  running  a  virus 
aster  and  smoother.  Choosing  a 
m  D  adds  $75  to  the  $899  base 
f  a  Dell  Dimension  9100,  one  of 
st  all-around  desktops  on  the 

because  of  the  seemingly  limit - 
ys  that  you  can  configure  it  and  a 
esign  that  is  cooler,  quieter,  and 
ttractive. 
prtunately,   the   most   serious 

now  demand  another  kind  of 
Wer:  two  graphics  cards.  Thanks 
nology  from  chipmaker  Nvidia, 
deo  processors  can  now  work  to- 
to  render  3-D  images  faster  and 
ealistically  for  movie-like  effects 
es. 

repared  to  pay  through  the  nose 
is    feature.    The    Overdrive    PC 

SLI,  one  of  the  fastest  such  sys- 
•osts  $5,000— not  including  the 
kl  cost  of  custom  painting  by  a 
;  body  shop.  A  slightly  less  expen- 
don  is  the  Velocity  Micro  Gamer's 
?ualX  for  $4,350. 
t  desktops  are  dull  and  utilitarian 
arance,  but  one  alternative  boasts 
i  aesthetic  appeal  to  interest  a 
lass.  Apple  Computer's  eye-catch- 
ic  G5  isn't  for  hard-core  gamers  or 
freaks,  but  it's  still  the  best-look- 
mputer  of  any  kind.  And  the 
ig  white  all-in-one  design,  which 

the  guts  of  the  computer  behind 
»  screen,  has  all  the  power  most 


COOL  TOOL 

GO  2.4  GHZ 

CORDLESS  OPTICAL  AIR  MOUSE 

»$80 

Gyration 

www.gyration.com 

The  wireless  mouse  liberated  you  from  your 
computer.  With  the  GO  mouse,  forget  the  desk.  It 
translates  the  movements  of  your  hand  into 
programmable  commands  from  up  to  30  feet 
away,  even  on  a  Media  Center  PC.  You'll  get  less 
repetitive  stress,  but  expect  some  strange  looks. 


students  will  need.  Apple  has  made  two 
flavors  of  wireless  networking  standard 
in  the  Mac:  Wi-Fi  and  Bluetooth,  which 
makes  it  a  breeze  to  wirelessly  sync  up 
many  handhelds  and  cell  phones  or  con- 
nect cordless  peripherals. 

At  $1,799,  the  20-inch  wide-screen 
version  isn't  cheap,  but  it  easily  displays 
two  pages  of  a  term  paper  at  a  time  or 
quietly  show  DVDs  at  high  resolution.  If 
a  smaller  display  will  suffice,  the  17-inch 
is  a  good  value  at  $1,299.  If  you  want  the 
zen  of  Apple  at  a  budget  price,  consider 
the  $500  Mac  Mini,  though  the  proces- 
sor is  slower  than  the  iMac  and  you'll 
have  to  supply  your  own  monitor, 
mouse,  and  keyboard. 

Still,  looks  are  only  skin  deep.  If  s  the 
software  that  makes  the  Mac  difference. 
Macs  are  sold  bundled  with  an  assortment 
of  excellent  multimedia  programs,  called 


iLife,  and  the  OS  X  10.4  operating  system, 
known  as  Tiger.  A  new  feature  called  Spot- 
light allows  you  to  instantly  search  your 
entire  computer  for  files  based  on  a  range 
of  criteria  while  working  in  any  applica- 
tion, and  the  iChat  AV  video-conferencing 
software  can  smoothly  connect  up  to  four 
people  via  Webcam. 

At  the  touch  of  a  button,  the  new  Dash- 
board application  overlays  an  array  of 
Web-based  utilities  called  Widgets,  such 
as  an  English  dictionary  for  defining 
words  and  another  for  translating  them 
into  a  foreign  language.  Apple  released 
Tiger  with  just  14  Widgets,  but  made 
them  easy  to  write  so  there  are  now  some 
900,  including  one  that  converts  any  sen- 
tence into  the  backward  syntax  used  by 
Yoda,  the  diminutive  green  hero  from 
Star  Wars.  As  the  Jedi  master  himself 
might  say,  "Cool,  that  is."  ■ 


•RM-ROOM  DYNAMOS 


op 

ost 


computers  remain  the  right  choice  for  many  students— and  they  still  pack 
power  for  the  price. 
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GODS  OF  GAMING 

MEDIA  MONSTERS 

ALL-AROUND  ALL-STARS 

L 

Overdrive 

Velocity  Micro 

WinBook 

HP  Media 

Apple 

Dell 

PC  Torque 

Gamer's  Edge 

PowerSpec 

Center  m7170n 

iMac  G5 

Dimension 

SLI 

DualX 

MCE  410 

PhotoSmart  PC 

9100 

from  $3,912 

from  $1,675 

from  $999 

from  $1,150 

from  $1,095 

from  $974 

Boutique  brand 

Currently  one  of  the 

A  home  theater 

The  HP's  mini-tower 

Apple's  elegant 

While  pricey  for 

■ 

Overdrive  is  the 

fastest  PCs  around, 

PCanda30-in. 

might  not  make 

all-in-one  PC  now 

Dell,  the  9100  is 

& 

gaming  PC  to 

the  DualX's  name 

LCD  for  less  than 

it  in  the  living  room, 

has  a  bigger  screen, 

one  of  the  best- 

beat,  thanks  to  its 

refers  to  its  two 

$2,000?  WinBook 

but  it  comes 

built-in  wireless 

performing  name- 

>M 

relentless  tweaking 

graphics  cards, 

isn't  a  well-known 

with  all  kinds  of 

networking,  and 

brand  PCs  around. 

of  high-end 

which  can  handle 

brand  and  it  doesn't 

options  for 

Tiger,  the  best 

It  sports  Intel's  new 

components  for 

anything  a  3-D 

offer  the  most 

connecting  digital 

version  of  the  Mac 

dual-core  Pentium 

the  most  realistic 

game  throws  at 

advanced 

devices  and 

operating  system 

D  chip,  loads  of 

graphics.  This 

them.  One  would 

components,  but 

creating  and 

yet.  Still,  it  lacks  the 

memory  and 

souped-up  system, 

do  well  to  throw 

for  the  price  of 

storing  your  own 

TV  connection  that 

storage,  and 

however,  costs  a 

away  the  wheels 

some  displays,  you 

multimedia 

would  turn  it  into  a 

seemingly  limitless 

pretty  penny. 

on  the  bottom  of 
the  case. 

can  get  trie  whole 
package. 

productions. 

TiVo. 

configurations. 

Data:    NET      m  BusinessWeek 
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With  high-def  displays  selling  for  under  $600, 
there's  no  need  to  take  up  precious  dorm-room  space 
with  a  separate  TV.  by  Andrew  park 


AS  TEENAGERS  IN  THE 
1980s,  my  friends  and  I 
dreamed  of  going  off  to  col- 
lege and  blasting  the 
stereo,  watching  TV,  and 
studying  all  at  the  same 
time.  This,  to  us,  was  the 
ultimate  expression  of  free- 
dom from  parental  control. 

We  never  imagined  that  we  could  do  all 
these  things  with  the  help  of  a  computer 
monitor.  With  built-in  tuners,  models 
with  liquid-crystal  displays  double  as  styl- 
ish, flat-screen  TVs— looking  good  and 
saving  space  at  the  same  time.  Hook  them 


up  to  an  antenna  or  set-top  box  and 
they'll  handle  high- definition  television, 
too.  And  with  LCDs'  sharp,  sweeping  pic- 
tures, spreadsheets  and  presentations 
have  never  looked  better. 

The  only  downside  is  the  distraction. 


VIEWING  PLEASURE 


SONY  is 

a  great 
choice 


The  best  flat-panel  displays  now  do  double  duty  as  desktop  television 
sets— a  tempting  distraction  from  working  on  your  PC 


MODEL 

Sony  MFM- 

ViewSonic 

Philips  Brilliance 

HT75W 

VP201b 

230W5VS 

PRICE 

$540  -  $600 

$595  -  $895 

$1,458  -  $1,521 

THE 

The  gently  sloping  design 

The  sleek,  highly 

While  pricey  and  not 

6000, 

makes  this  Sony  elegant 

adjustable  ViewSonic 

very  adjustable,  the 

THE  BAD, 

enough  for  the  living 

includes  a  useful 

Philips  offers  23  inches 

THE 

room,  while  the  excellent 

USB  hub  for  attaching 

of  screen  real  estate, 

BOTTOM 

17-inch  wide-screen 

cameras,  but  the 

plenty  of  inputs  for 

UNE 

display  toggles  easily 

20.1-inch  display's 

memory  cards  and 

between  TV  and  PC 

video  quality  and  color 

peripherals,  and  good 

output. 

aren't  best  in  class. 

image  quality. 
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When  I  tested  Sony's  aerodynan  I 
HT75W  in  my  office  recently,  I  co  | 
sist  flipping  out  of  PC  mode  to 
Tour  de  France  live  or  a  rerun  of 
lyShow  I'd  missed  the  night  befl 
tipurpose  monitors  like  these  hj 
around  for  a  while,  but  their  pr 
high  enough  to  kill  the  kids'  coll 
Now  they  can  be  had  for  under 
The  best  all-around  pick  is  t 
Below  the  extra-wide  17-inch  s* 
wide  silver  frame  curves  forwa 
at  an  adjustable  angle  until  it 
down  on  your  desk.  Inside  the 
nose:  a  subwoofer  and  stereo  I 
that  generate  high-quality  sounc 
controls  are  hidden  on  the  side 
see  only  the  elegant  round  powe, 
One  downside:  Despite  producir 
cellent  image  in  TV  mode,  the  Sc 
display  it  in  widescreen  forma 
most  LCD  televisions. 

On  the  other  en 
design  spectrum  is 
malist  ViewSonic 
another  HDTV-read 
tor  that  sells  for  und 
ViewSonic  framed 
inch  LCD  in  a  sim 
bezel  that's  less  th 
thick  and  mounted 
sturdy  adjustable  h 
included:  a  USB  hub 
necting  peripherals 
the  VP201b  isn't  th 
its  class  for  pro 
video  editors  and 
designers,  its  sharp 
and  excellent  con 
more  than  good  en 
the  rest  of  us. 

College  digs  may 
commodate  the  gian 
sion  screens  studei 
used  to  at  home,  but 
no  need  to  settle  foj 
set.  The  Philips  Br 
230W5VS  gives  you  a  spacious  2 
wide  picture  that  can  easily  disp 
pages  of  text. 

But  at  nearly  $1,500,  you're  no 
to  buy  the  Brilliance  for  the  wide 
alone.  So  Philips  put  it  in  an  attrac 
ver  case  that  will  spruce  up  am 
room  or  apartment  and  loaded  it^ 
of  consumer-friendly  frills  sue! 
built-in  memory-card  reader  for  \ 
digital  media  as  well  as  a  picture 
ture  feature  that  allows  you  to  s 
Web  or  write  papers  and  watch  hi| 
inition  TV  at  the  same  time.  Drean 
might,  my  friends  and  I  couldn't  h 
visioned  how  far  computer  mi 
would  take  multitasking.  ■ 
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:ameras 

latest  digital  ultracompacts  not  only  look  good, 
>  also  work  hard.  Smaller  than  an  Aftoids  tin,  they 
st  big  screens  and  nifty  features,  byburthelm 


IZ  GUNNISON  IS  READY  FOR 
a  new  digital  camera.  The  22- 
year-old  art  history  graduate 
from  Yale  University,  who  car- 
ries her  camera  everywhere, 
wants  a  model  that  can  slide 
easily  into  a  pocket  or  purse— 
I  and  has  a  high  enough  resolu- 
o  fulfill  dozens  of  multimedia 
Unfortunately,  her  two-megapixel 
i  PowerShot  S200,  a  Christmas  gift 
wo  years  ago,  is  about  the  size  of  a 
of  cards  and  feels  too  heavy 
bulky  for  everyday  use.  She 
rishes  it  would  fire  up  faster  be- 
snapshots. 

mison  needs  to  go  shopping.  Any 
>f  the  latest  ultracompact  five- 
)ixel  cameras,  five  of  which  we 
i,  could  fit  the  bill.  Priced  from 
to  $440,  each  packs  a  3x  optical 
and  a  big  liquid-crystal  display 
screen.  Best  of  all,  none  is  bigger 
tin  of  Altoids,  with  the  slimmest 
;exiest-looking  of  the  bunch— 
mooth-  contoured    Casio    Exilim 


rELTE  SNAPS 


EX-S500— measuring  only  3.5  by  2.3  by 
0.6  inches. 

These  ultracompacts  are  strictly  for  the 
snapshot  crowd,  as  they  don't  incorporate 
many  features,  such  as  interchangeable 
lenses,  for  advanced  photographers.  Each 
includes  at  least  a  few  presets  such  as 
"portrait"  and  "landscape,"  a  red-eye 
flash,  and  the  ability  to  tweak  the  expo- 
sure and  white  balance.  Like  most  digital 
cameras  nowadays,  each  can  record  short 
videos,  but  the  images  are  so  grainy  and 
eat  up  so  much  memory  that  the  feature 
is  hardly  worth  using. 

ALL  LIT  UP 

EACH  CAMERA  HAS  some  standout  fea- 
tures. The  Nikon  Coolpix  Si  has  16  scene 
presets,  some  of  them  innovative.  An  "in- 
door/party" mode,  for  instance,  fires  off  a 
carefully  timed  series  of  five  flashes,  illu- 
minating the  background  of  a  dimly  fit  bar 
or  party  as  well  as  the  people  in  the  fore- 
ground. Three  other  cameras  also  have 
2.5-inch  LCDs,  but  the  Konica  Minolta 
Dimage  X60  seems  bigger  because  the 


e  five-megapixel  digital  cameras  are  easy  to  slip  into  a  pocket  or  bag. 


CASIO  EXILIM 

It's  easy  to 
move  photos 
to^omputer  camera  [s  \ess  ^de  than 
the  others— its  dimen- 
sions are  3.3  by  2.2  by  0.9  inches.  I  found 
its  screen  looked  sharper  and  more  vivid, 
and  so  it  was  more  striking.  And  all  the 
cameras  are  speed  demons— able  to  boot 
up  and  snap  a  picture  within  three  seconds. 
The  small  size  of  these  cameras  does 
necessitate  a  few  sacrifices.  Only  the 
Canon  PowerShot  SD400  offers  a  view- 
finder  in  addition  to  an  LCD  screen,  and 
the  hole  is  so  tiny  that  few  will  find  it  com- 
fortable to  look  through.  The  ultracom- 
pacts have  a  tiny  sliver  of  real  estate  for 
buttons.  Those  on  the  feature-heavy 
Coolpix  and  PowerShot  are  crowded  to- 
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Canon  PowerShot 
SD400 


Casio  Exilim 
EX-S500 


Fujifilm  FinePix 
Zl 


Konica  Minolta 
Dimage  X60 


Nikon 
Coolpix  Si 


$319  -  $400 


$376  -  $409 


$264  -  $400 


$258  -  $440 


$280  -  $400 
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Snapshot  photo- 
graphers get  all  the 
tools  they're  likely 
to  want,  though  the 
image  quality  is 
just  okay 


It's  especially  slim  and 
endowed  with  more 
shooting  options  than 
many  competitors,  but 
it  doesn't  handle  low 
light  as  well 

f3 


A  stylish  ultra- 
compact,  especially 
strong  in  low  light 
situations.  Still,  it  only 
has  a  modest  set  of 
features 


Light  on  photo 
features,  but  it  can 
select  an  automatic 
scene  mode  for  you, 
and  it  costs  less  than 
many  competitors 


Innovative  features 
and  shooting  aids 
set  the  SI  apart, 
though  it's  slow  to 
autofocus  when 
lighting  is  low 
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Toshiba  recommends  Windows®  XP  Tablet  PC  Edition. 


Satellite® 

Smart  notebooks  for  every  budget. 
Starting  at  $699 

Tecra® 


The  reliability  business  demands. 
Starting  at  $999 

Porteae® 


Thin,  light  and  powerful. 
Starting  at  $1,599 


-^ 


Qosmio™ 


4-in-1  personal  entertainment  center. 
Starting  at  $1,999 

libretto3 


Power  of  a  desktop  in  the  palm  of  your  hand. 
Starting  at  $1,999 


Tecra®  M4 

Combines  high-performance  notebook 
technology  with  tablet  functionality. 


llll 


Intel    Centrino"-'  Mobile  Technology 

Genuine  Microsoft-  Windows   XP  Tablet  PC  Edition  2005 

Toshiba  EasyGuardTV  enhancements  for  increased 
mobile  security,  system  integrity,  network 
connectivity  and  overall  ease  of  use. 


Starting  at  $1,699 


ToshibaByDesign.com/powerful 
1.800.TOSHIBA 


20 J 

Anniversary 

Toshiba 

Notebook  PC 

Since  1985 

j  warranty  terms  an 

>  of  Tostiiba  Amenc3  Info- 1 


MOBILE 
TECHNOLOGY 


Toshiba  Trusted  Platform  Module  (TPM) 

Chip  embedded  on  motherboard  helps  protect  your  data 
with  NSA-level  encryption. 


HDD  Protection  Design 

Shock-absorbing  materials  and  integrated 
3D  accelerometer  helps  safeguard  your 
hard  drive  from  falls,  impacts  or  vibrations. 


The  power  of  versatility. 

The  ability  to  adapt  to  your  surroundings  is  a  key  component  of 
success.  The  Tecra'  M4  Tablet  PC  brings  together  state-of-the-art 
notebook  technology  with  innovative  tablet  functionality  to  become 
Toshiba's  most  advanced  notebook  yet.  It  works  around  you, 
instead  of  the  other  way  around.  That's  innovation  360°. 


Where  can  innovation  take  you? 
ToshibaByDesign.com/powerful 


High-Resolution 
Video  Display 

14"  diagonal  SXGA*-  display  offers  an 
extended  viewable  range  and  more 
vivid  visuals  —  plus,  the  polycarbonate 
protective  surface  offers  an  authentic 
pen  and  paper  experience. 


Patented  Diversity  Antenna 

Improves  wireless  signal  reception  by 
strategically  placing  a  dual-band  Wi-Fi' 
antenna  in  the  notebook  display. 


ConfigFree®  Software 

Simplifies  finding  and  connecting  to  networks 
and  allows  collaboration  between  connected 
users  and  workgroups. 


Innovation  V/   I      iin, 


United  States  and  or  other  countries.  Wi-Fi  is  a  registered  certification  mark  of  the  Wi-Fi  Alliance.  All  other  trademarks  are  the  property  of  their  respective  owners.  While 
effort  at  the  time  of  publication  to  ensure  the  accuracy  of  the  information  provided  herein,  product  specifications,  configurations,  prices,  system/component/options  availability 
ice.  Toshiba  is  not  'iable  for  pricing,  typographical  or  photography  errors.  Prices  listed  are  based  on  products  listed  at  toshibadirect.com  afr'time  of  publication 
iiucts  may  vary.      2005  Toshiba  America  Infomiation  Systems.  Inc.  All  rights  reserved. 
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gether,  and  it  takes  a  while  to  figure  out 
how  to  navigate  around  them. 

With  the  flash  and  all  auto  settings 
turned  on,  the  ultracompacts  consistently 
took  supersharp,  vivid  photos  without 
much  trouble.  Some  took  less  time  to 
auto-focus,  which  is  important  when  you 
want  a  quick  candid  shot. 

Almost  every  ultracompact  struggled 
in  those  situations  when  the  flash  is 
turned  off.  Since  none  use  sophisticated 
image-stabilizer  technology  or  have  the 
superfast  shutter  speed  found  in  larger 


cameras,  images  often  appeared  shaky  at 
the  edges  in  flashless  shots.  It  takes  an 
impossibly  steady  hand  to  prevent  blurri- 
ness,  making  these  cameras  poor  choices 
for  use  in  museums  or  other  places 
where  flash  photography  is  prohibited. 
The  Fujifilm  FinePix  Zl  was  an  exception. 
It  has  a  special  setting  for  natural  light, 
and  it  did  a  much  better  job  with  the  flash 
turned  off  than  the  others. 

Moving  photos  to  a  computer  is  a  snap. 
The  Coolpix  and  the  Exilim  have  docks 
that  connect  and  charge  the  cameras  at 


once.  You  can  use  Windows  to  i 
photos  from  the  camera  onto  yc 
drive.  All  the  cameras  we  tested 
their  own  photo-editing  software 
plications  are  similar  and  let  y 
print,  and  organize  your  phi 
though  for  more  advanced  imag' 
it  would  be  best  to  use  Adobe  Ph 
As  chips  continue  to  shrink,  th 
cameras  should  slim  down  m< 
coming  even  smaller  than  a  credit 
the  meantime,  this  lot  offers  po^ 
performance  in  very  petite  packa 


SNAPSHOT 

PRINTERS 

These  lunchbox-size  digital  darkrooms  are  easy  to  use— 
and  their  photos  beat  the  drugstore  kind,  by  larry  Armstrong 


A  PORTABLE  SNAPSHOT 
printer  is  just  about  the 
cutest  toy  a  shutterbug  can 
have.  They're  not  the 
cheapest  photo  printers  you 
can  buy,  nor  are  they  the 
best:  You  can  get  desktop 
printers  for  less  than  $100 
that  produce  passable  snapshots,  or  you 
can  pay  hundreds  more  for  printers  de- 
signed specifically  for  professionals.  But 
at  around  $200,  these  lunchbox-size  pho- 
to labs  don't  need  a  computer  to  work. 
Just  plug  in  your  camera  or  a  memory 
card,  and  the/11  turn  out  high-quality  4x6 
snapshots  anytime,  anywhere. 


They're  also  improv- 
ing. Epson  and 
Hewlett-Packard  have 
just  introduced  new 
versions  of  my  two  per- 
sonal favorites.  I  tested 
HP's  PhotoSmart  385 
GoGo  Photo  Printer,  a 
minor  upgrade  from 
last  year's  375  that  now 
can  handle  4x12  panoramic  shots  as  well 
as  snapshots.  But  within  weeks  HP  will 
have  a  slightly  larger  version,  the  Photo- 
smart  475,  which  can  print  5x7s,  too.  At 
$280,  about  $80  more  than  the  385,  the 
475  also  will  have  1.5  gigabytes  of  memo- 


ry built  in,  enough  to  store  and  c 
up  to  1,000  photos. 

Epson's  PictureMate  Deluxe 
Edition  is  a  big  improvement 
original  PictureMate:  It  now  has     law 
display  for  previewing  and  select    cylD 
tures,  which  HP  has  always 
faster,  too,  printing  a  snapshot  in 
onds  instead  of  the  former  2/2  mi 

But  here's  the  dilemma:  Epson    tm 
model  is  now  a  bargain,  if  you  dor 
picking  the  shots  you  want  to  pri 
an  index  sheet  rather  than  from 
display.  You  should  be  able  to  fir 
$150  to  $180,  and  there's  a  $50  re   | 
it  that's  good  1 
September.  Tha 
that  you  can  get 
er  model  for 
price  of  the  new  p 

To  my  eye 
not  much  differ 
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photo  quality  b 


HANDSOME 
PRINTS  HP's 
colors  are  true 
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PORTABLE  PHOTO  LABS                    # 

These  compact  printers  allow  you  to  turn  out  4x6  snapshots 
at  home  or  on  the  go 

MODEL 

Epson  PictureMate  Deluxe 
Viewer  Edition 

Hewlett-Packard 
Photosmart  385 

PRICE 

$222  -  $250 

$181  -  $206 

THE  GOOD,  THE 
BAD,  AND  THE 
BOTTOM  UNE 

Its  six-color  prints  are  sharp  and 
brilliant— and  can  cost  less  those 
from  the  drugstore.  But  it's  a  bit  slow. 

This  easy-to-use  printer  can  handle 
panoramas  as  well  as  snapshots,  and 
it's  smaller  and  lighter  than  most. 

the    HP    and 
prints.  When  vi 
an   angle,  the 
snapshots  are  p 
smooth,  while 
snapshots  sl^ 
ridges  where  tw«  ^ 
meet.  Some  peo 
ject  to  that. 
Both  are  better  than  what  youv 
a  drugstore.  For  one  thing,  the>Jn 
ed  on  heavier  stock,  and  without 
low  or  purplish  cast  you  sometir 
on  prints  from  a  photo  lab.  On  the  :-.- 
and  HP  printers,  paper  and  ink  r  f  .. 
than  25<t  per  4x6  print.  That's  cc  ^.; 
tive  with  discount  store  prices,  an<  , 
less  than  snapshot  printers  from 
Sony,  Canon,  or  Dell. 

If  s  easy  to  get  hooked  on  thes 
along  digital  darkrooms.  I  even 
the  3-lb.  HP  printer  on  vacation  th 
mer.  In  the  end,  everyone  poole  [ 
best  shots,  and  each  of  us  wenf 
with  an  album's  worth  of  prints.  I 
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Personal  Business  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BAD  NEWS  AT  SYMBOL  TECHNOLOGIES  MAKES  IT  BUYOUT  BAIT- 
STARBUCKS  AND  OTHER  CHAINS  ARE  HOT  ON  TURBOCHEF  OVENS. 
V  [  STRATAGENE'S  DIAGNOSTIC  LAB  TESTS  ARE  SHOWING  PROMISE. 


STRAIGHT 
DOWNHILL 


,mbol  Looks  Vulnerable 

; YMBOL  TECHNOLOGIES  (SBL)  is  giving  offbad  vibes: 
In  six  months  the  shares  have  slumped  from  19  to  11. 
U.S.  and  European  sales  are  weak  for  its  laser-scan 
aes,  bar-code  readers,  mobile  computing,  and  radio- 
lency  ID  (RFID)  technology.  In 
:  weeks,  Symbol  twice  cut  its 
id-quarter  forecast.  And  the  July 
signation  of  CFO  Mark  Greenquist 
Id  to  worries.  But  David  Katz  of 
ix  Asset  Advisors  has  snapped  up 
lillion  shares  for  clients.  He 
ves  Symbol  may  be  bought  out. 
depressed  stock  makes  it 
arable  to  a  takeover,"  says  Katz. 
akes  enormous  sense"  for  a  big 
ess  and  mobile  computing  outfit 
m  Symbol.  He  figures  Symbol  is 

h  19.  CEO  Bill  Nuti  turned  Symbol  around  after  a  tumble 
ears  ago  under  previous  management.  (It  was  featured 
s  space  on  Aug.  26, 2003,  at  9.10.)  But  Symbol  has  failed 
ef  up  its  sales  force,  says  Katz.  Symbol's  products,  he 
,  have  huge  potential  in  homeland  security,  RFID,  and 
h  care.  The  company  has  been  slashing  costs,  and  that 
xl  offset  revenue  weakness— and  should  boost  margins 
)rofits,  says  Kevin  Starke  of  investment  firm  Weeden.  He 
is  earnings  forecast  for  2005  from  32$  a  share  to  29<t  on 
of  $1.79  billion  (down  from  a  previous  $1.82  billion), 
"or  2006  from  60<t  to  54<t  on  sales  of  $1.90  billion  (vs. 
t  billion).  But  the  stock,  advises  Starke,  is  still  a  buy. 
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t  to  Sizzle 
TurboChef 


PEED  COOKING  IS  HEATING  UP,  and  so  are  the  shares 
of  TurboChef  Technologies  (OVEN).  It  makes  the  high- 
speed, cook-to-order  ovens  in  use  at  20,000  Subway 
bod  eateries.  And  Starbucks  is  testing  the  ovens  at  100 
s.  The  company  says  feedback  from  the  tests  has  been 
able.  "It  is  very  possible  that  Starbucks  and  other  major 
is  will  sign  up  for  the  TurboChef  ovens,"  says  Robert 
11,  managing  director  at  Wood  Asset  Management, 
i  owns  shares.  TurboChef  s  patented  technology  cooks 
10  to  12  times  as  fast  as  conventional  ovens— and  at 
or  superior  quality  to,  say,  a  microwave  oven,  says 
n  Pace  of  hedge  fund  Pace  Capital  Management,  which 


TEMPERATURE 
IS  RISING  AGAIN 
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owns  shares.  He  sees  the  stock,  now  at 
16,  hitting  30  in  a  year.  Another  big 
boost:  speed  ovens  for  the  home, 
which  TurboChef  expects  to  launch 
next  year.  The  U.S.  potential  market, 
Pace  figures,  is  $6  billion.  The  com- 
mercial market  is  estimated  at  $1.5 
billion.  TurboChef  had  earnings  of  37<t 
a  share  in  2004.  Pace  sees  it  earning 
only  4$  in  2005,  because  of  expansion 
costs,  but  jumping  to  70$  in  2006. 

Big  Strides 
At  Stratagene 

LITTLE-KNOWN  STRATAGENE  (STGN),  which  was 
recendy  added  to  the  Russell  2000  small-cap  index,  isn't 
your  ordinary  microcap.  It  is  making  money  where  the 
giants  thrive— supplying  life-science  research  and  diagnostic 
products.  Its  research  arm  (75%  of  sales)  includes  products 
used  in  biochemical  analysis,  cloning  techniques,  and  the 
search  for  new  drug  therapies.  Its  clinical  diagnostic  tools 
include  tests  to  detect  allergies  and  autoimmune  disorders 
such  as  lupus  and  rheumatoid  arthritis.  The  company  is  in 
talks  with  a  big  U.S.  and  a  European 
drugmaker,  according  to  an  investor 
close  to  management,  to  team  up  on  a 
key  Stratagene  product— the  MX3005P, 
an  instrument  that  analyzes  the  DNA  or 
RNA  makeup  in  a  sample  test.  CEO 
Joseph  Sorge  says  in  five  years  he 
expects  to  garner  upwards  of  20%  of 
the  $1.5  billion  molecular  diagnostic 
market.  Adam  Chazan  of  Pacific  Growth 
Equities  projects  earnings  of  43<t  a 
share  in  2005  on  sales  of  $997  million 
and  49<t  in  2006  on  $106.6  million.  The 
company  earned  36<t  in  2004  on  $84  million.  Chazan  rates  the 
stock,  now  at  8.80,  "overweight."  Michael  Corbett  of  Perritt 
Micro  Cap  Opportunities  Fund,  which  owns  shares,  says  it's 
"our  kind  of  microcap— it's  in  a  niche  business  and  has  cash 
flow  and  a  strong  balance  sheet."  ■ 


BusinessWeek 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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Valley  of  the  Pols 

DAM!  Water,  Power,  Politics,  and  Preservation  in  Hetch  Hetchy  and  Yosemite  National  Park 

By  John  Warfield  Simpson;  Pantheon;  356pp;  $28.50 


Every  day  during  the  summer  tourist 
season,  an  estimated  7,000  vehicles  bring 
some  25,000  people  to  Yosemite 
National  Park.  The  stark  cliffs,  great 
waterfalls,  panoramic  views  from  canyon 
rims,  and  the  grandeur  of  El  Capitan 
rank  among  the  natural  highlights  of  the 
world.  Yosemite's  purple-mountain 

majesty  evokes  the  same  kind  of  awe  in  tourists  today  that  it 
did  a  century  ago  from  an  earlier  visitor,  President  Theodore 
Roosevelt.  "This  is  bully,"  he  declared  on  his  first  day  in  the 
park.  Later,  camped  on  the  southern  edge  of 
Bridalveil  meadow,  he  was  moved  to  declare: 
"This  has  been  the  grandest  day  of  my  life." 

A  lot  has  happened  in  the  103  years  since  TR 
was  guided  around  Yosemite  by  John  Muir,  the 
famous  author  and  pioneering  preservationist— 
and  the  invasion  of  international  tour  buses  and 
camera-toting  city  slickers  is  just  the  beginning  of 
it.  As  John  Warfield  Simpson  points  out  in  Dam! 
Water,  Power,  Politics,  and  Preservation  in  Hetch 
Hetchy  and  Yosemite  National  Park,  the  Yosemite 
Valley  once  had  a  sister  called  the  Hetch  Hetchy 
Valley  25  miles  to  the  north.  Smaller  and  often 
mosquito-infested,  the  Hetch  Hetchy  Valley  still 
was  an  awesome  sight  with  its  gray  granite  walls, 
cascading  waterfalls,  and  narrow  valley  floor.  Muir 
described  Hetch  Hetchy  as  "a  grand  landscape  garden,  one  of 
nature's  rarest  and  most  precious  mountain  temples....  No 
holier  temple  has  ever  been  consecrated  by  the  heart  of  man." 

If  things  had  turned  out  a  little  differently,  thousands  of 
vacationers  would  probably  be  traipsing  through  the  Hetch 
Hetchy  Valley  on  this  summer  day.  But  they  can't.  The  reason: 
The  valley  no  longer  exists.  Despite  being  part  of  the  famous 
national  park,  it  was  dammed  up  and  buried  beneath  several 
hundred  feet  of  water  to  provide  drinking  water  to  San 
Francisco.  In  his  book,  Simpson,  a  professor  of  landscape 
architecture  and  natural  resources  at  Ohio  State  University, 
takes  a  dry  but  pointed  look  at  the  debate  that  led  to  the 
destruction  of  the  valley.  He  also  describes  the  corruption, 
moral  and  political,  that  drove  California  politicians  and 
tycoons  to  ignore  public  opinion,  congressional  mandates, 
and  even  a  Supreme  Court  decision  as  they  sought  to  turn 
Hetch  Hetchy  into  a  source  of  water,  electricity,  and  profits. 

Simpson  has  a  clear  point  of  view  and  a  policy  agenda:  He 
thinks  it  was  a  terrible  idea  to  flood  the  valley  and  dreams  of 
dismantling  the  dam.  Still,  it's  possible  to  say  objectively  that 
the  story  is  one  of  the  hugely  underplayed  political  scandals 
of  the  20th  century— and  cost  the  U.S.  a  wilderness  treasure. 
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Despite  Simpson's  obvious  bias,  he  gives  readers  bo 
of  the  debate  over  damming  Hetch  Hetchy.  This  was  th 
dawn  of  the  environmental  movement,  and  activists  w< 
divided  between  the  conservationists,  led  by  Gifford  Pi 
the  chief  forester  of  the  U.S.,  and  the  preservationists 
Muir  and  his  friends  at  the  Sierra  Club.  Pinchot  believt 
did  TR,  that  the  public  interest  of  the  nation  required 
"highest  possible  beneficial  use"  of  natural  resources  fi    jnn 
maximum  number  of  Americans,  a  justification  for  logj 
mineral  exploration,  tourism,  and  economic  developm 
The  preservationists  believed  that  certain  natural  won< 
were  so  vital  to  the  nation's  soul  that  they  should  be  ex 
from  cost-benefit  analyses  and  political  intrigue 

In  the  end,  however,  the  future  of  Hetch  Hetchy  was 
decided  on  the  basis  of  either  view.  Power  politics  cam 
day,  Simpson  argues— intending  the  doub 
meaning.  President  Woodrow  Wilson  sign  j)ss 
Hetch  Hetchy  Valley's  death  warrant  in  19  |  a . 
though  the  first  water  didn't  flow  to  the  Ba  (gfo 
until  1934.  "Politics  and  economics  dictatt  .  - 
outcome  more  than  the  philosophical  and 
environmental  issues,"  the  author  writes. 
One  drawback  to  Dam!  is  that  it  is  not 
compelling,  given  its  dramatic  subject  m. 
and  colorful  cast  of  characters.  Simpson 
sometimes  reverts  to  an  academic  style, 
when  a  topic  like  this  demands  rich  chara 
development  and  colorful  exposition  on 
the  scenery. 

Still,  Dam!  will  make  you  ponder  the  cu 

state  of  the  environmenta  k 
movement,  particularly  ti 
debate  over  energy  drillin  r 
the  Arctic  National  Wildli 
Refuge.  Just  as  politicians 
century  ago  talked  about 
economic  benefits  of  prov   r  - 
steady  supply  of  water  to 
Francisco,  politicians  tods 
about  creating  a  reliable  s  t 
of  oil  to  free  the  U.S.  from 
dependence  on  foreign  so 
Progress,  the  argument  still  goes,  will  mar  only  a  small 
insignificant  part  of  a  national  treasure. 

So  the  debates  sparked  by  the  battle  over  Hetch  Hetc 
remain,  even  as  environmentalists  expend  their  politica 
capital  on  modern-day  issues  ranging  from  suburban  s, 
to  the  caribou  of  the  Alaskan  tundra.  Thanks  to  Simpso 
can  be  reminded  of  what  started  it  all 

-By  Richard  S.  D 

The  BusinessWeek  Best-Seller  list  is  av; 
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IdeasViewpoint 


BY  GLENN  HUBBARD 


lappy  70th5  Social  Security 

acquaintance  just  turned  70  and  bought  an  iPod.  She  has  always  loved 
isic  but  finds  she  can  indulge  her  passion  of  a  lifetime  in  a  new  and  more 
tifying  way.  On  Aug.  14,  Social  Security  turns  70.  As  with  my  friend,  this 
estone  birthday  offers  an  opportunity  for  reflecting  on  how  better  to 
Dmplish  goals  we  hold  dear.  J  Social  Security  was  originally  proposed 


nklin  D.  Roosevelt  as  a  way  to  ensure  economic 

-hardly  surprising  because  substantial  wealth  was 
yed  during  the  1930s  Great  Depression,  and  many 
lolds  lacked  the  means  to  finance  old  age.  The  law  also 
ized  assistance  to  low-income  individuals  unable  to 
uid  set  unemployment  insurance  standards. 
*  1935  Social  Security  agenda  ushered  in  a  new  role  for 
insurance  in  the  U.S.  In  1965  this  role  was  extended  to 
care  for  the  elderly  and  low-income  individuals  with 
.reduction  of  Medicare  and  Medicaid.  Rationales  for 
unent  intervention  included  paternalism  (many 
luals  wouldn't  save  for  their  own  retirement  or  health 
md  market  failure  (private  markets  for  old-age 
ies  or  health  insurance  worked  poorly). 


.  SECURITY  REMAINS  an  important  subject  in 
But  key  aspects  of  the  economic 
nment  have  changed  radically  since  1935  or 
)65.  Longer  life  spans  raise  the  need  to 
bout  governmental  incentives  for  work  in 
I  and  to  build  substantial  retirement 
s.  Absent  reform,  the  financial  integrity  of 
Mial  defined-benefit  pension  plans  in  the 
^  sector  and  even  Social  Security  are  called 
lestion.  Unemployment  insurance,  designed 
ain  spending  in  the  face  of  temporary 
,  offers  only  a  partial  solution  in  a  world  in 
'extensive  retraining  may  be  required  for  changes  in  jobs 
■ers.  And  growing  costs  of  Medicare  and  Medicaid  reflect 
a  health-care  market  in  which  consumers  lack  incentives 
imize  cost  and  maximize  value. 

),  financial  innovation  has  made  possible  mechanisms 
ing  and  risk  sharing  unheard  of  70  years  ago.  The  U.S. 
ny  has  been  the  world's  leading  growth  juggernaut 
te  past  decade  because  of  its  flexibility  to  adapt  to 
is  in  technology,  finance,  and  international  trade, 
s  in  the  contemporary  U.S.  and  global  economies  lies 
preserving  the  status  quo  but  in  seizing  opportunity. 
;  Social  Security  on  a  long-vanished  economic 
nment  is  self-defeating, 
lie  policy  on  economic  security  should  be  designed 


Ifsagreat 
program,  but 
it  must  adapt 
to  todays 
economic 
realities 


around  present  realities.  In  our  dynamic  economy,  that  means 
greater  individual  control  of  savings  for  retirement,  health 
insurance,  and  funds  for  training  and  income  support. 
Government  should  focus  its  support  on  low-income  workers 
in  retirement,  health  care,  and  job  training.  Proponents  of 
Social  Security  reform  have  embraced  personal  accounts 
owned  by  individual  workers,  stronger  traditional  benefits  for 
low-income  workers,  and  slower  benefit  growth  for  higher- 
income  workers.  This  more  progressive  plan  should  also 
include  reforms  to  beef  up  defined-benefit  pensions  and  build 
private  savings  for  all  workers. 

Proposals  that  build  on  newly  enacted  Health  Savings 
Accounts  seek  to  enable  individuals  to  save  for  medical 

expenses  in  retirement  and  to  become  more  cost- 
conscious  consumers  of  health  care.  President 
Bush's  proposal  for  Personal  Reemployment 
Accounts  would  supplement  traditional 
unemployment  insurance  with  an  individually 
controlled  account  to  fund  training  or  provide 
income  when  an  individual  changes  jobs.  These 
proposals  embrace  modern  economic  security. 
The  celebration  in  recent  years  of  the  U.S. 
economy's  resilience  must  be  accompanied  by  a 
rethinking  of  economic  security  to  maintain 
growth.  A  growth  consensus  has  been  seriously 
challenged  by  an  alternative  view  that  the  U.S. 
needs  to  maintain  the  status  quo  in  economic 
security  policy.  This  antiquated  view  embraces  labor  market 
and  trade  restrictions  and  higher  taxes  to  finance  current 
Social  Security  and  health  plans.  But  such  economic  limits 
and  tax  hikes  would  sap  true  economic  security  by  reducing 
entrepreneurship,  economic  flexibility,  and  growth. 

After  some  initial  grumbling,  my  friend  enjoys  the 
convenience  of  listening  to  music  on  her  iPod.  And  U.S. 
economic  security  programs  can  adapt  to  today's  reality, 
too.  Let's  keep  economic  security  healthy  for  many 
happy  returns.  ■ 

Glenn  Hubbard  is  dean  of  Columbia  Business  School.  He 
chaired  the  Council  of  Economic  Advisers  from  February,  2001, 
to  March,  2003  (rghl@columbia.edu). 
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BY  STEVEN  RATTNER 


The  Rich  Get  (Much)  Richer 

Hooray  for  The  New  York  Times  and  The  Wall  Street  Journal  for  returnin| 
the  problems  of  class  in  America  to  the  front  page.  Shame  on  the  rest  oi 
passive  witnesses  to  the  emergence  of  a  second  Gilded  Age,  another 
Roaring  Twenties,  in  which  the  fruits  of  economic  success  have  gone  ncl 
the  broad  populace  but  to  a  slim  sliver  at  the  top.  For  this  handful,  life  i( 


sweet  melange  of  megafortunes,  grand  houses,  and  massive 
yachts.  Meanwhile,  the  bottom  80%  endures  economic 
stagnation,  including  real  wages  that  haven't  risen  in  14 
months,  according  to  the  Bureau  of  Labor  Statistics. 

Much  of  the  recent  commentary  has  focused  on  class 
mobility,  the  opportunity  for  individuals  to  move  up  the 
ladder.  But  trumpeting  mobility  as  a  reason  for  ignoring 
growing  income  inequality  is  a  chimera.  Even  if  mobility  is 
high— a  questionable  assertion— it  is  hardly  a  consolation  for 
those  who  remain  at  the  bottom,  gazing  across  a  growing 
distance  at  the  more  successful. 

We  can  debate  a  lot  of  economic  data  but  not  income 
inequality.  Every  serious  study  shows  that  the  U.S.  income 
gap  has  become  a  chasm.  Over  the  past  30  years, 
the  share  of  income  going  to  the  highest-earning 
Americans  has  risen  steadily  to  levels  not  seen 
since  shortly  before  the  Great  Depression. 


JUST  HOW  DRAMATIC  A  SHIFT  over  the  past  three 

decades?  Economists  Thomas  Piketty  and 

Emmanuel  Saez  calculated  (using  data  from  the 

Internal  Revenue  Service,  hardly  a  hotbed  of 

partisanship)  that  the  share  of  income  going  to  the 

top  1%  of  households  nearly  doubled,  to  14.7%  in 

2002,  up  from  a  low  of  77%  in  the  early  1970s.  By 

comparison,  the  income  share  for  the  top  1% 

peaked  at  19.6%  in  1928  before  beginning  its  long 

slide.  What  is  particularly  alarming  is  that  at  every  step  up  the 

ladder,  the  disparity  has  progressively  widened.  Over  the  past 

30  years,  the  share  of  income  garnered  by  the  top  10%  of 

Americans  has  grown  by  about  a  third;  the  share  of  the  top 

0.01%— the  13,000  or  so  households  with  an  average  income  of 

$10.8  million  in  2002— has  multiplied  nearly  four  times. 

What's  to  blame  for  this  sorry  situation?  Certainly 
globalization  has  taken  its  toll.  Cheaper  labor  in  emerging 
markets  means  relentless  wage  pressure  on  U.S.  workers. 
Meanwhile,  the  fruits  of  American  success  in  fast-growing 
services  and  technology  remain  available  only  to  the  slice  of 
our  workforce  with  the  necessary  skills.  Other  factors,  such  as 
an  increasingly  regressive  tax  code,  have  also  played  a  role. 

Growing  inequality  helps  explain  why  so  many  Americans 
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The  top  1% 
take  a  ratter 
slice  now 
than  at  any 
time  since 
the  1920s 


feel  so  vulnerable  even  as  the  overall  economy  continues: 
expand.  Moods  understandably  darken  when  many  hav 
take  second  jobs  and  go  into  debt  to  improve  their  living 
standards.  These  pressures  are  exacerbated  by  another 
trend:  greater  income  insecurity,  a  result  of  the  decreasir] 
percentage  of  Americans  who  have  certainty  of  pension ; 
health-care  benefits  to  cushion  them  against  a  loss  of  wa 
The  renewed  attention  to  the  glacial  progress  of  all  bu 
has  drawn  fire  from  an  eclectic  mix  of  those  who  say  it  is 
true,  those  who  say  it  is  true  but  it  doesn't  matter,  and  th 
who  say  we  don't  know  enough  to  know  whether  it's  tru 
let's  not  worry  about  it.  But  a  common  thread  among  tht 
naysayers  is  the  fear  that  fretting  about  income  disparitH 
could  lead  to  the  redistributionist  and  suffoci 
slow-growth  policies  of  Old  Europe. 

We  can  follow  their  advice  and  do  nothin 
hope  that  America's  rising  tide  eventually  vv 
all  boats  proportionately— something  that  h 
occurred  in  30  years.  Or  we  can  believe  in 
capitalism  while  also  worrying  that  most 
Americans  are  being  left  behind.  As  Brad  Dej 
an  economist  at  University  of  California  at 
Berkeley  recently  wrote,  historical  data  sug 
that  growth  and  less  income  inequality  are 
mutually  exclusive  objectives. 

Sadly,  there  is  no  magic  bullet.  We  need  tci 
provide  more  education  and  training  to  fix  o 
problem  of  too  many  low-skilled  workers.  We  don't  neet 
become  tax-code  Robin  Hoods,  but  we  can  be  vigilant  all 
tax  plans— like  virtually  all  of  President  George  W.  Bushj 
that  widen  the  gulf  between  haves  and  have-nots.  Final! 
can  provide  more  protection  for  those  at  risk,  such  as  be 
wage  insurance  to  cushion  the  effects  of  globalization. 

If  we  don't  pursue  policies  to  fix  inequality,  social  pre 
may  force  unwise,  even  extremist  moves,  like  protection 
Income  inequality  is  now  wider  in  America  than  anywhi 
else  in  the  industrialized  world  and  on  a  par  with  that  o; 
Third  World  country.  Is  this  the  American  Dream?  ■ 

Steven  Rattner  is  managing  principal  of  private  investmen 
Quadrangle  Group  and  former  deputy  chairman  ofLazarc 
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TRI-METAL  CHASSIS: 

FORGED  FROM  THE 
PERFECT  BLEND  OF 

ALUMINUM, 

MAGNESIUM  AND  STEEL. 


Dell  recommends 
Microsoft®  Windows® 
XP  Professional 

THE  NOTEBOOK  FOR  BUSINESS. 
THE  DELL™  LATITUDE™  D-FAMILY 
NOTEBOOKS  WITH  THE  MOBILITY 

OF  INTEL  CENTRI NO    MOBILE 
TECHNOLOGY. 


NOW  IS  THE  TIME  TO 

get  the  tough  outer  shell  of  the  Dell™ Latitude™  D610 
Notebook  for  business  featuring  Intel®  Centrino™  Mobile 
Technology.  Forged  from  aluminum,  magnesium  and 
steel,  it  helps  protect  your  data  while  you're  on  the 
move.  Get  the  strength  of  the  tri-metal  chassis  and 

GET  MORE  OUT  OF  NOW. 


www.dell.com/tough2 

Call  (ton free)  1.866.217.3056 
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2006  Chevy  HHR  LS 

Starting    at   $1  5,990  after  Cash  Back't 

•  30  mpg  and  up  to  a  450-mile  range  on  the 
highway  on  a  single  tank  of  gas1 

•  63  cubic  feet2  of  style  and  space,  all  for  a  small  price 
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Get  more  wit 


2006  HUMMER  H 
Starting  at  $29,500 

•  Lives  up  to  the  off-road  rep 
HUMMER  made  famous 

•  Standard  1-year  OnStar 
and  4-year/50,000-mile 
limited  warranty9 


2006  Chevy  Silverado  1 500  2WD  reg.  cab  work  truck 
Starting  at  $17,065  after  cash  Back** 

•  Silverado  half-ton  pickups  have  a  higher  resale  value  than  Dodge6 

•  From  Chevy.  The  most  dependable,  longest-lasting  trucks  on  the  road7 


Introducing  the  GM  Total  Value  Promise.  We've  lowered  prices,  added  features  or  redesigned  over.' 


CHEVROLET 


PONTIAC 


BUICK 


CADILLAC 


GMC 


*MSRP.  Tax,  title,  license,  dealer  fees  and  optional  equipment  extra.  See  dealer  for  details.    Hake  delivery  by  9/6/05.    '•Fuel  economy  estimate 
GM  testing.  Official  EPA  estimates  not  yet  available.  Based  on  approximate  fuel  tank  capacity.  Results  vary  based  on  driving  conditions.    2W 
Cargo  and  load  capacity  limited  by  weight  and  distribution.    3Excludes  other  GM  vehicles.  Based  on  EPA  estimates  of  2005  GM  Large  U 
EPA  estimated  mpg  16  city,  20  hwy.   4Based  on  2005  GM  Large  Utility  Segment.  Excludes  other  GM  vehicles.   5Strategic  Vision's  2005  Vehicle  Expenenc 
surveyed  40,793  Oct.  -  Nov.  new  vehicle  buyers  of  200+  models  after  the  first  90  days  of  ownership.  6Based  on  2000  -  April  2004  MY  half-ton  full-sia 
and  NADA  April  2005  trade-in  values.   ^Dependability  based  on  longevity:  1981 -July  2004  full-line  light-duty  truck  company  truck  registrations.  Exclu 
GM  divisions.    8Call  1-888-40NSTAR  (1-888-466-7827)  or  visit  onstar.com  for  system  limitations  and  details.  9Whichever  comes  first.  See  dealer  k 


)06  GMC  Yukon  SL  2WD 

arting    at   $33,180  after  Cash  Back*t 
?st  fuel  economy  in  its  class3 
ghtest  turning  radius  in  its  class4 


II 


2006  Pontiac  G6  Sedan  4  cylinder 

Starting    at   $1  6,990  after  Cash  Back't 

•  Winner,  Strategic  Vision's  2005  Total  Quality  Award™ 
for  Best  Medium  Car  Ownership  Experience5 

•  Powerful.  Smart.  Stylish.  A  whole  new  thrill  behind  the  wheel 


more. 


2006  Buick  LaCrosse  CX 

Starting  at  $22,595  after  cash  Back** 

•  Confidence  of  a  4-year/50,000-mile  limited  warranty9 

•  Built  at  the  highest  ranked  plant  in  North  and  South 
America  according  to  J.D.  Power  and  Associates10 


3t  more  without  paying  more  on  the  cars  and  trucks  you  really  want.  It's  not  a  promotion.  It's  a  promise. 


HUMMER 


SAAB 


Total  Value  Promise 


gm.com/totalvaluepromise 

nt  Quality  Award,  North/South  America 

Motors  Corp.  —  Oshawa  #2,  Ontario  (Car)  was  the  highest  ranked  plant  in  North/South  America  among  plants  producing  vehicles  for  the  U.S.  market, 
er  and  Associates  2005  Initial  Quality  Study.s'''  Study  based  on  a  total  62,251  U.S.  consumer  responses  indicating  owner  reported  problems  during  the  first 
)f  ownership,  www.jdpower.com 

©2005  GM  Corp  At!  rights  reserved  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors  Corporation 
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FRIDAY.  AUGUST  I*.  Jiei    -   VOL     CCXLII  >0    *J   -    ••••    VI. 0* 

When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS           ^ 

^fiendrick's 

0307750ml 

Most^V 
Flavorful  ^J 

Tanqueray  No. 

Ten  S26/750ml 

Smoothest 

Juniper  Green        Best 

Organic  Presentation 

$26.50/750ml 
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A  Most  Unusual  Gin 
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WWW.BUSINESSWEEK.COM  Updated  every  business  day. 

BusinessWeek  magazine  is  available  online  free  to  subscribers:  Go  to 
www.businessweek.com  aqd  follow  instructions  to  register.  Find  links  to  the  online-onhj 
highlights  below  at  www.businessweek.com/magazine/content/05_33/online.htm 

Innovation  &  Design: 
Adding  Sizzle  to  Sedate  Cars 

Forget  the  sexy  new  supercars. 

Today's  top  designers  are 

working  at  rejuvenating 

some  of  the  tired  mass-market 

lines  of  big  auto  makers.  In 

return,  they  get  autonomy, 

and  increasingly,  the  CEO's 

ear.  See  how  three  alums  of 

the  Art  Center  College  of  Design 

are  helping  car  companies 

carve  out  new  identities, 

aesthetics,  and  hopefully  increased  market  share.  And  while  you| 

there,  take  a  spin  with  some  older  automotive  beauties  in  our  i 

classics  slide  show. 


Sarbanes-Oxley: 
NotSo  Bad  After  All? 

With  most  of  the  work  for  the  corporate-governance 
law  done,  finance  executives  are  starting  to 
acknowledge  that  the  overhaul  may  be  beneficial 
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ALookatWhafsThin 
In  Digital  Cameras 

Images  on  your  cell  phone  too  blurry?  Standard 
digital  cameras  too  bulky?  We  review  six 
models  that  strive  for  the  elusive  combination 
of  performance  and  portability 

Here  Comes  iPod  Video. 
Well,  Maybe  Not 

Apple  fans  are  watching  for  a  new  device  that 
could  be  to  movies  what  the  iPod  is  to  music.  But  a 
look  at  Steve  Jobs's  experience  with  iPod  Photo 
suggests  that  he  may  have  other  plans  up  his  sleeve 


BusinessWeek  weekend 


Tune  in  This  Weekend  for 

I  Hiring  Shift  I  Marketing  Prescription  Medicine 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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A  Delta  % 

good  goes  around 


New  nonstop  service  from  JFK  to  Berlin.  For  complete  details,  visit 

delta.com 


Why  let  a  few  things  like  language  barriers, 
customs  regulations  and  vendor  challenges 
stand  in  the  way  of  your  company's  growth? 
Leave  it  to  UPS  . 

Through  our  Supplier  Management  services, 
we'll  help  you  establish  supplier  accountability 
and  maintain  strict  compliance  management 
—  all  to  ensure  the  quality  of  orders  and 
on-time  delivery.  And  we'll  provide  the  online 
tracking  and  reporting  capabilities  that  help 
you  maintain  control  all  along  the  way. 


We  also  offer  the  best  transportation 
solutions  for  your  time  and  cost  parameters. 
And  our  customs  brokerage  and  trade 
consulting  expertise  can  help  you  avoid 
delays  and  penalties. 

You  tell  us  the  markei;  we'll  help  you  reach 
it.  With  supply  chain  efficiency  that  brings 
the  world  to  you. 

UPS.com/supplychain   1-800-742-5727 


CJE 


A  bigger  market  is  out  there.  We  can  help  you  capture 
it  with  a  more  efficient  supply  chain. 


-Tim  Payne,  a  CNOOC 
spokesman,  to  The  Los 
Angeles  Times  on  U.S. 
pressure  for  the  Chinese 
oil  company  to  drop  its 
pursuit  of  Unocal 
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EGERKING: 
INCH  WITH 
ISE  FRIES? 

:R  KING  MAY  be  making  a 
jack,  but  its  edgy  ads 
inally  gone  off  the  deep 
,ast  week  the  fast-food 
launched  a  TV  and 
et  campaign  for 
en  Fries,  its  new 
y-based  French  fries. 
J  blitz  features  a  heavy 


»LAY 

>q's  too- 
'fans" 


band, 

d  CoqRoq, 

din 

n  masks 

>outing  cheesy  lyrics 

s  "shake  your  lean 

meat."  But  at 

:oqroq.com,  a  photo 

j  with  fictional  female 

;atured  sexually 

id  and  obvious  plays  on 


the  band's  name.  BK  says  it 
was  a  slipup  caused  by  mal- 
functioning Web  technology, 
and  it  pulled  two  photos  with- 
in two  hours  of  launch.  That 
was  just  long  enough  to  gen- 
erate buzz  among  bloggers— 
a  by-product  that  doesn't 
seem  lost  on  BK's  ad  agency. 
"We're  trying  to  have  a  very 
distinct  voice,"  says  Jeff 
Hicks,  CEO  of  Miami-based 
Crispin  Porter  +  Bogusky. 

CoqRoq  is  the  latest  saucy 
bid  by  fast-food  chains  to 
lure  young  burger  lovers. 
BK's  weird  and  once- 
raunchy  subservient- 
chicken.com  has  drawn 
over  400  million 
viewers.  Carl's  Jr.  un- 
leashed an  ad  with 
Paris  Hilton  lasciv- 
iously biting  into  a 
Spicy  Burger;  Hardee's 
put  bikini-clad  Sports 
Illustrated  swimsuit 
models  on  cups 
hawked  with 
Monster 
Thickburgers. 
"These  guys  are 
taking  it  one, 
two,  three  levels 
beyond 
McDonald's," 
says  Ron 
Paul, 

president  of 
consultant 
Technomic. 
BK  calls  the  target  for 
these  promotions  "Super 
Fans":  18-  to  34-year-olds, 
mosdy  male,  who  eat  fast 
food  up  to  15  times  per 
month.  At  BK,  they  account 
for  49%  of  restaurant  visits. 
That's  why  life  is  getting  a 
whole  lot  racier  in  the  drive- 
through  lane.      -Brian  Grow 
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The  Herd 
Loves  Hedges 

LURED  BY  THE  PROSPECT  of  sweet  returns,  pension  funds, 
endowments,  and  foundations  are  barreling  into  hedge  funds. 
U.S.  institutions  last  year  boosted  hedge  assets  by  about  50%, 
to  more  than  $100  billion,  says  consultant  Casey,  Quirk  &  As- 
sociates. But  for  many,  it's  a  leap  of  faith.  In  a  May  poll  of  45 
institutions,  59%  said  they  expect  a  major  hedge-fund  blowup 
within  two  years.  More  than  a  third  of  those  responding  to  the 
survey,  at  a  conference  sponsored  by  Strategic  Investment 
Group,  said  they  "more  or  less  backed  into"  a  hedge  plan. 
Forty-four  percent  didn't  think  their  boards  were  capable  of 
understanding  hedge  strategies.  Still,  43%  expected  to  boost 
hedge  holdings  to  more  than  20%  of  assets  within  five  years. 
The  disconnect  reflects  immense  pressure— especially  on 
underfunded  pension  plans— to  hit  return  targets,  says  David 
Rothkopf,  chairman  of  the  National  Strategic  Investment  Dia- 
logue, who  directed  the  poll.  "If  the  pack  is  moving  into  hedge 
funds,  no  one  wants  to  be  an  outlier  and  risk  falling  behind." 
Nevertheless,  hedge  returns  haven't  been  great  lately,  up  just 
1.06%  on  average  in  the  first  half  of  2005,  vs.  the  S&P  500's 
0.82%  decline,  says  Hennessee  Group.  -Amy  Borrus 
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FRAUD  SQUAD 

MANY 

NOT-SO-HAPPY 

RETURNS 

STORE-RETURN  swindles  used 
to  be  simple:  A  customer 
buys  a  cocktail  dress  for  a  big 
soiree  and  returns  it  the  next 
day,  rumpled  with  tags  intact. 
But  today's  scams  are  far 
more  sophisticated— and 


costly.  Stores  lost  $16  billion 
to  bogus  returns  in  2003,  the 
most  recent  data,  up  23% 
from  2002,  says  consultant 
KingRogers  International. 

The  creativity  of  return 
artists  is  mind-boggling.  E- 
tailers  report  that  crooks  buy 
differently  priced  but  similar- 
looking  DVD  players  online, 
then  return  the  cheaper 
version  as  the  expensive  one 
after  switching  bar  codes. 
Processing  centers  don't 
always  check  returned  goods 
closely— in  fact,  Mark 
Hilinski  of  software  vendor 
The  Return  Exchange  has  even 
seen  bricks  returned  in  DVD 
boxes  for  refunds.  In  a  tactic 
called  "shoplisting,"  a  thief 
pays  maybe  $10  for  an 
unexpired  receipt  covering 
$500  of  electronics  or 
clothing,  shoplifts  the  listed 
items,  and  returns  them  for  a 
refund  or  gift  card.  The  cards 
can  be  sold  over  the  Net. 

The  underground  market 
for  receipts  has  been  growing 
for  years,  as  stores  have 
liberalized  return  policies, 
says  Read  Hayes,  director  of 
the  University  of  Florida's 


Loss  Prevention  Research 
Council.  In  April,  the  U.S. 
Secret  Service  charged  eight 
Baltimore-area  people  with 
defrauding  Marshalls  stores 
out  of  more  than  $250,000 
by  stealing  men's  suits  and 
returning  them  for  cash 
using  dummy  receipts. 

Now  stores  are  using  tech- 
nology to  fight  back.  The 
Retail  Industry  Leaders 
Assn.  is  testing  a  national 
Web  portal  that  tracks  thefts. 
The  National 
Retail  Federation 
is  rolling  out  an 
online  database 
to  provide  cops 
with  incident 
reports  and  bar- 
code data.  Re- 
tailers say  they 
will  report  only 
major  crimes  by 
type,  without 
identifying  shoppers. 
Whether  they  can  put  a  dent 
in  the  thriving  business  of 
return  scams  is  another 
matter.         -Elizabeth  Woyke 


PRODUCT  PLACEMENT 

HOW  MUCH  TO  PAY?  It's  no  secret  that 
advertisers  prefer  to  have  their  products  api 
in  TV  shows,  not  just  in  30-second  ads.  But] 
good  luck  figuring  out  how  to  price  placem( 
Cadillac  merely  supplied  free  Escalades  to 
Droducers  of  The  sopranos  for  airtime,  yet 
Dontiac  shelled  out  $2  million  for  a  cameo 
appearance  of  its  Solstice  roadster  on  The 
Apprentice,  says  consultant  iTVX.  Now,  Sanj 
Dhar,  a  marketing  professor  at  the  Universii 
Chicago  business  school,  is  working  out  a 
system  for  calculating  return  on  investment] 
product-placement  dollars.  Dhar  will  combi 
Nielsen  data  on  a  product's  ad  reach,  placenj 
specifics,  and  sales.  -Jeffrey  Gan^ 
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time  for  work  to 
ave  a  flexible  address. 


's  time  for  Treo. 
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he  first  time,Treo,  Sprint,  and  Good  come  together  to  deliver  an  end-to-end  mobile  solution  for  business. 

Sprint  PCS  Vision  Smart  Device  Treo  650- powered  by  Intel"  Mobile  Media  Technology-combines  phone, 
!il  and  web  access*  with  the  Sprint  Nationwide  PCS  Network.  Plus,  GoodLink  means  real-time  wireless 
>s  to  Microsoft  Outlook  for  all  email,  calendaring,  notes,  and  attachments. 
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Call  1-888-730-3282  by  Sept.  10  to  take 
advantage  of  special  offers. 
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Good 


Sprint 


s  service  plan  required.  Email  and  web  require  wireless  data  services  and  additional  charges  apply.  Coverage  not  available  everywhere.  Devices  available  from  participating 
i  and  may  change  depending  on  availability.  Offer  subject  to  change.  May  not  be  combinable  with  other  offers.  Screen  image  simulated.  ©2005  Palm,  Inc.  All  rights 
d  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  owned  by  or  licensed  to  Palm,  Inc.  Sprint,  the  diamond  logo,  and  all  Sprint  trademarks  are  property  of 
lommunications  Company  LP.  Good,  Good  Technology,  the  Good  logo,  and  GoodLink  are  trademarks  or  registered  tiademarks  of  Good  Technology,  Inc.  All  other  marks  are 
j  uf  their  respective  owners. 
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A  LAB  GROWS 
AT  LONDON 
B-SCHOOL 

Gary  Hamel,  the  influential 
strategy  guru  who  invented 
such  seminal  concepts  as 
"strategic  intent"  and  "core 
competency,"  has  been  quiet 
lately.  He  hasn't  published  a 
book  in  five  years,  but  now 
he's  helping  London  Business 
School  launch  what  it  is 
billing  as  the  world's  first 
university-based  manage- 
ment innovation  lab. 

Hamel,  50,  believes  most 
big  companies  aren't  good  at 
creating  innovative  manage- 
ment processes-they're  built 
to  create  products.  "How  do 
you  come  up  with  new  ideas 
and  test  them?"  he  says. 
Hence  the  Management 
Innovation  Lab,  which  would 
bring  companies  and  schol- 
ars together.  Hamel  expects 
to  have  a  half-dozen 
professors  working  with  at 
least  five  outfits  within  two 
years.  The  task  is  well  suited 
to  a  European  B-school: 
While  U.S.  profs,  Hamel  says, 
are  "absorbed  in  papers"  and 
getting  published  in  research 
journals,  in  Europe  business 
schools  are  "more  closely 
connected  to  the  real  world." 
Here's  his  chance  to  prove 
it.  -Whitney  Sparks 


RETAIL  DETAIL 

YOUR  AD 
RECEIVER 
IS  RINGING 

SHOPPERS  HAVE  GOTTEN  used 

to  fielding  cell-phone  calls  in 
stores  from  family  members 
suggesting  things  they  might 
pick  up.  Now  retailers 
themselves  are  jumping  into 
the  act.  Walk  into  a  pilot  store 
of  the  f.y.e.  or  Coconuts  audio- 
video  chains,  and  your 
Bluetooth-enabled  phone 
may  get  a  text  message 
asking  if  you  mind  being  hit 
with  ads  and  product 
samples  as  you  shop.  Those 
who  opt  in  receive  movie 
trailers,  music  downloads, 
and  game  come-ons. 

The  system  is  being  tested 
in  10  stores,  with  an  eye 
toward  rolling  it  out  to  most 
of  the  850  outlets  owned  bv 


ROUGHING  IT 

FARM  LIVING 
IS  THE  LIFE 
FOR  THEM 

IN  AN  ATTEMPT  to  tap  into 
what  it  calls  "new  ruralism." 
a  Florida  developer  is  betting 
that  wealthy  Americans  are 
eager  to  escape  suburban 


Trans  World  Entertainment 

(TWE).  Greg  Harper,  a  senior 
strategic  adviser  at  TWE,  says 
messages  will  go  only  to  those 
shoppers  who  grant 
permission:  "You  have  to  say 
yes'  before  we  send  anything 
to  your  phone."  In-store 
kiosks  tell  shoppers  how  to  set 
their  phones  to  get  that 


sprawl  and  spend  weekends 
working  the  land.  St.  Joe  Co. 
has  broken  ground  on  the 
first  of  three  planned  projects 
in  northwestern  Florida.  The 
lots  run  as  large  as  150  acres. 
But  these  are  hardly  for  cow- 
pokes:  Amenities  include 
fitness  centers,  watercraft 
rentals,  and  oyster  roasts. 
St.  Joe  says  the  first  134 
lots  were  oversubscribed  at 
its  RiverCamps  development 
on  Crooked  Creek,  130  miles 
west  of  Tallahassee.  The  lat- 
est group  of  lots  went  on  sale 
with  an  average  price  of 
S342,900.  To  maximize  the 
getaway  experience,  St.  Joe 
has  a  "camp  master"  to  co- 
ordinate activities  such  as 
kayaking,  nature  study,  and 
stargazing.  Owners  can  sub- 
mit requests  to  the  concierge 
staff,  such  as  stocking  a  re- 
frigerator prior  to  arrival,  at  a 
Web  site.  Fire  up  the  Mer- 
cedes SUV— we're  heading  for 
the  woods.     -Rishi  Chhatwal 


Fantastic  Four  movie  i 
they  see  playing  in  the  i 
TWE  says  it  hasn't  had 
complaints  yet. 

If  the  test  takes  off,  e>\ 
TWE  to  add  partnership 
with  game  and  movie 
companies.  In  advertisi 
there's  no  such  thing  as  I 
"bus)'"  signal.      -Davi\ 


THE  STAT 


The  percentage  o^ 
North  American 
executives  who 
think  new  laws 
on  corporate 
governance  raise 
costs  without 
improving 
governance.  Only 
53%  of  European 
and  42%  of  Asianl 
and  Latin  AmericJ 
executives  agree. 


Data 
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=  Certified  Pre-Owned 


Find  the  Certified  Pre-Owned  BMW  that  was  meant  for  you. 

With  our  wide  selection  of  premium  past-year  BMWs  and  a  protection  plan  that  covers 
you  for  up  to  6  years  or  100,000  miles,*  the  inevitable  can  happen  as  soon  as  you  desire. 


o 


ection  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New  Vehicle 
Limited  Warranty.  See  participating  BMW  center  for  details.  For  more  information,  call  1-888-31 1-4BMW  or  visit  bmwusa.com. 
©2005  BMW  of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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Many  households  would 
like  to  save  for  retirement, 
but  the  government  won't 
let  them!" 


SPECIAL  ANNUM. 


BusinessW 


-Doug  Spalding      ;g 
Mill  Creek,  Va. 


GOLD  FOR 

THE  GOLDEN  YEARS 

IN  "DOES  A  ROTH  401(k)  fit  your  future?" 
(Retirement  Guide,  July  25)  Robert  Reby 
gives  his  example  of  how  a  Roth  401(k)  is 
"a  great  thing  for  future  gratification."  You 
earn  $22,500,  pay  $7,500  (33S%)  tax,  in- 
vest the  remaining  $15,000,  which  triples 
by  retirement  to  $45,000,  which  you  get  to 
keep.  But  if  you  earn  $22,500  and  put  it  all 
into  a  traditional  401(k),  it  triples  to 
$67,500.  You  then  pay  $22,500  (33S%)  in 
taxes  and  get  to  keep  $45,000— the  same 
as  the  Roth  401(k).  You  cannot  ignore  the 
$7,500  you  pay  up  front  on  the  Roth. 

The  Roth  is  better  if  the  applicable  tax 
rate  is  going  to  be  higher  when  you  take  it 
out  than  when  you  put  it  in.  For  middle- 
class  Americans,  who  will  take  a  pay  cut 
and  have  a  lower  tax  rate  when  they  retire, 
the  traditional  401(k)  or  individual  retire- 
ment account  is  best. 

-Robert  Harrison 
Vassar,  Mich. 

MANY  HOUSEHOLDS  would  like  to  save 
for  retirement,  but  the  government  won't 
let  them!  My  family  bought  a  fourplex 
[house]  in  1974.  The  IRS  holds  that  there  is 
no  difference  between  holding  a  stock  or 


bond  and  running  a  building.  The 
both  passive  investments!  As  a  teache 
asked  my  students  if  they  think  sho\ 
snow,  mowing  grass,  replacing  pluri 
fixtures,  painting,  cleaning  carpets,  i 
work.  Their  response:  "Well,  duh!" 
An  IRS  agent  told  me  that  people 
ing  rental  property  can't  contribute 
IRA  because  the  building  produces  tl  | 
come.  I  then  said:  "So  I  take  it  a  fa 
can't  have  an  IRA?"  The  agent  replied 
course,  farmers  can  have  iRAs.  It  s  a 
work  to  farm.  They  have  to  plow,  pla 
rigate,  fertilize,  treat  for  weeds  and 
and  harvest."  I  said,  "But  the  fiel 
duces  the  crop,  not  the  farmer.  So 
the  difference?"  He  was  silent 

-DougSpau 
Mill  Crec 

JOHN  HART 

AND 'THE  RICH  BOYS' 

I  AM  WRITING  on  behalf  of  John 
principal   of  Milio   International 
whose  company  was  incorrecdy 
sented  in  "The  Rich  boys"  (Investig 
Report,  July  18)  as  being  part  of  or  i 
how  involved  with  the  network  or  ] 
of  Marc  Rich.  John  Hart  did  briefly  | 
for  Marc  Rich  &  Co.  Investments 
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1EN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


siness,  keeping  people  and  information  connected  is  critical  to 
ng  customers  satisfied.  And  yet,  at  any  given  moment,  any 
>er  of  events  can  easily  derail  that  connection.  That's  why  you 
a  company  like  SunGard  on  your  side.  Our  Information  Availability 
ons  provide  redundant  systems  and  networks  at  over  60  secure 
:ies  worldwide  to  make  sure  your  customers,  employees  and 
iers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 
nplete  control  of  your  data  and  applications.  So  while  you're  busy 
ig  your  business,  we're  busy  making  sure  your  business  is  up  and 
^g.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%* 
visit  www.availability.sungard.com  or  call  1-800-468-7483 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected™ 


'Potential  savings  based  on  IDC  White  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy 


People  like  Victor  are  the  reason 
for  an  investment  firm  like  ours. 

RAYMOND  JAMES 


Readers 


CORRECTIONS  &  CLARIFICATION 

In  "The  state  of  surveillance"  (Cover  Stc 
Aug.  8),  the  Monell  Chemical  Senses 
Center  is  no  longer  affiliated  with  the 
University  of  Pennsylvania. 


1998.  Hart  and  his  team  joined  after 
than  eight  years  working  at  1 
Brothers  (Phibro),  the  commodity 
arm  of  Salomon  Inc.  Hart  and  his 
left  Marc  Rich  &  Co.  after  less  thj 
months  because  of  vastly  confli 
business  philosophies. 

-Carrie  B 
Milio  Internationa 

JUST  HOW  GOOD  IS  GENE  M  ARCI 
AT  BEATING  THE  AVERAGES? 

RE  "MARCIAL'S  HITS  and  misses, 
nance,  July  18):  As  a  professional  m 
manager  for  the  past  25  years,  I  know 
difficult  it  is  to  beat  the  benchmarks' 
sistenuy.  That's  why  I  have  been  impr» 
with  Gene  Martial's  knack  for  pit 
stocks  and  achieving  returns  that  oi; 
form  the  market  year  in  and  year  out 
However,  the  math  does  not  suppo- 
contention  of  the  subhead  ("His  L 
Wall  Street  column  did  well  over 
months,  not  as  well  longer  term").  Ir 
over  six  months,  Marcial  signincand; 
performed  the  Dow  Jones  industrial 
age  and  NASDAQ.  In  your  effort  to  n. 
late  the  tone  of  the  headline,  acci 
might  have  been  an  unintended  casb 
-John  Moloney,  Chaii 
M&R  Capital  Managemen 
New 

YOU  CLAIM  that  Marcial's  stock  pick 
well  over  a  three-month  period,  and 
he  had  "a  few"  strikeouts.  Viewed  d 
endy,  only  56%  of  Marcial's  three-mc 
horizon  stocks,  and  only  53%  of  th< 
month  picks,  made  money— number 
not  significantly  over  the  50-50  rate 
would  expect  from  the  dart  board 
proach  to  stockpicking.  If  a  stock 
money,  what  else  can  you  call  it  t 
strikeout?  Marcial's  column  is  ar 
thought-provoking,  but  please  do 
parse  the  statistics  to  make  him  seem 
stantially  better— or  worse— than  an 
else  trying  to  outwit  the  market. 

-Xavierl 
Evans 

GENE  MARCIAL'S  performance  r 
would  be  presented  more  realistic 
readers  if  his  trades  were  calculated 
the  Friday  opening  price,  following 
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day  after  close  release,  rather  than 
hursday  close.  A  second  weakness 
buld  be  stated  is  that  his  calculated 
vted  performance  is  before  commis- 
harges  have  been  deducted  on  152 
ades  and  152  sell  trades. 

-Conrad  Leslie 
Oxford,  Ohio 

ERS 
IE  HEART 

kN  internist  who  has  been  practicing 
management"  for  the  past  several 
uid  who  has  witnessed  heart  attacks 
e  call  for  invasive  cardiac  procedures 

clientele  virtually  disappear  ("Is 
iurgery  worth  it?"  News:  Analysis  & 
lientary,  July  18).  With  more  than 
^,000  patients,  I  have  not  hospital- 

nonsmoker  for  an  acute  coronary 
during  the  past  seven  years, 
j-sicians  are  reimbursed  generously 
garment,  penuriously  for  preven- 
tounseling  patients,  outlining  drug 
[lent  options,  and  applying  tech- 
>  to  foster  compliance  are  all  labor- 
ive.  With  reimbursements  opti- 

for  churning  people  through  the 
nd  with  a  greater  than  20%  reduc- 
|i  Medicare-allowed  fees  per  visit 
ng,  preventive  doctor-to-patient 
eling  is  becoming  obsolete. 
Jth-care  inflation  would  be  much 
for  the  U.S.  to  manage  if  we  based 
ive  to  providers  on  outcome  rather 
a  process.  We  have  a  good  model  for 
c  is  how  the  business  world  works. 
-Harvey  Lerner,  M.D. 
St.  James,  N.Y. 

SS  I'M  AN  urban  legend.  I'm  that 
active  post-surgery  patient  Dr. 

M.  Hadler  described  as  such  in 
-tide  on  heart  surgery.  Ten  weeks  af- 

triple  bypass  in  May,  1995  (at  age 
vas  riding  bicycles  around  Block  Is- 
R.I.,  with  my  then-teenage  son, 
ling  that  would  have  been  impossi- 
bre  the  operation  because  of  angina, 
dler  cites  the  risk  of  surgery  but  says 
Dout  the  risk  of  having  a  fatal  heart 
while  waiting  for  drug  therapy  to 
yhen  the  left  anterior  descending  ar- 
more  than  95%  blocked,  as  it  was  in 
>e.  I'll  take  the  known  risk  of  sur- 
)ver  the  unknown  but  probably 

risk  of  waiting  for  drugs  to  kick  in 
verse  clogging  any  time. 

-Michael  J.  Clowes 
Huntington,  N.Y. 

0  REVITALIZE 
:CH  MARKETPLACE 

OOLOGY  companies  continue  to 


build  better,  faster,  cheaper,  and  more  in- 
tegrated versions  of  traditional  products 
("Too  much  cash,  too  little  innovation," 
Information  Technology,  July  18).  But 
more  aggressive  innovation  that  provides 
users  with  new,  higher-value  service  could 
revitalize  the  tech  marketplace.  For  exam- 
ple, many  customers— large  and  small- 
need  products  and  services  based  on  the 
information  demand- centric  realities  of 
how  those  organizations  and  people 
work.  Yet  the  industry  seems  mired  in  im- 
proving information  supply-centric  prod- 
ucts that  force  customers  to  learn  how  in- 
formation is  indexed  and  guess  at  words 
that  might  appear  in  useful  documents. 
-Thomas  J.  Buckholtz 
Portola  Valley,  Calif. 
Editor's  note:  As  a  U.S.  General  Services 
Administration  commissioner  (1989-93), 
the  writer  led  procurement  of  $60  billion 
of  information  technology  services  and 
equipment  for  the  executive  branch. 
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Saving  for 
twins'  college. 


Caring  for  two    i  I 
generations. 


Enjoying 
investment  income. 


Opening  a 
coffee  house. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 
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Voicesoflnnovation 


The  Net's 


Free  Force 


IT'S  A  HOT,  humid  night  in  New  York 
City  in  early  June,  and  Craig  Newmark 
is  trying  to  play  it  cool.  Newmark, 
creator  of  the  community  Web  site 
craigslist,  wipes  his  brow  and  walks 
up  to  the  stage  in  Gotham  Hall  to 
receive  the  Person  of  the  Year  award  at 
the  9th  annual  Webby  Awards.  He 
gives  a  five-word  acceptance  speech, 


shakes  the  hand  of  host  Rob  Corddry,  and  walks  off  the  stage. 
"Congratulations,  Craig,"  says  Corddry,  a  deadpan 
correspondent  for  The  Daily  Show,  waving  his  hand  in  the  air. 
"Thanks  for  helping  me  get  chlamydia." 

The  crack  drew  chuckles,  but  no  one  denies  that  Newmarks 
creation,  craigslist.org,  has  helped  lots  of 
folks  hook  up.  The  site,  which  turns  10  years 
old  this  August,  is  a  sprawling  classified  ad 
network  where  visitors  find  jobs,  couches, 
consorts,  and  who  knows  what  else. 

A  52-year-old  native  of  Morristown,  N.J., 
Newmark  began  craigslist  while  working  as 
a  freelance  software  developer  in  San 
Francisco.  He  created  an  e-mail  list  to  tell  his 
friends  about  art-and-technology  parties  he 
thought  were  cool.  Those  friends  forwarded 
the  e-mail  to  others,  and  soon  the  list  ^^^^^^^^ 

became  the  de  facto  grapevine  for  the  Bay 
Area's  geek  Establishment.  New  readers  sent 
Newmark  their  own  bits,  and  the  list's  utility  grew  with  its 
membership.  "In  a  way,  I've  only  had  one  idea,"  says 
Newmark.  "Everything  comes  from  the  community." 

Newmark  may  be  the  host  of  the  world's  most  inclusive 
happening.  In  the  1990s,  when  the  tech  boom  turned  the  Web 
into  a  story  about  wealth  and  elitism,  Newmark  was  all  about 
giving  the  little  guy  a  break.  While  craigslist  charges  for  help- 
wanted  ads  posted  in  San  Francisco,  Los  Angeles,  and  New 
York— at  $25  to  $75  per  ad— elsewhere  the  listings  are  free. 

That  democratic  ethos  has  fueled  astonishing  growth.  The 
site  now  spans  34  countries,  with  listings  for  175  cities  from 
Burlington,  Vt.,  to  Bangalore.  Nielsen/NetRatings  says  the 
site's  5.7  million  readers— double  the  total  a  year  ago— generate 
1.5  billion  page  views  a  month,  making  it  the  ninth-biggest  U.S. 
portal,  alongside  megasites  such  as  Yahoo!  Consultant 


Craig  Newmark's 
craigslist  is  an 
online  grapevine 
that  generates 
1.5  billion  p 
views  a  mon 


Classified  Intelligence  reckons  the  site  drew  $10  million  in 
revenue  last  year.  But  Newmark  refuses  to  talk  about  sales 
anything  so  crass  as  a  business  model.  "Craigslist  is  about 
authenticity,". says  Howard  Rheingold,  an  authority  on  om 
communities.  "Craig  has  paid  his  dues,  and  people  respect 
In  the  early  days  of  the  Net,  skeptics 
predicted  that  virtual  communities  like 
craigslist  would  sink  in  a  sludge  of  digita 
vandalism.  Newmark  proved  them  wron 
Amid  meteoric  growth,  he  and  a  staff  of  1 
police  the  site,  aided  by  snazzy  software  j 
scores  of  folks  who  e-mail  daily,  alerting 
to  scammers.  "We  don't  run  the  site.  The 
people  who  use  it  run  it,"  he  insists.  WW 
has  worked  at  times  with  prosecutors  to  j 
people  in  jail,  "I  have  no  Batman  fantasie 
^^  except  recreationally,"  he  jokes. 

Like  most  successful  Web  phenomena 
site  is  also  a  disruptive  force,  striking  fa 
among  newspaper  publishers  who  rely  on  classifieds  reve 
Newmark  regrets  undercutting  other  businesses,  but  he's 
eager  to  contribute  to  community  journalism.  He  has  a  bl 
at  cnewmark.com  and  hopes  craigslist  can  serve  as  a  fora 
for  volunteer  journalists  who  can  take  on  hard-hitting  top 
including  investigative  stories.  "I'd  be  willing  to  pay,"  he< 
Newmark  seems  an  unlikely  superstar  of  the  Internet 
Age— balding,  introverted,  and  uninterested  in  spin 
equity  into  gold.  So  much  the  better,  say  many  fans.  It's 
outsider  mentality  that  has  made  so  many  people  trust  til 


ever-reluctant  Net  celebrity. 


misinosMU'ok  online 


-By  Spencer  E. 


For  a  video  view  with  Newmark,  go  to 
businessweek.com/mediacenter/list/technology001.htm 
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Cubicles  in  the  form  of  wide-open  spaces. 

Corner  offices  that  look  like  company  cafeterias. 
No  matter  where  you  wander  to  find  inspiration, 
the  wireless,  self-defending  networks  of  Cisco 
let  you  access  the  office  anytime,  anywhere. 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby 
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-W     i         BY  STEPHEN  H.WILDSTROM 


Cell  Phones  for  the  Sandlot 

For  many  parents,  the  idea  of  a  wireless  phone  for  pre-teeners  sets  off  an| 
approach-avoidance  conflict.  It's  appealing  to  be  able  to  reach  your  kids 
an  emergency  or  just  tell  them  you're  running  late.  But  cell  phones  also 
be  an  opportunity  for  mischief  as  well  as  sky-high  bills.  And  the  many 
buttons  on  most  handsets  would  be  difficult  for  small  children  to  use. 


Two  new  products— the  Firefly  from  Firefly 
Mobile,  and  TicTalk  from  Enfora— aim  to 
address  these  concerns.  They  follow  different 
paths  to  the  goal  of  letting  parents  control 
whom  their  kids  talk  to  and  how  much  time 
they  spend  on  the  phone.  This  restricted  use 
will  probably  limit  the  market  for  these  phones 
mostly  to  kids  age  10  and  under.  (A  review  of 
prepaid  plans  for  teens  appears  on  page  90.) 

Of  the  two  products,  I  suspect  that  Firefly,  a 
brighdy  colored  semi-transparent  phone  with 
five  big  lighted  buttons  on  the  front,  will  appeal 
more  to  kids,  but  parents  may  find  the  setup 
process  discouraging.  TicTalk  is 
a  bit  drab,  but  it  offers  better  THE  FIREFLY  IS 

parental  controls,  with  easier  BRIGHTLY  LIT 

setup  via  a  Web  page. 

The  charm  of  Firefly,  intended  for  children  as  young  as  6,  is 
extreme  simplicity.  Two  of  the  buttons  on  the  front  are  the 
standard  green  and  red  phone  buttons  for  initiating  and 
ending  calls.  A  third  brings  up  the  phone  book.  The 
remaining  two  have  icons  that  represent  mom  and  dad,  and 
you  program  them  to  dial  with  one  click.  There  are  also  three 
buttons  on  the  left  to  control  volume  and  the  backlight,  and 
one  on  the  right  that  dials  911  when  you  hold  it  down. 

THE  HEADACHE  FOR  PARENTS  is  that  these  limited  controls 
must  be  used  to  do  all  the  password-protected  programming, 
too.  Entering  the  numbers  for  the  Mom  and  Dad  keys 
requires  using  the  other  keys  to  pick  digits  that  appear  on  the 
tiny  three-line  monochrome  display.  A  similar  method  is  used 
to  add  up  to  20  numbers  to  a  phone  book— the  only  numbers 
'  the  phone  can  call  or  receive  calls  from.  Then  you  have  to  pick 
letters  to  name  the  entry,  a  process  that  makes  entering  data 
with  a  standard  keypad  seem  elegant.  (Firefly  plans  to  add  a 
Web-based  alternative.)  The  Firefly  costs  $100,  including  30 
minutes  of  talk  time.  Additional  prepaid  time  may  be 
purchased  online  for  25<t  per  minute  in  increments  of  $25. 
The  grey-and-black  TicTalk,  available  this  fall  for  under 
$100  with  calls  costing  25<t  a  minute  in  $15  increments,  looks 
like  an  oversize  digital  stopwatch.  It's  aimed  at  older  children 
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than  Firefly's  market.  TicTalk' s  greater  wic 
would  be  a  challenge  for  the  littlest  hands, 
with  only  three  controls— volume  buttons  < 
left  and  a  three-way  rocker  switch  on  the  rig 
whose  function  changes  depending  on  the 
current  menu— it's  a  bit  harder  to  use. 

Setup,  however,  is  done  from  a  PC  on  a  W.J 
site,  with  enough  options  to  satisfy  control-f 
parents.  You  can  enter  up  to  13  numbers  the  I 
child  can  call  or  get  calls  from  at  any  time,  pi  I 
10  numbers  with  limited  time  allowances.  Ycf 
can  also  restrict  the  hours  during  which  the*] 
minutes  can  be  used.  And  calls  from  unrest 
numbers— parents,  other  relatives,  nannies-| 
interrupt  a  lower-priority,  restricted  call. 
Parents  can  also  use  the  Web  site  to  creatt  | 
do  lists  and  calendar  items  I 
will  appear  on  the  TicTalk.  M 
they  can  send  text  messages  t 
child  can  reply  to  with  one  of 
canned  responses.  (Since  ther 
no  keypad,  you  can't  send  a 
regular  text  message  from  d^ 
of  these  phones.) 

One  downside  for  the  child 
The  TicTalk  has  the  potential 
f-o  1 V  "h  tvi p  become  an  always-on,  naggin 

~*"^**™  parent.  This  is  only  partly  ofB 

^^^^^^^™  by  a  collection  of  educational 

games  from  Leap  Frog,  most  c 
which  are  too  relentlessly  didactic  to  be  much  fun. 

Balancing  a  parent's  desire  for  control  with  a  child's  no 
for  space  is  one  of  the  toughest  aspects  of  raising  kids.  For 
primary-schoolers,  TicTalk  and  Firefly  strike  a  good  balanc 
offering  them  a  way  to  commune  with  friends  on  a  restrict 
basis  while  providing  parents  with  some  peace  of  mind. 
E-mail:  techandyou@businessweek. 
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regional  hospital  in  the  Chicago  area  teamed  with  Insight  for 
s  major  wireless  initiative.  Insight  devised  an  innovative 
olution  that  integrated  802.11  and  CDMA  networks.  The  end 
esult  is  a  secure,  effective  information  lifeline  that  gives 
hysicians  and  staff  access  to  critical  patient  data  anywhere 
n  the  hospital  campus  and  far  beyond. 
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Harnessing  the  power  of  wireless 
technologies  to  save  money,  time  or  even 
lives  isn't  easy.  That's  why  Insight  brings  you 
a  whole  team  of  experts — certified  networking 
and  data  mobility  specialists — to  help  design 
and  implement  the  effective  data  mobility 
solutions.  Insight  can  equip  your  mobile 
workforce  with  the  all  new  ThinkPad"  T43 
with  integrated  fingerprint  reader  and 
Access  Connections  that  let  you  switch 
effortlessly  between  available  wired  and 
wireless  networks.  Find  out  how  we  can 
make  IT  easier  for  you. 
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Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Late  to  the  Download  Dance 

Broadcast  radio  stations  are  turning  their  Web  sites  into  music  stores  vij 
paid  download  services  that  mimic  Apple  Computer's  enormously  popu 
iTunes.  This  is  such  a  neat  and  intuitive  idea  that  you  have  to  wonder  wl 
took  them  so  long.  J  Then  again,  this  is  a  medium  so  wedded  to  old  ways 
that  it  is  celebrating  the  45  th  anniversary  of  the  payola  scandal  that  tool 


down  pioneering  rock  DJ  Alan  Freed  with  a 
brand-new  payola  scandal. 

Traditional  media  have  become  much 
cozier  with  buying  and  selling— the 
legitimate  kinds— as  stacks  of  shopping 
magazines  and  Queer  Eye  DVDs  attest.  But 
beyond  QVC  and  Home  Shopping  Network, 
Big  Media  has  generally  viewed  trying  to 
make  money  on  consumer  transactions  like 
a  visit  to  relatives  who  live  in  distant  time 
zones:  a  nice  idea,  but  not  worth  the  trouble. 

But  tough  revenue  outlooks  have  a  way 
of  making  such  notions  more  interesting. 
NBC  and  ABC  have  deals  with  a  company 
called  Delivery  Agent  to  sell  items 
glimpsed  on  the  set  of,  say,  Will  &  Grace.  Still,  buying 
through  Delivery  Agent  requires  schlepping  from  the  TV  to 
the  PC,  searching  for  the  item,  and  then  going  through  a 
painstaking  purchase  process. 

Radio  is  better  built  for  impulse  buys.  You  hear  a  song.  You 
remember  a  long-forgotten  summer  night.  You  must  own  the 
song.  Buying  it  is  cheap.  A  trip  to  iTunes— or  a  radio  station's 
Web  site— is  easier  than  driving  to  the  mall.  Selling  music  is 
"a  good  way  to  connect  to  the  essence  of  what  radio  is  about," 
says  Peter  Smyth,  chief  executive  of  Greater  Media,  which 
sells  99<t  downloads  on  nine  of  its  19  stations'  Web  sites.  More 
than  100  U.S.  stations  will  sell  music  this  way  by  fall,  says  Jeff 
Specter,  founder  and  CEO  of  MusicToGo,  a  company  that 
provides  the  Web  technology. 

RADIO'S  NOD  TO  COMMERCE  is  in  part  an  attempt  to  salvage  its 
screwed-up  relationship  with  listeners.  Thanks  to  the  indie- 
label  revolution  of  the  '80s  and  '90s,  the  amount  of 
commercially  available  music  exploded,  fragmenting  the 
mass  market.  Meanwhile,  stations  narrowed  playlists,  turning 
off  ardent  music  fans.  Yet  stations'  profit  margins  stayed 
stratospheric— as  high  as  50%  to  60%,  says  Tom  Taylor,  editor 
of  Inside  Radio— so  they  had  little  incentive  to  revamp. 

Then  along  came  satellite  radio  and  iPods.  It's  true  that 
current  subscriber  totals  for  XM  Satellite  Radio  and  Sirius 
Satellite  Radio  are  still  relatively  tiny.  It's  also  true  that 
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consumers'  embrace  of  satellite  radio 
iPods  places  them  among  the  fastest- 
growing  technologies  of  all  time.  App( 
sold  6.2  million  iPods  last  quarter— a ' 
rise  from  that  quarter  in  2004.  Satellitj 
radio,  which  requires  purchasing  newi 
and  paying  more  than  $100  in  yearly  ij 
is  projected  to  have  nearly  10  million 
subscribers  by  yearend.  It  is  encroach: 
on  the  one  space  commercial  radio 
dominates— the  car— and  playing  wii 
local  weather  and  news.  And  iTunes  n 
includes  software  that  simplifies  findii 
and  playing  podcasts— radio-like 
programming  for  iPods. 

So  why  is  commercial  ra< 
late  to  the  dance?  Granted, 
selling  legal  downloads  is  a 
margin  business.  Stations'  ti 
from  a  song's  sale  is,  liter; 
pennies.  Selling  downloads 
requires  a  conceptual  leap 
faith:  A  sold  song  is  played 
device  other  than  a  radio, 
abet  the  competition. 

Unsurprisingly,  radio  s 
Web  stores  stick  with  fs 
and  smaller  playlists,  so 
sales  hardly  rival  those  of  comprehensive  sites  such  as  i' 
Since  February,  Greater  Media's  online  stores  have  sold  I 
50,000  songs,  says  Smyth;  in  slightly  more  than  two  y 
iTunes  has  sold  more  than  half  a  billion.  "The  savvy  peof 
are  at  iTunes  or  elsewhere  or  are  stealing  it,"  shrugs  Spa 
"This  is  the  McDonald's  of  music  distribution." 

But  the  McDonald's  of  the  world  win  largely  on 
convenience.  In  late  July,  XM  announced  a  deal  with 
Napster.  Compatible  MP3  players  will  tag  songs  for 
purchase  through  Napster  when  hooked  up  to  a  PC.  So 
goes  for  radio:  When  it  finally  does  make  its  move,  a 
competitor  finds  a  way  to  do  it  better.  ■ 

E-mail:  jon_Jme@busii 
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Agilent's  Stock- Option  Drag 


D 


The  millennium  had  barely 
dawned  in  Silicon  Valley,  and 
everything  seemed  possible, 
not  least  for  employees  with 
stock  options.  For  Agilent 
Technologies,  everything  and 
more  could  be  seen  in  its 
stock  price,  162  at  one  wacky 

moment  early  in  2000.  A  Hewlett-Packard 
spin-off,  Agilent  was  all  set  to  carry  on 
HP's  tradition  as  maker  of  the  sharpest 
tools  for  the  world's  smartest  scientists 
and  engineers. 

Today  the  stock  is  near  26.  The  Palo  Alto 
(Calif.)-based  company  remains  a  top  supplier  of  the  test  and 
measurement  gear— oscilloscopes,  tunable  lasers,  DNA 
microarrays,  and  such— used  in  electronics,  telecom,  and 
biotech.  But  there's  market  talk  that  Agilent  will  be  shrinking 
yet  again.  Agilent,  which  is  due  to  report  fiscal  third-quarter 
earnings  on  Aug.  15,  is  keeping  mum  about  rumors  that  it's 
selling  its  semiconductor  division.  If  so,  that  could  lower 
annual  revenue  to  $5.2  billion.  Five  years  back,  revenue  was 
$9.4  billion. 

THE  PROSPECT  OF  AN  INCREDIBLY  shrinking  Agilent  may  have 
actually  lifted  the  shares,  from  an  April  low  near  20,  perhaps 
because  a  sale  of  the  chip  group  could  boost  profitability 
(table).  Yet  after  looking  closely  at  Agilent,  it's  hard  for  me  to 
see  it  as  undervalued.  Agilent's  balance  sheet  remains 
strong— cash  outstrips  debt— and  its  cash  flow  this  year  has 
grown  nicely.  What's  worrisome  is  its  poorer  than  average 
quality  of  reported  earnings.  More  than  most  of  its  peers', 
Agilent's  earnings  are  poised  to  suffer  next  year  when  stricter 
rules  for  employee  stock  options  take  effect.  Long  delayed,  the 


Agilent,  Piece  by  Piece 


SEGMENT 

Test  and  Measurement  $3,014 

Semiconductor  Products  1,929 

Life  Sciences  and  Chemical  Analysis        1.385 
Automated  Test  775 

7,103 


TOTAL 


REVENUE        OPERATING 
INCOME 

$337 
76 

198 

-44 

567 


edApr  30 


Data:  Company  reports  ^^ 
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LAB  ON  A  CHIP 

A  big  seller  for 
Agilent's 
analysis  unit 


new  regulations  seem  inevitable  since 
incoming  Securities  &  Exchange 
Commission  Chairman  Christopher  C 
gave  them  a  nod  in  his  July  26  Senate 
testimony.  For  the  many  technology  o 
that  rely  heavily  on  stock-based  pay,  tb 
bad  news;  for  Agilent,  if  s  really  bad  m 
To  see  what  I  mean,  note  that  for  th 
months  ended  Apr.  30,  Agilent  posted 
income  of  $198  million.  Yet  after  dedu 
the  implied  cost  of  issuing  stock  optio 
employees,  Agilent's  net  income  woulc 
have  come  to  $93  million,  or  47%  of  tl 
reported  figure.  In  fiscal  2004,  ended 
October,  the  gap  was  wider.  Then,  Agi 
net  income  after  stock-based  pay  camt 
just  34%  of  its  reported  net  income. 

Is  this  par  for  the  course?  I  checked 
latest  full-year  results  of  13  rivals.  In  t 
group,  net  income  after  deducting  for 
stock-based  pay  averaged  77%  of  repo 
earnings.  The  biggest  gaps  were  at  Ap 
Biosystems  and  Teradyne.  At  each,  earnings  after  the  co 
stock-based  pay  came  to  44%  of  reported  net.  Most  othe 
however,  had  smaller  gaps.  At  Affymetrix,  net  income  afl 
deducting  for  options  was  68%  of  reported  earnings;  at 
PerkinElmer,  it  was  81%;  at  Varian,  91%;  and  at  Hewlett 
Packard,  it  was  80%. 

How  much  this  might  be  affected  by  any  sale  of  Agilei 
semiconductor  group  is  unknown.  An  Agilent  spokesma 
me,  however,  that  fiscal  2005's  difference  between  repor 
earnings  and  earnings  after  stock-based  pay  charges  she 
be  lower  than  last  year's.  One  reason  is  that,  like  many 
companies,  Agilent  now  is  issuing  fewer  stock  options.  I 
added:  "What  investors  ultimately  care  about  is  cash 
generation,  not  earnings  stuff."  That's  a  fair  point,  for  t± 
investors  who  look  through  reported  earnings  to  cash  flc 
Yet  Agilent  is  by  no  means  cheap  vs.  its  cash  flow, 
commanding  an  enterprise  value  of  nearly  14  times  earn 
before  interest,  taxes,  depreciation,  and  amortization.  It! 
rivals  in  various  businesses  tend  to  trade  nearer  10  time.* 
In  any  case,  there  remain  legions  of  investors  who  do 
bother  with  cash  flows.  To  them,  if  stock-option  expense 
were  being  deducted  from  reported  earnings,  how  wouL 
Agilent  look?  Instead  of  $0.76  a  share,  earnings  over  the 
four  quarters  would  have  been  $0.31.  Agilent's  price-eai 
ratio  would  not  be  34  but  84.  Its  p-e  multiple,  in  other  ^ 
is  one  thing  about  Agilent  that's  not  ready  to  shrink.  ■ 
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n  Economy  This  Warm 
fon't  Cool  on  Its  Own 

>ust  growth  may  require  the  Fed  to  hike  interest  rates  into  2006 


U.S.  ECONOMY 


The  latest  run  of  strong  data  has  turned  a  lot  of 
ds,  especially  because  of  the  unexpected  oomph  it  implies  for  the 
nomy  in  the  second  half.  It  wasn't  supposed  to  be  that  way,  based 
most  forecasts  from  a  few  weeks  ago,  including  projections  from 
Federal  Reserve.  Now  many  economy  watchers  are  raising  their 


.sts  for  the  second  half  into  the  4%  range.  If  that 
rio  plays  out,  it  could  have  big  consequences  for  the 
markets,  inflation,  and  Fed  policy, 
it's  because,  instead  of  slowing  to  a  more  moderate 
hat  would  ease  the  Fed's  concerns  about  future 
on,  the  economy  looks  set  to  continue  to  grow  faster 
its  optimal  "speed  limit"  for  a  third  consecutive 
fhat  rate  is  the  one  fast  enough  to  create  sufficient 
)  keep  all  workers  employed  but  slow  enough  to 
!  price  stability.  It  is  now  generally  recognized  to  be 
a  shade  higher. 

the  past  two  years  the  economy  has  grown  at  an 
d  rate  of  4.1%,  according  to  the  historical  revisions 
gross  domestic  product  reported  by  the  Commerce 
s  Bureau  of  Economic  Analysis  on  July  29. 
lued  rapid  growth  will  keep  using  up  whatever 
emains  in  the  labor  markets  and  in  production 
ity.  And  the  recession  was  so  shallow  that  not  much 
.vas  created  in  the  first  place.  That's  a  road  toward 
r  labor  markets  and  more  upward  pressure  on 
and  prices  that  the  Fed  will  not  want  to  go  down, 
months  the  financial  markets  have  been  looking  for 
d  to  stop  hiking  short-term  interest  rates  when  its 
d  funds  rate  gets  to  a  "neutral"  level,  which  is  the 
rate  that  neither  helps  nor  hurts  growth.  But  if  the 
my  is  zipping  along  at  a  4%  pace  in  the  second  half, 
inflation  keeps  picking  up,  the  Fed  may  feel 
elled  to  blow  right  by  the  neutral  mark  and  push 
o  a  level  that  actually  begins  to  restrict  growth. 

SEA'S  REPORT  on  real  GDP  for  the  second  quarter 
ut  the  case  for  second-half  strength.  The  top-line 
er  showed  that  real  GDP  grew  at  an  annual  rate  of 
last  quarter,  down  from  3.8%  in  the  first  quarter, 
was  the  mix  of  growth  that  was  important.  Overall 
nd  for  U.S.-produced  items  jumped  5.8%  (chart), 
by  an  11%  advance  in  business  oudays  for 
ment  and  a  12.6%  surge  in  exports.  But  a  lot  of  that 
nd  was  satisfied  by  inventories  already  produced  in 
r  quarters.  As  a  result,  after  inventories  had 
>ned  in  the  first  quarter  by  $58.2  billion,  at  an 
d  rate,  business  then  cut  their  goods  on  hand  by 
rillion  in  the  spring.  That  shift  subtracted  2.3 


SURGING  DEMAND  IS 
POWERING  GROWTH 


PERCENT  CHANGE  FROM  PREVIOUS 
QUARTER.  ANNUAL  RATE 

FINAL  SALES  OF 
DOMESTIC  PRODUCT 
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percentage  points  from  the  quarter's  GDP  growth. 

But  that  inventory  drawdown  sets  up  a  rosy  picture 
for  production  in  the  second  half.  Since  businesses  have 
cleared  out  so  much  of  their  excess  stockpiles— a  trend 
seen  most  pointedly  in  the  auto  industry— companies 
will  need  to  ramp  up  production  to  meet  the  gains  in 
demand  in  the  second  half. 

Thaf  s  already 
happening.  Consumer 
spending  got  off  to  a 
roaring  start  in  the  third 
quarter,  with  car  buying 
surging  to  a  20.9-million 
annual  rate  in  July,  the 
second  highest  on  record. 
Plus,  the  industrial  sector 
was  busier  in  July.  The 
Institute  for  Supply 
Management's  business 
activity  index  for 
manufacturers  rose  to 
56.6%,  from  53.8%  in  June.  New  orders  were  up  strongly 
for  the  second  month  in  a  row,  and  the  ISM's  production 
index  increased  to  61.2%,  a  10-month  high. 

The  ISM  said  that  given  past  trends,  the  average  for  the 
index  so  far  this  year  corresponds  to  real  GDP  growth  of 
4.3%.  Given  low  inventories  and  the  surge  in  consumer 
spending  at  the  start  of  the  third  quarter,  growth  of  about 
4%  in  the  third  and  fourth  quarters  looks  very  likely. 

USUALLY  THE  MOST  RECENT  quarter's  GDP  says  the 
most  about  the  outlook  for  growth  and  prices.  But  this 
time  around,  numbers  from  previous  quarters  also  offer 
some  insights.  The  BEA's  annual  revisions,  which  go  back 
to  the  first  quarter  of  2002,  show  that  output  grew  a  bit 
more  slowly,  by  0.3  percentage  point  per  year,  from  2002 
through  the  first  quarter  of  2005  than  earlier  reports  had 
shown.  They  also  show  that  economywide  inflation  was 
0.3  point  per  year  higher. 

Most  important,  the  BEA's  revisions  show  that  the 
Fed's  favored  price  measure,  the  price  index  for  personal 
consumption  expenditures  minus  energy  and  food,  now 
indicates  that  inflation  was  notably  higher  last  year  than 
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previously  thought,  2.2%  instead  of  1.6%  (chart).  For  the 
first  two  quarters  of  2005,  the  annual  rate  is  running  at 
2.1%.  That  means  inflation  last  year  slightly  exceeded  the 
Fed's  expectation,  and  it  is  on  a  pace  to  do  the  same  thing 
this  year.  In  both  2004  and  2005,  the  Fed  projected  that 
this  price  gauge  would  grow  in  the  range  of  1.75%  to  2%. 

Interestingly,  almost  all  of  the  upward  price  revision 
was  in  services,  which  are  labor-intensive  and  less 
sensitive  to  global  competition.  The  PCE  index  now 
shows  service  inflation  rising  at  a  3%  annual  rate  from 
2001  to  the  first  quarter,  instead  of  2.7%.  Service  prices 
rose  at  a  similarly  strong  2.9%  rate  in  the  second  quarter. 
And  in  July,  the  ISM  reported  a  sharp  increase  in  the 
prices  paid  by  nonmanufacturing  companies. 

The  pickup  in  inflation  suggests  that  strong  demand 
may  already  be  straining  some  areas  of  the  labor  market 
and  production  facilities  to  keep  up.  And  the  strains  could 
get  even  worse  if  demand  from  both  consumers  and 
businesses  in  the  second  half  increases  speed. 

FOR  NOW,  THE  BIGGEST  PLUS  in  the  inflation  outlook 
is  that  wage  pressures  remain  tame.  The  employment 
cost  index  for  private  workers  shows  wages,  salaries,  and 
benefits  rising  3.1%  in  the  year  ended  in  the  second 
quarter,  down  from  a  4%  pace  the  previous  year. 

That  slowdown  largely  reflects  a  sharp  slowing  in 
benefits  as  businesses  rein  in  their  health-care  expenses. 
And  with  the  cost  of  benefits  easing,  businesses  can  hire 
more  workers  without  worrying  that  skyrocketing  health- 
care bills  will  ruin  their  bottom  lines. 


But  the  wage  picture  could  change  quickly  if  the 
jobless  rate  heads  toward  4.5%  by  yearend,  which  is 
possibility.  Keep  in  mind  that  real  GDP  averaged  just 
3.6%  in  the  first  half,  and  joblessness  fell  from  5.4% 
in  June.  Tighter  labor  markets  are  likely  to  push  up 
wages,  especially  in  the  service  economy.  Also, 

productivity  is  slowi 
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so  better  efficiencies 
not  offset  the  cost  of 
higher  pay  to  the  exi 
that  they  did  in  the  { 
To  be  sure,  the  gr 
rate  that  defines  the 
economy's 
noninflationary  "sp 
limit,"  or  "sustainatj 
growth  rate"  as  the 
calls  it,  is  always  up 
debate.  The  Fed  do 
publicly  comment  o 
what  that  rate  might  be.  But  it  is  interesting  to  note 
in  its  July  forecast,  the  Fed  projected  that  if  econor 
growth  comes  in  at  its  expectation  of  around  3.5%,  j 
the  unemployment  rate  would  remain  at  5%  and 
inflation  would  hold  steady  at  just  under  2%.  That  tl 
stability  is  a  theoretical  definition  of  the  speed  limit  J 

Preemptive  policy  has  been  a  hallmark  of  the  Fed 
under  Alan  Greenspan.  And  if  the  economy  is  grov 
4%  or  more,  the  Fed  may  not  have  the  leisure  to  waitj 
see  if  a  neutral  policy  will  keep  inflation  in  check. 


•EXCLUDES  ENERGY  AND  FOOD 
Data:  Bureau  ol  Economic  Analysis,  Global  Insight  Inc. 


EURO  ZONE 


A  Weaker  Euro  Gives  Business  a  Boost 


DON'T  BREAK  OUT  the  word 

"recovery"  just  yet,  but  the  worst 
appears  to  be  over  for  the  economy  of 
the  12-nation  euro  zone.  To  be  sure, 
the  area's  long-term  issues  of 
competitiveness  and  restructuring 
will  continue  to  weigh  down 
economic  performance.  But  after  a 
dismal  start  to  the  second  quarter, 
growth  prospects  for  the  second  half, 
at  least,  are  looking  a  shade  brighter. 

Although  consumer 
demand  still  must 
contend  with  drags 
from  weak  job 
markets  and  sagging 
confidence,  the 
business  sector  is 
starting  to  show  new 
life.  Nearly  all  the  July 
business  surveys 
across  the  euro  zone 
came  in  stronger  than 
expected.  Readings  on 
business  confidence 
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bounced  up  in  Germany,  France,  and 
Italy,  and  the  European  Commission's 
July  index  of  economic  sentiment 
across  the  region  rose  for  the  second 
month  in  a  row,  after  a  declining 
trend  going  back  to  last  October. 

Businesses  are  feeling  more 
optimistic  partly  because  of  this  year's 
10%  or  so  drop  in  the  euro,  which  is 
lifting  the  fortunes  of  euro  zone 
exporters  and  shoring  up  the  factory 
sector.  Second-quarter 
profits  are  beating 
expectations. 

Manufacturing  was 
a  big  source  of  the 
second  quarter's 
weakness.  But  in  July, 
the  Reuters  Group 
PLC  purchasing 
managers  index  of 
industrial  activity  rose 
for  the  first  time  in 
four  months. 
Businesses  in  both  the 
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euro  zone  and  the  U.S.  have 
eliminated  their  excess  inventorie 
clearing  the  way  for  orders  and 
production  to  regain  strength. 

The  problem  is  domestic  dema 
With  joblessness  still  close  to  a  ft 
year  high  across  the  region,  cons 
confidence  remains  depressed.  Bt 
even  here,  there  are  some  hopeful 
signs,  as  businesses  start  lookini| 
hire  again.  The  number  of  Frend 
unemployed  fell  in  June,  and  in  Ji 
the  ranks  of  Germany's  unempkr 
shrank  for  the  fourth  month  in  a 

Economists  generally  expect  th 
euro  zone  to  grow  at  an  annual  rai 
1.5%  to  2%  in  the  second  half,  hfl 
2%  or  better  in  2006.  That's  not! 
but  it's  a  brighter  prospect  than 
expected  a  few  months  ago.  And  v 
area-wide  inflation  in  July  runnin| 
2.2%,  above  the  European  Centra 
Bank's  2%  tolerance  range,  a  firm* 
economy  now  all  but  eliminates 
chance  for  a  rate  cut  by  the  ECB. 
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MRELESS  BEYOND  HOTSPOTS.  AT  LAST. 

The  new  Sony  VAIO   T-300  Series  Notebook.  The  most  mobile 

notebook  on  the  planet.  Built  for  life  beyond  hotspots  with  integrated 

wireless  Wide  Area  Network  (WAN)  technology*  So  you  can  go 

ine  virtually  anywhere  the  Cingular  Wireless  national  EDGE  network  is 

available,  making  hotspots  nearly  a  thing  of  the  past.  With  an  ultra- 

ortable  size  and  long  battery  life",  the  Internet  is  now  just  a  press  of  a 

button  away.  It  might  just  compensate  for  the  complete  absence  of 

the  direction-asking  gene,  sony.com/vaio2 

Xcingular 
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iirgen  Schrempp  leaves  behind  a  Mercedes  beset 
w  quality  and  profit  woes.  Now,  Dieter  Zetsche 
mist  take  drastic  measures  to  save  the  maiTiage 
\  ith  Cluysler— or  engineer  a  breakup 
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HEN  EMPLOYEES  ARRIVED 
at  Chrysler's  Auburn 
Hills  (Mich.)  headquar- 
ters on  July  28,  they  were 
greeted  with  astounding 
news:  Dieter  Zetsche,  the 
affable,  52-year-old  CEO 
who  had  led  the  auto  maker's  resurrection, 
was  headed  back  to  Germany  to  head  the  ail- 
ing parent  company.  A  wave  of  excitement 
swept  through  the  headquarters  as  employees 
realized  that  an  executive  who  really  values  the 

American  carmaker  would  run  the  transatlantic  auto  giant.  And 
if  anything,  the  buzz  back  in  Stuttgart,  where  DaimlerChrysler 
is  based,  was  even  better,  as  shareholders  and  executives 
breathed  a  collective  sigh  of  relief.  Finally  CEO  Jiirgen  E. 
Schrempp  was  on  his  way  out,  and  the  company  would  get 
someone  with  the  wherewithal  to  repair  Daimler's  tarnished 
crown  jewel:  Mercedes-Benz.  "Zetsche  is  well  respected  on 
both  sides  of  the  Atlantic,"  says  Joseph  S.  Philippi,  principal  of 
auto  consultant  AutoTrends  in  Short  Hills,  N.J.  "The  board  ob- 
viously thought  he  was  the  right  guy  to  get  the  whole  company 
back  on  track." 

Maybe  so,  but  he  faces  formidable  challenges.  In  the  past 
seven  years,  DaimlerChrysler  has  experienced  a  reversal  rife 
with  irony.  Who  would  have  predicted  that  in  2005,  Chrysler 
would  be  the  healthy  part  of  the  empire— and  Mercedes  the  lag- 
gard? But  it's  true.  Beset  with  humbling  quality  problems,  a 
money-losing  small  car  business,  and  high  production  costs, 


Mercedes  has  gone  from  being  the 
global  benchmark  for  quality  and 
one  of  the  most  profitable  auto 
makers  in  the  world  to  a  money- 
losing  shambles.  For  the  first  half 
of  2005,  the  premium  carmaker 
lost  $1.1  billion.  Clearly,  Zetsche 
will  have  his  work  cut  out  turning 
Mercedes  around. 

But  fixing  the  luxury  brand  is 
only  one  part  of  his  challenge. 
Nearly  seven  years  after  Schrempp 
brought  together  Daimler  and 
Chrysler,  with  the  promise  of 
building  an  auto  maker  with  suffi- 
cient size  to  compete  globally,  the 
question  that  has  dogged  the 
merger  from  the  beginning  re- 
mains: Does  this  marriage  make 
sense?  Schrempp  sold  investors  on 
the  idea  of  an  historic  merger  of  mass  with  class.  Togethe 
cedes  and  Chrysler  would  have  the  money,  clout,  and  knc 
needed  to  produce  next-generation  engine  technologies 
would  produce  a  series  of  small  cars  for  the  world's  em 
middle  classes.  Chrysler  would  tap  into  Mercedes  techi 
and  Chrysler  would  give  Mercedes  the  ideal  hedge  in  a 
luxury  car  market  plateaued.  Synergies  and  cost  savings 
proliferate.  Later,  Schrempp  spent  $2.1  billion  adding  a  s 
Mitsubishi  Motors  to  his  visionary  empire,  hoping  to  ge 
ed  exposure  in  Asia  as  well  as  help  Chrysler  with  sm 
medium-size  cars.  And  he  encouraged  the  growth  of  the 
division  at  Mercedes  as  a  way  into  the  market  for  small, . 
able  cars  in  Europe. 
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ATumultuous  Reign 


There  have  been  more  lows  than  highs  since  Sen 
merged  Daimler  and  Chrysler  almost  seven  year 


DAIMLERCHRYSLER 
STOCK  PRICE 

$108 

1/6/99 


M  OCTOBER,  1998  Daimler 
J  and  Chrysler  Corp.  form  a 
"merger  of  equals."  Chrysler 
head  Robert  Eaton  and  Jtirgen 
Schrempp  become  co-CEOs. 


SEPTEMBER,  1999 

With  Chrysler  sales 
slumping,  Schrempp 
ousts  President  Thomas 
Stallkamp.  Months  later, 
Chrysler  Group  President 
Jim  Holden  is  also  gone. 


APRIL,  2000  Schrempp 
becomes  sole  CEO  after 
Eaton  steps  down. 

SEPTEMBER,  2000 

DaimlerChrysler  pays 
$2.1  billion  for  34%  of 
Mitsubishi  Motors. 


NOVEMBER,  2000 

Chrysler  Group 
earnings  slide  90%, 
to  $470  million. 
Schrempp  names 
Dieter  Zetsche 
chief  executive  of 
the  division. 


FEBRUARY, 

DaimlerChr. 
earnings  pl^ 
the  red.  Fol 

$4.7  billion  > 
lossatChry 
Daimler  lost 
billion  for  2 


.4  %  4 


A  TOAST  AT 
THE  FRANKFURT 
ROURSE 


Since  Jiirgen 
Schrempp 

inked  the 
merger  in  1998, 
the  stock 
is  down  more 
than  50%  from 
its  high  of  108 


ling  worked  out  as  planned.  Far  from  being  the  perfect 
Chrysler  proved  to  be  a  massive  rescue  job  that  sucked 
ons  and  absorbed  German  management  for  years.  Mer- 
ias  lost  share,  reputation,  and  now  is  losing  money.  Syn- 
have  been  few  and  far  between.  Mitsubishi  Motors? 
ir  ditched  the  alliance  after  the  deal  proved  the  lemon  of 
t>ns.  The  Smart  car?  It's  looking  anything  but.  And  the 
certainly  hasn't  helped  the  stock:  Before  the  announce- 
•nt  the  share  price  soaring  10%,  Daimler-Chrysler's  mar- 
hovered  around  $38  billion— just  $2  billion  more  than 
r  paid  to  acquire  Chrysler  in  1998.  Marrying  mass  and 
is  been  far  tougher  than  anyone  ever  imagined. 
Schrempp  leaving,  Zetsche  has  the  unenviable  task  of 


proving  the  wisdom  of  the  original 
vision.  That  will  not  be  easy.  Even 
though  Chrysler  has  made  a  re- 
markable comeback  under 
Zetsche— it  produced  a  third  of  the 
group's  operating  earnings  during 
the  first  half— merger  critics  fret 
that  the  turnaround  is  not  sustain- 
able. They  point  to  the  continuing 
onslaught  from  Asian  carmakers 
and  Chrysler's  history  of  rebound- 
ing, only  to  stumble  anew.  Most 
important,  the  Germans  have  not 
proved  they  can  manage  a  steadily 
profitable,  mass-market  carmaker 
while  recapturing  and  maintaining 
the  7%-plus  margins  that  a  premi- 
^^^^^^^^^^  um  brand  like  Mercedes  should 

produce  year  in  and  year  out. 
That's  the  kind  of  profit  posted  by 
rival  BMW— and  one  that  Mercedes,  too,  might  be  sporting,  giv- 
en more  astute  management. 

The  upshot:  Even  before  he  starts  work  in  Stuttgart,  Zetsche 
is  facing  mounting  pressure  to  prove  that  the  merger  makes 
sense.  The  new  CEO  has  two  basic  choices.  He  must  either 
make  a  much  more  successful  go  of  Schrempp's  strategy  by 
ramping  up  the  technical  and  manufacturing  collaboration  be- 
tween Mercedes  and  Chrysler— and  producing  much  better  fi- 
nancial returns  in  the  process.  Or  he  must  run  the  two  compa- 
nies as  separate  entities,  laying  the  foundation  for  a  possible 
sale  of  Chrysler  in  the  future. 

Having  just  turned  Chrysler  around,  Zetsche  would  be  loath 
to  unload  the  auto  maker  now,  analysts  and  company  insiders 
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03  Chrysler 
sts  a  $1.2  billion 

a  second  quarter, 
a  ring  rebates  and 
id  dealer  stocks. 

)3  Mercedes 
icipitously  in 

y  ratings  of  J. D. 
d  others. 

14  With  losses  piling 

subishi,  Schrempp 
n  board  backing  for 
)n  bailout  to  help 
ze  the  Asian 

Daimler's 

now  shrunk 


FEBRUARY,  2005  Its 

turnaround  gaining 
momentum,  Chrysler 
earns  $1.9  billion 
for  2004,  thanks 
to  stylish  new 
models  such  as 
,    the  300  sedan. 


MARCH,  2005  Quality 
problems  at  Mercedes 
force  the  recall  of  1.3 
million  cars,  the  biggest  in 
the  company's  history. 

APRIL,  2005  Daimler  takes 
a  $960  million  charge  to 
restructure  Smart,  an 

unprofitable  mini  that  has 
cost  $3.6  billion  since  its 
1998  launch.  Mercedes 
posts  a  $1.1  billion  first- 
quarter  loss. 

JULY,  2005  Supervisory 
board  announces  that 
Schrempp  will  step  down 

on  Dec.  31.  Dieter  Zetsche 
is  named  DaimlerChrysler's 
new  CEO. 


News  Cover  Sto 


suggest.  Still,  in  Germany,  bankers  and  private -equity  players 
are  already  talking  about  the  possibility  of  buying  Daimler- 
Chrysler  outright  or  at  least  taking  a  stake  and  pressuring  man- 
agement to  sell  off  pieces.  Dumping  Chrysler  and  the  Smart 
minicar  unit,  say  proponents,  would  allow  Zetsche  to  focus  on 
restoring  Mercedes  to  the  high-margin  premium  auto  maker  it 
once  was. 

Many  argue  that  such  a  divorce  would  be  a  boon  for  in- 
vestors, because  an  unshackled  Mercedes  would  sport  much 
higher  returns  and  therefore  earn  a  much  better  valuation  in 
the  market.  "A  breakup  would  be  the  most  value-creating  route 
for  Zetsche  to  take,"  says  analyst  Stephen  Cheetham  of  Sanford 
C.  Bernstein  in  London.  Based  on  the  multiples  for  comparable 
businesses  and  including  a  discount  for  Chrysler's  pension  and 
health  liabilities,  he  estimates  the  breakup  value  of  Daimler- 
Chrysler  at  $72  billion  to  $96  billion— nearly  double  its  current 
market  cap  of  roughly  $51.5  billion. 

Such  a  scenario,  unthinkable  a  week  ago,  is  now  a  real  pos- 
sibility. For  years,  Schrempp  could  afford  to  fend  off  angry  in- 
vestors because  he  had  in  his  corner  the  company's  single 
largest  shareholder,  Deutsche  Bank.  But  on  July  28,  Germany's 
biggest  lender  sold  down  its  10.4%  stake  to  6.9%.  Amid  rising 
international  competition,  German  companies  and  banks  have 
been  unwinding  their  traditional  cross-shareholdings  for  sev- 
eral years,  but  the  fraying  of  the  Daimler-Deutsche  partnership 
is  a  powerful  signal  that  Germany's  once-cozy  business  culture 
is  increasingly  untenable  (page  40).  Now  the  path  is  clear  for 
any  investor  to  take  a  large  stake  and  push  for  a  restructuring. 
Even  a  hostile  bid  led  by  Germans  close  to  the  establishment 
would  not  be  stopped,  bankers  say. 

For  now,  fixing  Mercedes  has  to  be  Zetsche's  top  priority,  re- 
gardless of  whether  the  merged  company  is  destined  to  stay  to- 
gether or  split.  That's  because  Mercedes  is  beset  by  a  swarm  of 


problems,  from  poor  quality  to  high  labor  costs  and 
ingly  competitive  rivals.  If  Zetsche  can't  turn  Mercedes 
no  amount  of  dealmaking  is  going  to  secure  his  legacy ; 
s  How  did  Mercedes  manage  to  go  from  one  of  the 
most-admired  premium  brands  to  a  quality  has-been?  0 
son  was  that  it  rushed  out  too  many  new  models,  say  ai 
Under  Schrempp,  Mercedes  expanded  up  and  down  th 
chain,  from  small  cars  such  as  the  A-Class  and  Smart  to 
limos  like  the  $450,000  Maybach.  Not  all  the  models  m 
cent  margins— and  some  lost  money. 


BOOM  AND  BUST 

BUT  IT  WAS  THE  MERGER  with  Chrysler  that  divert 
agement  attention  from  controlling  costs  and  quality 
cedes.  Starting  in  1998,  troops  of  managers  started  floe 
Auburn  Hills  on  a  corporate  jet.  Soon  the  Germans  di& 
that  Chrysler,  which  has  a  long  history  of  boom-and- 
cles,  was  in  much  worse  shape  than  they  anticipated, 
deeply  into  crisis  in  2000,  racking  up  $47  billion  in  o 
losses  the  following  year  alone.  Mercedes  had  to  make 
mate  sacrifice,  squeezing  its  own  costs  to  pump  out  betti 
its  for  the  group.  Analysts  say  Mercedes  demanded  lowe 
from  suppliers  and  allowed  them  to  cut  corners  on  q 
July,  2003,  Mercedes  had  fallen  to  near  the  bottom  of  J, 
er  &  Associates'  reliability  survey. 

Mercedes  is  still  reeling  from  a  series  of  embarrassing" 
of  its  prestige  sedan,  the  E-Class,  which  starts  at  $50,C 
May,  2004,  the  company  suffered  a  spate  of  problems  v 
electronic  brake  control  system,  and  it  recalled  680,000  c 
inspections.  This  year,  in  late  March,  Mercedes  announo 
biggest  recall  in  its  history— 1.3  million  cars  with  faul  ( 


Zetsche's  To-Do  List 

DaimlerChrysler's  CEO-to-be  faces  a  handful 
of  pressing  challenges: 

■  MERCEDES  MAKEOVER  To  restore  the  storied  brand,  Zetsche 
needs  to  end  quality  woes  that  stem  mainly  from  overly  complex 
electronics,  cost-cutting,  and  poor  supplier  oversight.  Another 
challenge:  improving  worker  morale,  eroded  since  the  merger. 

■  LABOR  RELATIONS  Winning  union  backing  to  cut  costs  and  boost 
labor  flexibility  will  be  crucial  at  Mercedes'  German  plants,  where  high 
wages,  short  working  hours,  and  rigid  labor  agreements  hurt  margins. 

■  CHRYSLER'S  RENAISSANCE  Hot  new  models  have  lifted  Chrysler, 
but  the  company  has  rebounded  before  only  to  stumble  anew.  Zetsche 
will  need  to  keep  the  design  revolution  going  and  push  executives  to 
improve  flexibility  and  productivity  at  North  American  plants. 

■  ASIA  CONNECTION  DaimlerChrysler's  strategy  in  Asia  is  in  tatters: 
It  abandoned  a  partnership  with  ailing  Mitsubishi  Motors,  stumbled 
late  into  China,  and  is  reeling  from  recalls.  Zetsche  needs  to  forge  a 
coherent  strategy  and  execute  far  better. 

■  STRATEGIC  FOCUS  The  merger  between  Chrysler  and  Daimler  has 
never  lived  up  to  expectations.  Instead,  weak  returns,  scant  synergy, 
and  a  sinking  stock  have  been  the  result.  Facing  intense  investor  pres- 
sure to  unwind  the  deal,  Zetsche  will  have  to  decide  if  it's  worth  contin- 
uing to  invest  time  and  money  into  making  it  work. 
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labor  work 
longer  hours? 

- 

At  Mercedes, 
already  reeling 
from  a  steep  drop  in 
quality,  cost  cutting 
is  a  top  priority 


made  by  supplier  Robert  Bosch.  Software  bugs  and  the 
x  interfaces  that  allow  the  myriad  electronics  systems  to 

ach  other  are  to  blame  for  many  Mercedes  defects.  Get- 
ch  bugs  out  is  a  fiendishly  hard  job  and  can  often  take 
lie  problems  have  also  pushed  up  costs  and  hurt  profits, 
ar  Mercedes  spent  some  $600  million  to  cover  warran- 
,  analysts  say. 

se,  the  quality  fiasco  has  taken  a  heavy  toll  both  in  Eu- 
hich  accounts  for  76%  of  sales,  and  in  the  U.S.,  where 
o  maker  sells  21%  of  its  vehicles.  Mercedes'  European 

share  slipped  to  4.2%  in  the  first  half  of  2005,  down 
.5%  for  the  same  period  in  2004.  And  last  year,  BMW 
k  Mercedes  as  the  world's  No.  1  luxury  carmaker.  The 

rival— which  took  a  diametrically  opposite  strategy 
chrempp's  and  now  builds  only  premium  cars— contin- 
nake  gains. 

question  is  whether  those  quality  problems  are  being 
d  out.  In  February,  Mercedes  boss  Eckhard  Cordes 
ed  a  costly  quality  offensive  designed  to  cut  the  number 
:ts  and  catch  them  before  cars  leave  the  factory.  That  in- 
forging  a  new  quality  unit  and  making  sure  engineers, 
2rs,  and  production  and  assembly  managers  make  no 
cision  on  engineering  or  purchasing  without  the  ap- 
of  quality  managers.  Long-term,  the  fix  lies  in  designing 
at  are  less  complex,  stripping  out  excess  electronics  and 
ing  testing  before  new  models  go  into  production.  Paul 

president  and  CEO  of  Mercedes  USA,  insists  the  corn- 
efforts  to  improve  quality  are  finally  showing.  In  the  lat- 

Power  initial  quality  survey,  Mercedes  moved  up  from 
n  2004  with  106  problems  per  100  vehicles  to  fifth  with 
any  analysts  are  skeptical.  "It's  really  too  soon  to  tell  on 
les  quality,"  says  Albrecht  Denninghof,  an  analyst  at 
roup  in  Munich.  "We  need  about  12  months  to  see  if 
re  still  problems.'' 

quality  isn't  Zetsche's  only  worry.  He  also  must  whack 
les'  high  manufacturing  costs  in  Germany  and  boost 
tivity  significantly.  That  means  coaxing  unions  to  work 


longer  hours  and  limiting  pay  increas- 
es—something to  which  Germany's 
combative  labor  leaders  are  unlikely  to 
agree.  Another  obstacle  to  cutting  jobs  or 
wages  is  the  labor  pact  that  Schrempp 
signed  in  2004  guaranteeing  the  jobs  of 
Mercedes'  160,000  workers  through 
2012.  To  find  savings,  Zetsche  will  have 
to  focus  on  high  material  costs,  supplier 
agreements,  and  streamlining  manufac- 
turing. Pruning  the  number  of  models  to 
reduce  complexity  would  help  as  well. 
"It  is  high  time  for  a  serious  dose  of  austerity,"  says  Olivier 
Pouteau,  an  analyst  at  Oddo  Securities  in  Paris. 


JUST  ADD  ZING 


SOME  OF  THIS,  TOO,  Cordes  has  begun  to  tackle.  In  February 
he  launched  an  overhaul  of  everything  from  design  and  pur- 
chasing to  production  and  distribution  in  a  program  called 
CORE  (Costs  down,  Revenues  up,  Execution).  The  project's  goal 
is  to  save  $5.6  billion  by  2007  and  restore  a  7%  operating  mar- 
gin at  Mercedes,  up  from  3.3%  last  year.  But  it  now  appears 
likely  that  Cordes  will  no  longer  steer  Mercedes  to  the  finish  line 
and  is  likely  to  leave  Mercedes  by  yearend. 

Fixing  all  that  is  a  mammoth  task,  and  one  that  will  take 
time.  Progress  may  come  faster  as  Zetsche  tackles  the  urgent 
problems  facing  the  Smart  minicar  unit,  launched  with  great 
fanfare  by  Schrempp  in  1998.  Smart  will  cost  Mercedes  $1.4  bil- 
lion in  restructuring  costs  this  year  alone.  On  top  of  that,  it  has 
lost  an  estimated  $3.6  billion  since  its  launch  and  will  not  break 
even  before  2007,  racking  up  $600  million  in  losses  this  year. 
The  original  two-seater  Fortwo  never  hit  the  company's  sales 
targets,  and  subsequent  derivatives  like  the  unpopular  Forfour 
sold  only  40,000  units  last  year— well  off  Mercedes'  planned- 
for  production  of  150,000.  Without  a  family  of  models,  it  will  be 
hard  for  the  Smart  to  break  even.  Still,  analysts  say  Zetsche 
should  pull  the  plug  on  the  Forfour,  even  though  that  would 
generate  a  huge  earnings  hit  from  compensation  payments  to 
suppliers  for  their  investments,  or  seek  a  partner. 

Wooing  back  customers  will  also  mean  putting  some  zing  in 
the  model  lineup.  New  models  are  in  the  pipeline,  including 
the  vaunted  S-Class  sedan,  which  will  be  unveiled  in  Septem- 
ber, and  the  new  M-Class  sport  utility  vehicle— and  not  a  mo- 
ment too  soon:  Sales  of  two  of  the  company's  key  profit  en- 
gines, the  E-Class  and  C-Class,  have  plunged  30%  to  35%  this 
year,  buffeted  by  reports  of  quality  problems.  They  are  also 
dowdy  compared  with  hot  new  models  from  the  competition, 
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One  of  the  new 
models  whose  sales  have  the 
division  firing  on  all  cylinders 


such  as  the  Audi  A6  and  the 
BMW  3  Series.  Another  eventu- 
al sales  engine  could  be  the  R- 
Class  crossover,  due  out  in 
2006.  It  will  offer  the  off-road 
ability  of  an  SUV,  the  roominess 
of  a  minivan,  and  the  interior 
and  handling  of  a  luxury  sedan. 
The  B-class,  a  similar  concept 
in  a  smaller  package,  hit  Ger- 
man showrooms  this  spring 
and  has  been  selling  briskly. 

Chrysler,  in  contrast,  is  firing 
on  all  cylinders— and  after 
years  of  draining  billions  of 
dollars  from  its  parent,  it's  now 
helping  keep  the  group  in  the 
black.  But  much  of  Chrysler's 
turnaround  success  rests  on  a 
handful  of  stylish  new  cars,  in- 
cluding the  Chrysler  300  sedan 
and  the  Dodge  Magnum  wag- 
on. The  question  is  whether  Chrysler  can  keep  the  hits  coming 
and  can  boost  its  profits  and  return-on-investment  enough  to 
make  it  worth  hanging  on  to.  To  quiet  critics  in  Germany, 
Zetsche  must  prove  that  Chrysler  fits  in  the  Daimler  family- 
meaning  he  will  have  to  do  a  far  better  job  of  proving  that  the 
marriage  should  be  saved. 


SLIM  MARGINS 


FOR  NOW,  MOST  ANALYSTS  think  Chrysler  has  a  good  enough 
product  plan  to  stay  competitive.  But  the  new  cars  will  have  to 
sell,  and  there's  no  guarantee  they  will,  especially  the  next  gen- 
eration of  midsize  cars,  which  arrive  next  year  and  were  built 
with  the  help  of  Mitsubishi  Motors  Corp.  The  midsize  segment 
is  crowded,  and  if  s  one  in  which  the  Japanese  are  preeminent. 
Longer  term,  with  Mitsubishi  now  out  of  the  picture,  Chrysler 


Spinning  Its  Wheels 

How  DaimlerChrysler  stacks  up  against  global  carmaking  peers 
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will  have  to  find  a  new  partner  to  develop  small  and  i 
cars— or  spend  more  of  its  own  cash. 

Boosting  profits  won't  be  easy,  either.  The  price  war  wit 
eral  Motors  Corp.  and  Ford  Motor  Co.  is  forcing  Chry 
spend  more  than  $5,000  a  vehicle  in  incentives,  says  Art ! 
la,  president  of  CNW  Marketing  Research  Inc.  in  Bando 
Even  the  300  sedan  is  carrying  rebates.  Plus,  union  contrac 
Chrysler  higher  retiree  pension  and  health-care  costs  thar 
carmakers,  and  its  plants  still  are  not  as  productive.  The 
suit:  Chrysler's  pretax  margins  are  less  than  3%.  That'; 
than  GM  or  Ford  but  much  less  than  major  international  ] 
like  Toyota  and  Nissan  Motor  Co.  earn,  and  well  below  th 
itability  of  a  prestige  carmaker  like  BMW— or  of  Mercede 
it  running  smoothly.  Numbers  like  that  fuel  the  argume 
even  a  robust  mass-market  company  such  as  Chrysler  will 
water  down  the  earnings  power  of  a  healthy  Mercedes. 
One  way  to  boost  profits  is  to  become  an  even  leaner 

facturer.  Incoming  Chrysk 
Tom  LaSorda,  a  manufac 
whiz,  plans  to  take  Zetsche': 
on  plant  flexibility  to  an 
higher  level.  The  comp; 
launching  a  new  program 
stall  new  high-tech  roboi 
U.S.  assembly  plants  that 
low  the  company  to  build  $ 
different  types  of  vehicles 
one  roof,  the  way  Toyota  an 
san  do.  The  robots  will  saw 
than  $1  billion  over  the  ne 
years,  says  Frank  Ewas 
Chrysler  senior  vice-presidi 
manufacturing— savings  th 
drop  straight  to  the  bottom 
While  Chrysler  says  it  is 
ing  more  design  and  engin 
work  with  Mercedes,  th 
companies  still  do  not  ha 
kind  of  money-saving 
that  Nissan  and  Toyota  g< 
in  their  own  global  ope: 
Nissan,  for  example,  has 
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engine  that  goes  in  its  family  sedans,  pickups,  minivans,  luxu- 
ry cars,  and  SUVs.  Chrysler  and  Mercedes  cars  don't  share  big- 
ticket  items  like  an  engine. 

Zetsche  may  push  for  more  collaboration  between  Chrysler 
and  Mercedes.  Thomas  T.  Stallkamp,  a  partner  with  private-eq- 
uity firm  Ripplewood  Holdings  LLC  and  former  Chrysler  Group 
CEO,  says  they  can  go  further  on  sharing  parts  like  suspensions, 
engine  blocks,  and  cylinder  heads.  They  could  also  do  more 
platform  sharing.  In  the  future,  they  could  share  hybrid-electric 
car  systems  and  fuel  cells. 
"The  merger  still  makes 
sense,"  Stallkamp  says. 
"They  just  need  to  move 
faster  with  integration." 

The  question  is  whether 
investors  will  give  Zetsche 
time  to  make  it  work.  Al- 
though he  himself  may  not 
be  keen  to  hive  off  Chrysler, 
some  bankers  in  Europe  say 
big  investors  could  force  his 
hand.  Deutsche  Bank  has  al- 
ready signaled  it  will  sell  off 
its  remaining  6.9%  share 
in  DaimlerChrysler.  That 
would  pave  the  way  for  an 
investor  to  take  a  major 
stake.  "One  could  have  a 

Kirk      Kerkorian-like      SitUa-       Data  Company  Reports 

tion,"  says  a  senior  banker  at  a  major  investment  bank  who 
asked  not  to  be  named. 

Zetsche  may  also  pare  some  of  DaimlerChrysler's  opera- 
tions to  get  the  company  back  up  to  full  speed.  Chinese  auto 
makers  are  eyeing  a  purchase  of  the  Smart  business  to  tap  its 
brand  and  Western  product  design,  according  to  one  banker. 
There's  talk  on  Wall  Street  that  some  companies  and  invest- 
ment firms  may  also  be  interested  in  buying  Daimler- 
Chrysler's  one-third  stake  in  aerospace  giant  EADS,  which 
could  go  for  between  $5  billion  and  $6  billion.  London  buyout 
firm  CVC  Capital  Partners  has  been  rumored  to  be  in  talks  to 
buy  a  chunk  of  DaimlerChrysler.  CVC  declined  to  comment. 


DUBIOUS  PROSPECT 

BUT  BANKERS  SAY  it's  unlikely  that  private-equity  players 
will  swoop  in,  buy  the  entire  company  and  break  it  up— sell- 
ing off  Chrysler  and  the  commercial  truck  unit.  For  one  thing, 
it  would  be  prohibitively  expensive  and  difficult  to  finance 
given  the  company's  market  cap  of  $51.5  billion.  Even  for  a 


Now,  Chrysler  is  the  Moneymaker 
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963  million 
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23*2  billion 
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corporate  buyer,  "it 
be  a  huge  swallow," 
senior  investment 
After  all,  the  bigges' 
aged    buyout    in 
remains    Kohlberg 
Roberts'  $30  billion 
sition  of  RJR  Nabiscc 
1989.    The    largest 
then:   the  announo 
billion  buyout  of  Si 
Systems  this  spring 
consortium   of  sev 
vate-equity  firms 
In  fact,  it  might  even  be  difficult  to  find  a  buyer  for 
part  of  the  company  that  is  doing  well— Chrysler.  As  a| 
alone  company,  it  is  a  dubious  prospect,  say  some 
Without  a  larger,  well-heeled  parent  company,  it  could  \ 
investment-grade  credit  rating  during  hard  times, 
would  start  borrowing  money  at  expensive  rates,  whicl 
eat  away  at  the  profits  it  makes  writing  car  loans. 

What's  more,  Chrysler's  75,000  retirees  have  sadc 
company  with  a  pension  plan  that  is  underfunded  by  $8 1 

Chrysler  also  carries  | 
lion  in  unfunded  lor 
retiree   health-care 
tions.  That  means 
quirer  would  probabl 
some  additional  cash  I 
ed  into  Chrysler  just  tcj 
over,  says  one  senior 
in  London  close  to  th| 
pany.  The  problem: 
ler  needs  its  cash  to 
cedes,"    says    the     I 
"There's  not  enough 
to  go  around.  You'd  >| 
ting  off  your  nose  tt 
your  face." 

But  German  banke 
private-equity  guys  .1 
ready  doing  the  math.] 
stein's  Cheetham  es 
Daimler's  commercial-truck  business,  which  earned  i| 
$1.5  billion  in  the  first  six  months  of  2005,  is  worth  $11 1 
to  $28.7  billion.  Mercedes  itself  could  bring  $36  billicl 
suming  the  operating  margin  of  6.5%  it  has  averaged  o\l 
last  nine  years.  The  price  Chrysler  could  fetch  would  d| 
on  its  performance  at  the  time  of  sale.  Cheetham 
could  bring  around  $6  billion  based  on  a  "normal  ope| 
margin"  of  3%.  "We  expect  the  calls  for  a  breakup  to  I 
even  louder,"  he  says. 

With  the  pressure  mounting,  Zetsche  will  have  his  ha 
fixing  all  the  moving  parts  at  Daimler— whether  or  not  1 
riage  between  Mercedes  and  Chrysler  is  forever.  But  1 
umental  task  is  also  sending  a  ripple  of  excitement— anfl 
through  Germany,  from  boardrooms  to  beer  gf 
Retooling  DaimlerChrysler  is  tinkering  with  Germany^ 
and  soul.  And  Dieter  Zetsche  looks  set  to  give  both  a  jof 

-  With  Emily  Thornton  in  iV^ 
and  Ann  Therese  Palmer  in  1 


For  more  on  DaimlerChrysler,  please  visi| 
online  at  www.businessweek.com/extras 
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THE  BELL  TOLLS 
FOR  GERMANY  INC. 

Cozy  relations  between  business,  banks,  and  labor  are  unravel 


HOW  DID  DAIMLERCHRYSLER  CHIEF  EXECU- 
tive  Officer  Jiirgen  Schrempp  survive  as  long  as 
he  did  even  as  the  auto  maker's  profits 
slumped,  its  share  price  plummeted,  and  in- 
vestors clamored  for  his  overthrow?  The  an- 
swer may  well  boil  down  to  two  words:  Ger- 
many Inc.  For  half  a  century  this  matrix  of 
cross-shareholdings,  labor  cooperation,  and  personal  relation- 
ships underpinned  the  economy,  insulating  managers  from 
irate  shareholders  and  the  harsh  demands  of  global  capital. 

In  Daimler's  case,  it  worked  like  this:  Deutsche  Bank  owned 
10.4%  of  the  carmaker.  Former  Deutsche  Bank  Chairman 
Hilmar  Kopper  served  as  chairman  of  the  Daimler  supervisory 
board.  Half  the  seats  on  the  board  were  occupied  by  represen- 
tatives of  Daimler's  German  workers,  who  had  a  promise  from 
Schrempp  not  to  force  layoffs.  Let  the  fund  managers  scream  all 
they  liked.  Kopper's  vote  plus  those  of  the  worker  reps  was 
enough  to  keep  Schrempp  in  power. 

But  the  Daimler  CEO's  abrupt  resignation  is  the  clearest  sign 
yet  that  what  remains  of  Germany  Inc.  is  crumbling.  The  al- 
liance of  bankers,  companies,  and  workers  was  forged  in  the 
dark  days  following  World  War  II,  when  Germany  needed  so- 
cial stability  to  heal  the  wounds  of  fascism  and  rebuild  the 
economy.  But  these  days  no  German  bank  can  afford  to  keep  its 
money  tied  up  in  a  car  company,  especially  one  as  troubled  as 


Daimler.  Germany's  banks,  in  fact,  have  lost  their  domina 
in  global  finance— and  are  under  severe  pressure  from  f 
shareholders  to  boost  returns  to  the  lofty  levels  of  U. 
British  rivals.  In  those  circumstances,  a  decades-old  in 
in  a  carmaker  looks  less  like  a  strategic  pact  and  more 
investment  that  must  be  unwound. 

Deutsche  Bank's  desire  to  reduce  its  Daimler  stake » 
certainly  played  a  role  in  Schrempp's  departure.  As  D. 
shares  soared  as  much  as  11%  on  July  28  on  news  of  dj 
popular  CEO's  exit,  Deutsche  sold  shares  equal  to  a  3-59r 
and  collected  $1.7  billion.  Deutsche  Bank's  sale  "is  the« 
mation  of  a  long-term  trend,"  says  Hans-Dietrich  Win) 
former  CEO  of  Diisseldorf  household  products  maker  I 
and  a  member  of  the  supervisory  boards  of  B 
Lufthansa.  "Germany  Inc.  is  deconsolidating." 

The  drama  at  Daimler  is  likely  to  accelerate  that  pi 
Companies  such  as  insurer  Allianz,  reinsurer  Munich  R 
utility  RWE  have  gradually  sold  off  their  shares  in  Germ 
dustry  to  free  up  capital.  As  the  cross-shareholdings  ha' 
wound  and  the  rules  governing  Germany  Inc.  have  low 
outside  investors  have  smelled  opportunity.  Numerous 
funds— local  and  foreign— have  started  to  accumulate  pot 
in  Germany.  This  rush  of  global  capital  includes  $54  bill 
private  equity.  More  than  half  of  it  remains  to  be  inve 
meaning  there  are  plenty  more  buyouts  to  come. 
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GBACK  As  a  result,  German  managers  now 

ng  strike  receive  almost  daily  reminders  of  the 

feld  by  the  power  of  international  capital.  Earlier 

___  this  year,  the  Children's  Investment 
^^^^^  Fund  Management,  a  London  hedge 
reed  out  Werner  Seifert,  CEO  of  Deutsche  Borse,  operator 
Frankfurt  Stock  Exchange.  The  fund's  8%  stake  was 
to  force  major  changes.  Jana  Partners  LLC,  a  San  Fran- 
dge  fund,  has  taken  a  similar  approach  with  industrial 
aker  SGL  Carbon  in  Wiesbaden.  Since  buying  5%  of  SGL 
ast  year,  Jana  has  persuaded  management  to  sell  the  loss- 
Corrosion  Protection  Div.  and  more 
vely  boost  sales  at  the  Technologies 
dch  makes  high-performance  compo- 
They  pretty  much  have  done  every- 
e've  asked  them  to  do,"  says  Barry  S. 
ein,  Jana  managing  member, 
te-equity  investors  are  just  as  ag- 
as  the  hedge  funds.  Texas  Pacific 
Dought  an  18%  stake  in  Budelsdorf 
obilcom  and  eventually  forced  out 
jm  CEO  Thorsten  Grenz.  Companies 
ed  by  private  equity  now  employ 
38,000  people  and  have  sales  of 
lion,  according  to  the  German  Pri- 
uity  &  Venture  Capital  Assn. 


TSIDE  INFLUENCE 

IMES  THE  NEW  PLAYERS  build  up  the  companies  they 
quired.  But  other  times  they  have  restructured  pretty 
,  shedding  thousands  of  local  jobs.  Unions  such  as  IG 
which  represents  auto  workers,  have  protested,  but  so 

haven't  been  able  to  stop  the  changes.  For  one  thing, 
t  companies  have  steadily  moved  operations  to  Eastern 

forcing  unions  to  make  painful  compromises  to  hold 
eir  remaining  jobs.  A  sex- and- money  scandal  at  Volks- 
las  also  put  a  harsh  spodight  on  the  unions'  dealings 
npanies.  Prosecutors  are  investigating  whether  VW  ex- 

and  a  high-ranking  labor  leader  took  trips  together, 
for  prostitutes  with  company  funds.  The  perception  that 
nave  become  narrow  special-interest  groups  has  placed 
jnong  Germany's  least  trusted  institutions,  according  to 
v  by  McKinsey  &  Co. 

w  Germany  Inc. Works... 

NERSHIP  STRUCTURE  For  years,  the  biggest  companies 
lancial  institutions  controlled  stakes  in  one  another,  offer- 
itual  protection  from  hostile  takeovers  and  outside  pres- 
"his  stability  helped  Germany  rebuild  its  shattered  industry 
Mil,  but  fostered  complacency. 

NAGEMENT-LABOR  TIES  The  system  of  "co-determina- 
ave  labor  50%  of  the  seats  on  corporate  management 
;,  laying  the  foundation  for  decades  of  labor  peace.  The 
jcutive  didn't  have  as  much  power  as  a  U.S.  CEO  and  had 
:onsensus  for  major  decisions. 

rSIDE  CAPITAL  Foreign  investors  had  little  or  no  say  in 
g  companies  or  forcing  management  change.  Cross- 
mergers  and  sell-offs  were  rare. 


In  September,  a  new  government  is  likely  to  bring  more 
change.  Christian  Democratic  Union  leader  Angela  Merkel  has 
a  commanding  lead  in  the  polls  and  has  said  she  will  curtail  the 
power  of  labor  if  she  is  elected  Chancellor.  There  is  speculation 
she  might  even  roll  back  the  system  that  awards  labor  50%  of 
supervisory  board  seats,  the  bedrock  of  union  power. 

Inadvertently,  Merkel  may  also  have  already  accelerated  the 
demise  of  Germany  Inc.  by  threatening  to  reverse  a  2001  tax 
break  on  the  sale  of  company  stakes.  One  theory  circulating  is 
that  Deutsche  decided  to  seek  a  buyer  for  its  Daimler  stake 
while  it  could  still  do  so  tax-free.  For  Daimler,  that  raised  a 
nightmare  scenario  of  hostile  shareholders 
buying  the  shares,  perhaps  even  hedge 
funds  that  would  demand  a  breakup.  Ac- 
cording to  the  theory,  Daimler  decided  to 
force  out  Schrempp,  boosting  the  shares 
and  allowing  Deutsche  Bank  to  cash  out 
on  the  open  market.  Deutsche  Bank  would 
not  comment;  Schrempp  says  his  depar- 
ture is  voluntary. 

If  Merkel  wins,  resistance  is  bound  to  in- 
crease from  unions  and  left-wing  politicians, 
some  of  whom  have  labeled  the  private- 
equity  groups  "locusts."  Public  resentment 
toward  foreign  buyout  firms  has  fueled  sup- 
port for  a  new  "Left  Party"  that  could  get 
the  most  votes  in  East  Germany.  If  the  party  draws  too  many 
voters  from  the  mainstream,  Merkel's  Christian  Democrats 
might  have  to  form  a  coalition  with  the  center-left  Social  De- 
mocrats. Whatever  happens,  unions  will  try  to  slow  the  advance 
of  foreign  capital.  "There  should  be  more  openness  about  what 
hedge  funds  do,"  says  Jorg  Reinbrecht,  an  official  of  the  United 
Services  Union  representing  bank  workers. 

But  the  dissolution  of  Germany  Inc.  is  probably  inevitable. 
Given  the  money  available,  there  is  already  speculation  that 
someone,  perhaps  private-equity  firms  working  in  concert,  will 
go  after  a  blue-chip  company.  Ernst  Fassbender,  co-head  of  in- 
vestment banking  at  Lazard  &  Co.  in  Frankfurt,  is  not  sure  hos- 
tile bids  will  materialize,  but  he's  sure  the  pressure  from  hedge 
funds  and  others  will  prompt  many  German  CEOs  to  shed 
poor-performing  businesses.  "People  understand  they  have  no 
chance  to  escape  this  and  they  might  as  well  be  the  first  mover," 
he  says.  More  movement  may  be  just  what  Germany  needs.  ■ 
-By  Jack  Ewing  in  Frankfurt,  with  Justin  Hibbard  in 

San  Mateo,  Calif. 

...And  How  It's  Changing 

■  OWNERSHIP  STRUCTURE  Companies  are  unwinding  their 
stakes  in  one  another  to  profit  from  a  cut  in  the  capital-gains  tax 
in  2001,  free  up  capital  for  their  main  businesses,  and  reduce  the 
risk  that  noncore  holdings  will  generate  losses.  Suddenly, 
companies  are  subject  to  more  intense  capital  market  pressures. 

■  MANAGEMENT-LABOR  TIES  A  center-right  government  is 
likely  to  assume  power  in  the  fall  and  try  to  curtail  union  clout, 
weakening  ties  between  labor  and  management.  Supervisory 
boards  are  giving  CEOs  more  decision-making  power. 

■  OUTSIDE  CAPITAL  A  glut  of  foreign  investment,  including 
private  equity  funds  that  now  total  $54  billion,  is  putting  pressure 
on  German  companies  to  restructure.  As  a  result,  spin-offs, 
mergers,  and  plant  shutdowns  are  accelerating. 
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REAL  ESTATE 


STEERING  CLEAR 
OF  BUBBLE  TROUBLE 

In  a  relentlessly  inscrutable  housing 
market,  there  are  ways  to  minimize  risk 


LOTS  OF  PEOPLE  THINK 
they  see  bubbles  in  real  es- 
tate, but  few  react  as  strongly 
as  Michael  Stambaugh,  an  in- 
vestment officer  for  a  private 
endowment.  Last  summer  he 
and  his  wife,  Dana,  sold  their 
small  one-bedroom  Manhattan  apartment 
for  $380,000  and  moved  into  a  rental  unit, 
figuring  they  would  stash  their  real  estate 
windfall  in  a  money-market  mutual  fund, 
then  buy  again  when  prices  fell  and  they 
could  get  a  bigger  place.  Unfortunately  for 
them,  Manhattan  prices,  already  sky-high, 
have  risen  30%  in  the  year  since  they  sold. 
Now  the  Stambaughs  couldn't  even  afford 
to  buy  back  their  old  650-square-foot 
apartment.  Waiting  for  the  bubble  to  pop 
is  getting  old  fast.  "Fm  not  here  to  lobby 
for  a  destruction  of  wealth,"  says  Stam- 
baugh. "But  it's  kind  of  frustrating— actu- 
ally, very  frustrating." 

This  is  the  U.S.  real  estate  market  today: 
Cautious  sellers  are  left  behind;  devil-may- 
care  buyers  appear  to  be  geniuses.  When 
prices  keep  going  up,  it's  easy  to  laugh  at 
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the  Jeremiahs  who  began  warning  years 
ago  that  the  end  was  near.  The  national  de- 
bate has  even  taken  on  moralistic  tones— 
dour  bears  vs.  sunny  bulls. 
"Something  is  going  to 
happen,  it's  just  a  matter 
of  when,"  growled  one 
bear  recently  on  Business- 
Week Online's  Hot  Prop- 
erty blog.  At  backyard 
barbecues  and  in  office 
cubicles,  housing  is  all 
anyone  can  talk  about: 
How  much  longer  can  this 
go  on?  And  what's  the 
smartest  way  to  play  this 
crazy  market? 

The  good  news:  Even  if 
house  prices  do  tumble, 
most  people  should  come 
out  O.K.— if  they're  pre- 
pared to  sit  tight  for  a  few 
years  until  the  market 


Bearish  on 
Housing? 

Try  This: 

■  REFINANCE  into  a  more 
conservative  mortgage 

■  MOVE  to  a  smaller  house 
or  a  cheaper  city 

■  SELL  a  second  home  or 
rental  property 

■  TAKE  OUT  a  reverse 

mortgage  if  you're  62 
or  older 


recovers. 


If  you 

worry  that  prices  could  fall,  try  to  arrange 
things  so  you  won't  be  forced  to  move  and 
sell  at  a  loss  when  the  marker's  down.  Re- 


MIAMI  Home  pric 
are  still  asoverhe 
a  Florida  sidewall 

u 

finance  into  a  com 
mortgage.  Consign 
ing  a  second  h 
rental  propertv 
retired,  think  ab( 
verse  mortgage 
you  borrow  agaii 
new  housing  weal 

Naturally, 
wants  to  ride  the 
market  to  the  v(  nk 
but  it's  impossible  jfe 
clear  read  on  wh<  i.p« 
top  is.  On  the  bullj    m 
price  gains  from  IV 
San  Diego  show  r  k 
of  overall  slackeni    *' 
National  Associa   <m 
Realtors  says  the  national  medk 
price  for  existing  homes  rose  14.7'  |  $1 
year  through  June— the  bigge- 
since  1980.  On  the  bearish  side,  i  tS 
there  are  hints  of  softness  in  | 
markets  such  as  Las  Vegas,  Bost" 
elsewhere.  In  Los  Angeles,  horn  *qv 
stay  on  the  market  for  a  few  we   B 
starting  to  sell  below  asking  pr 
Orlando  and  West  Palm  Beach,  pr 
way  up,  but  sales  volumes  art  E::. 
around  15%  from  a  year  ago.  ^ 

MIXED  SIGNALS 

STILL,  THAT'S  HARDLY  proof  posit 
the  market  has  peaked.  "Almost  by  m 
tion,  you  don't  know  how  big  [bubb  |  s 
going  to  get  because  you've  departc  g^ 
fundamentals,"  says  John  R  Calver  K  . 
London-based  chit  jj ,-,,, 
omist  of  New  Yori  rve . 
American  Expres:-  - 
Ltd.,  and  author  of 
cent  book  Bubble 
How  to  Survive  The 
In  the  absence  ( 
information,    the 
sound  advice  is  t<  - 
for  the  best  and  p 
for  the  worst.  Simpl 
"Don't  buy  proper  I 
you  can't  afford/l 
David  Stiff,  chief  L 
mistofFiservCSWl 
Cambridge,  Mass.,1 
forecasts  house  pfl 
What  do  you  do  I 
^^^^^^™    really  think  the  ma  I 
heading  down?  The  most  bearish  on 
to  do  what  the  Stambaughs  did— si  I 
rent,  planning  to  buy  again  after  I 
have  fallen.  But  that  could  leave  vol 
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*y  exposed  if  you're  wrong.  More- 
insaction  costs  of  buying  and  sell- 
nes  are  so  high  that  they  tend  to 
v  any  gains  from  jumping  in  and 
toe  market,  especially  since  house 
•-when  they  decline  at  all— usual- 
bwn  less  than  high-flying  stocks. 
n  financial  strategies  are  risky  as 
ome  analysts  argue  that  you 
short-sell  the  stocks  of  lenders 
Uders;  in  a  housing  slump,  they 
,  the  profit  earned  on  your  short 
hs  would  offset  any  losses  on 
buse.  But  if  s  expensive  to  short 
for  a  long  time,  and  there's  al- 
risk  that  they  won't  ever  fall.  Be- 
liat,  people  have  been  trying  for 
create  securities  that  allow 
owners  to  hedge 
against  declines 
in  their  local  mar- 
kets. But  no  hous- 
ing derivatives 
have  attracted 
enough  trading  to 
make  them  a  go. 

If  you  need 
to  buy  because 
you're  moving  or 
your  family  has 
grown,  settle  for  a 
place  you  can  pay 
out  resorting  to  a  zero-down,  in- 
nly  mortgage.  Many  people  are 
houses  they  can't  afford  using 
ges  with  low  initial  payments, 
they'll  sell  or  refinance  when 
Payments  kick  in.  But  if  rates  rise 
kl  estate  slumps,  those  escape 
vill  be  cut  off.  If  you  already  own 
ere  thinking  of  moving  to  a 
house  or  a  cheaper  city  in  the 
v  years,  think  about  doing  it  now 
n  your  gains.  Also,  consider  sell- 
tal  properties  or  vacation  homes 
ve  appreciated  a  lot.  A  reverse 
)ge  is  good  for  people  in  their  six- 
older  who  are  house-rich  and 
tor.  You  can  borrow  against  the 
in  your  house  and  never  repay 
1  as  long  as  you  live  in  it. 
(day's  boom  market,  such  pre- 
seem  excessive.  But  they're 
mpared  with  dumping  real  es- 
npletely.  Says  Richard  Laermer, 
*  Manhattanite  who  sold  his 
ent  and  is  biding  his  time  till  the 
falls:  "I'm  in  total  sour-grapes 
ght  now."  The  only  question  is 
lg  he'll  stay  that  way.  ■ 

-By  Peter  Coy  in  New  York, 
Rich  Miller  in  Washington,  Dean 
Foust  in  Atlanta,  and  Christopher 
Palmeri  in  Los  Angeles 
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ENERGY 


HANDSOME  PROFITS 
FOR  HIRED  RIGS 

Contract  drillers  are  raising  prices— and 
reaping  the  rewards— as  demand  surges 


T 


ALK  ABOUT  PRICING 
power.  Danny  McNease, 
chairman  and  CEO  of 
Houston's  Rowan  Cos.,  is 
charging  energy  compa- 


nies 30%  to  50%  more  than  a  year 
ago  to  punch  holes  in  ocean  floors 
around  the  world  searching  for  new 
oil  and  gas  supplies.  Of  course,  big 
energy  companies  are  having  no 
problem  footing  the  bill.  "It's  amaz- 
ing how  much  those  E&P  [explo- 
ration and  production]  guys  are 
making,"  McNease  told  analysts  in 
an  Aug.  2  Webcast.  Yet  it's  equally 
amazing— and  far  less  noticed— how 
much  Rowan  and  other  contract 
drillers  are  making  these  days, 
thanks  to  $60-a-barrel  oil  and  natural  gas 
at  $7  per  million  BTU. 

The  good  times  are  rolling  for  the  $2.5 
billion  contract-drilling  industry.  With 
Rowan's  latest  quarterly  results, 
McNease  gave  his  shareholders,  already 
flush  from  a  60%  gain  in  their  stock  over 
the  past  12  months,  a  gusher  of  happy 
news:  a  $43  million  second-quarter  net, 
vs.  last  year's  loss;  record  revenues  of 
$245  million,  a  50%  jump;  and  a  25<t 
special  dividend.  For  dessert,  McNease 
served  up  news  of  a  lucrative  new  three- 
year  contract  with  Saudi  Aramco  Oil  Co. 
for  five  rigs  now  working  in  the  Gulf  of 
Mexico  at  lower  rates. 

A  few  miles  away,  in 
Sugar  Land,  Tex., 
driller  Noble  Corp. 
had  much  the  same 
story  for  investors, 
posting  a  113% 
second-quarter  profit 
gain,  to  $73  million,  on 
revenues  up  35%,  to 
$344  million.  It,  too, 
ticked  off  a  number  of 
contract  extensions  in 
Brazil,  Nigeria,  and 
elsewhere,  many  at 
sharply  higher  rates. 
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Can    they    keep    BUSY  Rowan  has 
it  up?  McNease  not    a  lucrative  new 
only  sees  the  indus-    contract  with 
try's  strong  momen-    ^^^^^ 
turn     continuing 
through  the  next  18  months  but  he's  also 
talking  about  a  scenario  of  strong  de- 
mand for  drilling  and  a  limited  supply  of 
rigs  that  could  extend  to  the  end  of  the 
decade.  "This  cycle  is  different,"  he  says. 
Scary  words  from  any  CEO  in  a  violently 
cyclical  industry.  But  McNease,  a  31-year 
veteran  of  the  business  who  has  spent 
much  of  his  career  riding  ugly  down- 
turns, argues  that  big  drillers  like  Rowan 
won't  make  the  usual 
mistake    of   overex- 
pansion  this  cycle. 

In  part,  that's  be- 
cause consolidation 
has  made  the  sur- 
viving contractors 
smarter  and  more 
cautious.  "You  have  a 
smaller  number  of  big 
players,  and  they  have 
the  experience  of  oth- 
er up  cycles,  so  they're 
more  disciplined," 
says  Brian  Janiak,  a 
Standard    &    Poor's 
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credit  analyst.  Just  as  important, 
drillers  may  be  prevented  from  expand- 
ing too  fast  by  chronic  shortages  of  the 
super-strong  structural  steel  used  to 
build  offshore  rigs  and  by  shrinking 
availability  of  shipyards  needed  to  con- 
struct some  larger  rigs.  The  major 
yards  are  booked  building  tankers  and 
liquefied  natural  gas  ships. 

HUGE  RISKS 

A  PERSISTENT  SHORTAGE  of  workers 
qualified  for  demanding  and  danger- 
ous offshore  work  may  also  limit  ex- 
pansion. Noble,  like  many  drillers,  is 
holding  regular  recruiting  sessions  for 
engineers,  drillers,  and  other  workers 
in  Gulfport,  Miss.;  Hattiesburg,  Miss.; 
Mobile,  Ala.;  and  other  Gulf  locations. 
But  in  many  cases  qualified  workers 
have  to  be  hired  away,  at  higher  wages, 
from  rival  contractors.  Indeed,  Noble 
CEO  James  C.  Day  is  less  concerned 
about  more  speculative  drillers  adding 
too  much  capacity  than  he  is  about 
speculators  hurt- 
ing the  industry 
by  creating 
health,  safety,  or 
environmental 
risk  as  they 
stretch  to  man 
their  rigs  in  an 
extremely  tight 
labor  market. 

Despite  these 
restraints,  the 
offshore  rig 
count  has  risen 
by  20%  in  the  past  two  years.  Yet  there 
is  always  huge  risk  when  a  business  de- 
pends on  the  cost  of  a  volatile  commod- 
ity. When  the  price  of  oil  can  soar  four- 
fold in  just  6  years,  experts  warn,  prices 
in  the  $40s  and  even  the  $30s  may  be  in 
the  cards  within  a  few  years.  S&P  as- 
sumes such  fluctuations  in  analyzing 
the  credit  of  drillers.  A  price  crash  could 
occur,  for  example,  if  current  drilling 
starts  paying  off  just  as  demand  cools 
because  of  slowing  economies  and 
greater  fuel  efficiencies. 

For  now,  drillers  are  more  focused  on 
how  to  deploy  all  the  money  that's  rolling 
in.  That  will  be  Topic  A  at  Rowan's  No- 
vember budget  meetings.  McNease  says 
possibilities  include  paying  down  more 
debt,  another  special  dividend,  or  buying 
back  stock  Beats  the  heck  out  of  cutting 
back  on  work  and  stacking  idle  rigs  in  the 
down  cycles  that  always  seem  to  follow 
boom  times  like  these.  ■ 

-By  Mark  Morrison  in  Austin,  Tex., 
with  Peter  Coy  in  New  York 
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Atight 
market 
for  oil-rig 
workers 
may  limit 
expansion 


PHARMACEUTICALS 

DRUGMAKERSARE 
CHANGING  CHANNELS 

All  those  "Ask  your  doctor  if  if  s  right 
for  you"  ads  on  TV  haven't  delivered 


WHEN  DRUGMAK- 
er  Sepracor  Inc. 
launched  its  in- 
somnia drug, 
Lunesta,  this  past 
spring,  the  com- 
pany kicked  off  an 
advertising  blitz.  Sepracor  blanketed  the 
airwaves  with  a  campaign  that  could  top 
$70  million  this  year.  But  in  September, 
when  rival  Takeda  Pharmaceuticals 
North  America  rolls  out  its  own  sleep 
aid,  Rozerem,  it  won't  spend  a  penny  on 
TV  ads.  Why  not?  Despite  the  lavish 
spending  for  Lunesta,  the  overall  market 
for  prescription  sleep  medication 
"doesn't  seem  to  be  growing,"  says 
Richard  J.  Daly,  senior  vice-president  of 
marketing  for  Takeda  Pharmaceuticals 
North  America  Inc.  Takeda  will  instead 
devote  its  marketing  firepower  to  pitch- 
ing doctors  direcdy. 

Takeda  is  hardly 
alone  in  taking  a  hard 
look  at  consumer  ads. 
According  to  ad  re- 
searcher TNS  Media 
Intelligence,  con- 
sumer ad  spending 
by  drugmakers  was 
about  flat,  at  $1.9  bil- 
lion for  the  first  five 
months  of  this  year  vs. 
the  same  period  in 
2004.  While  it's  taie 
that  millions  of  dollars  in  advertising  for 
the  Cox-2  inhibitors  were  yanked  after  the 
painkiller  Vioxx  was  pulled  from  the  mar- 
ket, even  the  unaffected  companies  have 
cut  back.  Ad  spending  has  fallen  for  7  of 
the  top  10  drug  advertisers,  including 
GlaxoSmithKline  and  Novartis.  If  the 
trend  continues  in  the  second  half,  chalk 
2005  up  as  the  year  drug  companies  put 
the  brakes  on  advertising  after  a  decade  of 
nearly  relendess  growth. 


So  why  the  pullback?  For 
starters,  there  just  aren't  that 
many  new  Big  Pharma  block- 
buster drugs  coming  to  market 
like  Lipitor  or  Viagra  that  lend 
themselves  to  broad  marketing 
campaigns.  At  the  same  time, 
many  drugmakers  have  cut 
back  on  ad  spending  in  the 
face  of  growing  congressional 
criticism  following  the  Vioxx 
debacle.  Increasingly,  leaders 
in  Washington  have  charged 
drug  companies  with  overhyp- 
ing  the  benefits  and  under- 
playing the  problems  in  ads  for 
many  prescription  drugs.  But 
most  surprising  of  all  seems  to 
simple  realization  within  the  i»J 
that  saturation  advertising  simph  | 
n't  work  as  well  as  was  once  belie 
In  fact,  Big  i 
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seems  to  be 
its  entire  app 
reaching  consil: 
It's  pulling  awa* 
network-TV  acbr 
ing  and  gravitatili 
ward  more  tailt 
channels,  such  L 
ble  TV  and  the  I: 
net.  "I  think  thai) 
a  big  overshot 
terms  of  the  - 
ing"  on  cons  t 
ads,  says  Philip  A.  George,  manL 
partner  at  consulting  firm  Accentur» 
"Companies  are  questioning  how  I 
tive  is  that  additional  $15  million." 

While  some  advertising  execil 
suspect  spending  will  pick  up  ag*| 
companies  figure  out  what  works  il 
tougher  regulatory  environment,  n  f 
expects  growth  to  come  back  to  the  h- 
plus  rate  of  the  last  few  years.  TV  J 
works  could  be  particularly  hard  h 
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Big  Pharma 
is  using  the 
Internet  and 
cable  to 
better  target 
drug  ads 


heyVe  seen  spending  on  drug  ads 
a  greater  extent  than  the  advertis- 
irket  overall:  For  the  first  five 
i  of  the  year,  drug  dollars  funneled 
twork  TV  have  fallen  5%. 

NG  OFF  THE  FDA 

HJBT  HEAT  from  Washington  is 
ing  the  industry's  appetite  for 
V  spots.  A  bill  has  already  been  in- 
■d  in  Congress  that  would  give  the 
cDrug  Administration  more  sway 
msumer  ads.  And  politicians,  in- 
Senate     Majority 

Bill  Frist  (R-Tenn.), 
been  arguing  for 
restraint  when  it 
:o  drug  pitches.  At  the 
me  the  FDA  is  under- 
i  review  of  its  require- 

for  drug  ads.  That 
:ad  to  tighter  rules. 

drug  companies 
vaiting  for  marching 
In  an  attempt  to  head 

action,  the  industry's 

oup,  the  Pharmaceu- 
search  &  Manufactur- 
America,  announced 
2  its  own  new  code 


Why  drug 
companies  are 
cutting  back 
on  network-TV 
advertising: 


for  advertising.  The  rules 
call  for  the  industry  to 
target  ads  to  age-appro- 
priate audiences.  That 
could  mean  fewer— or 
even  no— commercials 
for  impotence  treatment 
during  big  football 
games.  They  also  de- 
mand a  more  balanced 
presentation  of  the  risks 
and  benefits  of  drugs  in 
ads.  David  Brennan,  ex- 
ecutive vice-president  for 
North  America  at  As- 
traZeneca  PLC,  who  will 
take  over  the  chief  execu- 
tive position  next  January, 
says  his  company  is  al- 
ready developing  more 
nuanced,  educational 
ads.  New  commercials  for  the  cholesterol- 
lowering  drug  Crestor,  starring  actor 
Mandy  Patinkin,  focus  almost  obsessively 
on  the  medication's  side  effects.  Brennan 
acknowledges,  though,  that  the  new  ap- 
proach "makes  it  more  challenging  to  get  a 
message  across." 

Compounding  that  headache:  Some 
campaigns  just  aren't  working  that  well. 
The  marketers  of  erectile  dysfunction 
drugs  Cialis,  Levitra,  and  Viagra  cut  their 
spending  in  the  first  five  months  of  2005 
after  massive  campaigns  last  year  failed  to 
spark  the  expected  growth  in  de- 
mand. Indeed,  despite  a  com- 
bined $400  million  spent  on 
consumer  ads  for  those  drugs  in 


Mute,  Please 

■  Political  pressure  is  forcing  more 
educational,  less  glitzy  messages 


■  Saturation  has  made  the  payoff  from 
some  campaigns  less  rewarding 

■  To  better  target  ad  messages,  spending 
is  shifting  to  cable  TV  and  the  Internet 


2004,  U.S.  sales  were  up  only  about  $100 
million,  according  to  market  research  firm 
IMS  Health  Inc.  That  market  has  become 
saturated,  with  most  of  the  people  who 
were  willing  to  consider  treatment  already 
trying  these  medications,  says  SG  Cowen  & 
Co.  analyst  Stephen  M.  Scala.  Moreover,  a 
reduction  by  one  company  often  has  ripple 
effects.  AstraZeneca's  Brennan  says  his 
company  may  run  fewer  TV  spots  for  its 
anti-ulcer  drug  Nexium  this  year  because 
rival  TAP  stopped  TV  advertising  for  Pre- 
vacid,  a  competing  product. 

As  drugmakers  labor  to  develop  more 
educational  and  balanced  pitches,  they're 
also  trying  to  better  target  their  messages. 
Companies  wishing  to  reach  female  audi- 
ences, for  example,  are  placing  more  ads 
on  cable  outlets  such  as  Lifetime  and 
Oxygen.  Consultants  say  that's  one  rea- 
son cable-TV  spending  has  jumped  35%, 
to  $335  million,  in  the  first  five  months  of 
this  year.  Cable  is  also  a  big  draw  because 
it's  less  pricey  than  the  networks,  based 
on  the  number  of  people  reached  per  ad, 
says  Thomas  H.  Chetrick,  vice-president 
for  advertising  and  marketing  services  at 
Bristol-Myers  Squibb  Co. 

The  move  to  direct  ads  better  has  also 
fueled  Internet  spending.  While  still  tiny 
at  about  3%  of  the  $4  billion-plus  spent 
overall  on  consumer  drug  ads,  it's  grow- 
ing at  a  healthy  clip.  According  to  TNS, 
drugmakers  shelled  out  $56  million  for 
Internet  ads  in  the  first  five  months  of  this 
year,  up  from  $49  million  last  year.  That 
figure,  though,  doesn't  include  deals  with 
search  engines  to  give  drug  company 
Web  sites  preferential  placement  when 
someone  does  a  search  on  a  specific  dis- 
ease. But  more  companies  are  turning  to 
such  techniques.  Pfizer  Inc.,  for  example, 
struck  a  deal  with  WebMD  Corp.  that 
guarantees  that  when  anyone  searches 
for  information  on  migraines  they  get  re- 
ferred to  a  Pfizer-sponsored  site  on  the 
condition.  There  they  can  retrieve  infor- 
mation on  Pfizer's  migraine  drug,  Relpax. 
So  far,  the  industry  has  only  dipped  its 
big  toe  into  the  rising  tide  of  Internet  ad- 
vertising. "This  is  still  in  its  infancy,"  says 
Gino  Santini,  senior  vice- 
president  of  global  strategy 
and  development  for  Eh  Lil- 
ly &  Co.  Pharma  may  one 
day  jump  in  with  both  feet, 
but  for  now  the  days  of  go- 
go  growth  for  drug  advertis- 
ing are  a  thing  of  the  past.  ■ 
-By  Amy  Barrett  in 
Philadelphia  andArlene 
Weintraub  in  New  York, 
with  Michael  Arndt 
in  Chicago 
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CELL  PHONES 


ANSWERING  THE  CALL 
WONT  BE  EASY 

Can  Nokia's  new  chief  keep  the  mobile 
giant  ahead  of  ever-stronger  rivals? 


HENJORMAOI.T.TTA 
became  chief  exec- 
utive of  Nokia 
Corp.  in  1992,  the 
money-losing 
Finnish  conglom- 
erate was  desper- 
ately seeking  fresh  ideas.  Ollila  assembled 
a  close  team  of  lieutenants  and  bet  the  fu- 
ture on  an  emerging  technology  whose 
success  exceeded  their  wildest  dreams: 
mobile  phones.  It  was  a  blue-sky  oppor- 
tunity that  Nokia  rode  to  the  stratosphere. 
Today  the  Helsinki  company  sells  one- 
third  of  the  world's  handsets,  more  than 
the  combined  share  of  its  two  closest  ri- 
vals, Motorola  Inc.  and  Samsung  Elec- 
tronics. Profits  neared  $4.4  billion  in 
2004  on  revenues  of  $40  billion,  up  ten- 
fold since  Ollila  took  over. 

But  the  Ollila  era  is  ending,  and  life  for 
his  successor  could  be  much  harder.  On 
Aug.  1  the  54-year-old  CEO  said  he'll  step 
down  when  his  contract  expires  next  June. 
In  Ollila's  place  will  be  another  company 
veteran,  52-year-old  Olli-Pekka  Kallasvuo, 
who  served  10  years  as  chief  financial  offi- 
cer before  taking  charge  of  Nokia's  mo- 
bile-phone unit  18  months  ago.  Strong 
operational  and  money-management 
skills— and  two  years  heading  Nokia's 
American  business  in  the  '90s— apparent- 
ly gave  Kallasvuo  a  leg  up  over  his  rivals. 
Kallasvuo  will  face  far  different  chal- 
lenges than  Ollila  did  early  in  his  tenure  as 
CEO.  Despite  a  steady  increase  in  Nokia's 
unit  sales,  annual  revenues  have  sagged 
about  1%  each  year  since  2001.  Kallasvuo 
has  to  find  new  growth  avenues,  fight 
sliding  profit  margins,  and  revive  a  stock 
that  has  been  flat  since  2001.  He  also 
must  battle  ever-tougher  competitors,  es- 
pecially a  resurgent  Motorola  and  Korean 
powerhouses  Samsung  and  LG  Elec- 
tronics. "Nokia  is  facing  the  renaissance 
of  rivals,"  says  analyst  Richard  Windsor 
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New  Blood  at 
Nokia 

Olli-Pekka  Kallasvuo,  who  takes 
over  as  CEO  next  June,  will  have  a 
lot  on  his  plate: 

JUMP-START  GROWTH  Revenues  have 
slipped  6.2%  since  2001,  and  margins 
are  under  pressure.  Kallasvuo  has  to 
sell  more  high-end  phones  while 
pushing  inexpensive  models  in  the 
developing  world. 


BATTLE  MOTOROLA  The  cell-phone 
pioneer  has  come  roaring  back.  Nokia  is 
still  far  in  front,  but  its  products  have 
lost  pizzazz.  Koreans  Samsung  and  LG 
are  fierce  rivals,  too. 


GROOM  NEW  TALENT  Kallasvuo's  new 

team  takes  over  from  the  legendary 
group  that  turned  a  Finnish  maker  of 
rubber  products  and  cables  into  the  king 
of  mobile  phones. 


of  Nomura  International  in  L^ 
No    question,   the    mobile    1 
Nokia  helped  create  is  still  gro\ 
astonishing  rate.  Researcher  Ga 
figures  worldwide  sales  will  hit  7 
lion  units  this  year,  up  16%,  and  o 
ceed  1  billion  in  2009.  The  probler 
booming  business  in  developing 
such  as  China,  India,  and  Latin 
is  shifting  Nokia's  sales  mix  to  lea  I 
tive  models,  squeezing  results.  N<  j 
Windsor  predicts  the  company      i 
revenues  this  year  will  climb  12 1 
$31.6  billion,  less  than  the  inc 
growth  rate.  Operating  margins  thl 
to  hover  above  20%  in  Nokia's  gloj 
could  drop  as  low  as  15%  this  yeaij 

SNAZZIER  PRODUCTS 

KALLASVUO  IS  LIKELY  to  Stick  clo 
predecessor's  vision.  In  recent  ye 
has  diversified  under  Ollila  into  co  ] 
phone/PDA  hybrids  and  multime 
vices  such  as  handsets  with  came 
built-in  music  players.  Higher  pric 
profits  there  should  help  counteract^ 
ward  pressure  from  mass-market 
The  new  initiatives  still  kick  in  just  I 
revenues  and  5%  of  operating  profl 
analysts  predict  the  contribution 


II 


KALLASVUO 

Emerging 
markets  are 
squeezing  profits 


climb     sh 
coming  years./ 
of  the  core  rj 
phone  group, 
accounts   for 
of    Nokia's 


no 


Kallasvuo  also  backed  efforts  t< 
snazzier  products  to  market  faster  a 
prove  research  and  development  p 
tivity.  That  should  alleviate  Nokia 
dency  to  deliver  cutting-edge  featt 
customers  later  than  rivals  do. 

A  new  generation  of  Nokia  mai 
will  help  Kallasvuo  put  his  stamp  <  i 
company.  Most  of  Ollila's  inner 
have  moved  on;  they'll  be  replaced 
younger,  more  diverse  crowd,  incll 
46-year-old  American  CFO  RicluJ 
Simonson  and  Simon  Beresford- 
an  Australian  who  runs  the  ne 
group.  Another  fresh  face:  Mary  1| 
Dowell,  41,  who  was  recruited 
Hewlett-Packard  Co.  to  head  a  new 
unit  that  sells  Internet  gear  and 
data  devices  to  corporations.  Says  <j 
"We  need  new  blood." 

That's  not  all  Nokia  needs.  To  I 
back  robust  growth,  Kallasvuo  may  1 
tually  have  to  find  new  opportunitil- 
beyond  Ollila's  road  map.  The  yoil* 
brain  trust  should  help,  but  the  jo| 
fall  to  Kallasvuo  to  dream  up  a  visic 
rivals  Ollila's  brainstorm.  ■ 

-By  Andy  Reinhardt  in  j 
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lie  shows  are 
iggling  to  stand  out 
id  the  influx  of 
dia  giants 


|H  DAMKEMPENAARAND 

A        Sam  Hallgren's  15  min- 

f^^t       utes    of    fame    lasted 

'  vA      exactly  one   month.   It 

A    began    when    Apple 

^^^^k  Computer  Inc.  opened 

IB  its  iTunes  music  store  to 

ts  on  June  28,  and  the  duo's 
st  movie  review  show  was  one  of 
e's  featured  offerings.  The  expo- 
ong  with  a  plug  from  podcast  guru 
Curry,  sent  their  show  skittering  up 
unes'  list  of  the  top  100  podcasts, 
g  at  No.  13.  Thousands  of  fans  lis- 
o  them  review  films  such  as  War  of 
rids  and  spar  over  whether  The  Ma- 
Dark  City  was  the  better  flick.  The 

o  friends  were  flooded  with  fan 
ad  dreamed  their  hobby  could  be- 

moneymaker. 

n  Roger  Ebert  showed  up.  On  July 
ert  &  Roeper,  the  film  review  show 
mg  two  columnists  for  the  Chicago 
mes,  began  posting  its  own  audio 
ings  on  iTunes.  Within  a  few  short 
Ebert  &  Roeper  climbed  to  No.  2, 
Vinecast  dropped  to  72. 


TREAM  EMBRACE 

E  OF  THE  SHORTEST  trajectories 
a  new  Internet  technology,  pod- 
has  gone  from  the  hands  of  indie 
pers  to  media  giants  in  less  than  a 
redit  Apple.  With  typical  finesse,  it 
eated  a  centralized,  easy-to-use 
:  on  iTunes  that  makes  it  a  snap  to 
id  listen  to  podcasts,  the  audio 
ings  that  can  be  downloaded  from 
:t  and  played  on  a  computer  or 


portable  music  player.  Apple  also  put  out 
a  new  version  of  the  iTunes  software, 
which  makes  it  easy  for  people  to  create 
their  own  podcasts,  and  invited  all  to 
post  their  creations  on  the  site.  Indie 
podcasters  such  as  Kempenaar  and 
Hallgren  rejoiced,  ready  for 
the  mainstream  to  embrace 
the  technology  they  had 
championed. 

But  the  reality  isn't  so  sim- 
ple. Apple's  service,  though 
just  over  a  month  old,  is  al- 
ready changing  the  dynamics 
of  the  field.  It  has  helped 
legitimize  the  medium, 
drawing  traditional  giants, 
from  Ebert  &  Roeper  parent 
Walt  Disney  to  Dow  Jones 
and  News  Corp.  As  they  join 
iTunes,  they're  squeezing  out  many  of  the 
do-it-yourselfers  who  evangelized  podcast- 
ing.  Once  a  podcast  drops  off  the  top  100 
list,  it's  almost  impossible  for  a  casual  visi- 
tor to  find  it.  For  Kempenaar,  the  future  is 
clear:  "It  will  be  harder  for  a  new  indie 
podcaster  to  get  an  audience." 

Harder,  perhaps,  but  not  impossible. 
Derek  Colanduno  and  Robynn  McCarthy, 
an  engineering  consultant  and  graphic 
artist  from  Roswell,  Ga.,  anticipated  the 


Apple's 

podcast 

service 

helped 

legitimize 

the  medium 


mainstream  onslaught— and  planned 
their  podshow  accordingly.  Called  Skepti- 
cality,  their  podcast  delves  into  sci-fi  and 
science  news  and  reaches  out  to  the  mag- 
azines, newsletters,  and  message  forums 
popular  with  astronomers  and  space 
fans.  It's  No.  3  on  iTunes.  "We  made  a 
point  of  going  outside  the  podcast  com- 
munity," says  Colanduno.  "A  lot  of  pod- 
casting  is  like  ham  radio,  where  people 
are  just  listening  to  each  other." 

Other  podcasters  aren't  leaving  their 
fate  in  Apple's  hands.  To  ensure  that  the 
indies  remain  prominent,  some  are  work- 
ing with  networks  of  podcasts  in  hopes  of 
driving  traffic  among  independents  and 
providing  a  one-stop  shop  for  potential 
advertisers  trying  to  navigate  the  medi- 
um. Kempenaar  is  talking  with  Curry,  an 
inventor  of  podcasting,  to  be  part  of  Cur- 
ry's PodShow  network,  featuring  a  selec- 
tion of  hand-picked  programming.  Oth- 
ers join  more  informal  networks,  such  as 
Techpodcasts,  the  Association  of  Music 
Podcasting,  or  Podcastoutlaws. 

None  can  touch  Apple  today.  As  com- 
panies vie  to  create  the  primary  site  for 
podcasts,  Apple  has  a  huge  edge  because 
of  the  dominance  of  iTunes  and  the  iPod. 
But  rivals  are  developing  sites  that  go  be- 
yond simple  top  100  lists.  Odeo  Inc.,  for 
instance,  is  rolling  out  podcast  reviews 
and  recommendation  services,  so  you  can 
find  new  podcasts  similar  to  your  fa- 
vorites. "This  isn't  the  iTunes  model, 
which  is:  'Come  to  our  home  page  and  we 
will  guide  you,'"  says  Odeo  founder 
Evan  Williams. 

The  mainstream  media's  approach  to 
podcasting  provides  some 
clues  for  how  independents 
can  succeed.  Many  of  the 
traditional  media's  shows 
are  simply  repurposed  snip- 
pets from  morning  talk 
shows  and  elsewhere.  Indie 
podcasters  can  distinguish 
themselves  by  creating 
something  truly  different, 
such  as  Skepticalitys  irrev- 
erent take  on  science  and 
space  or  the  infectious  en- 
thusiasm for  offbeat  cover 
songs  found  in  a  show  called  Coverville. 
"The  way  that  indie  podcasts  are  going  to 
stand  out  is  to  keep  providing  content 
that  people  can't  get  on  radio,"  says  Brian 
Ibbott,  the  producer  of  Coverville.  It  may 
not  be  clear  today  which  podcaster  will 
end  up  on  top.  But  there's  no  doubt  that 
the  technology  is  leading  to  an  explosion 
in  content.  That  should  be  music  to  all  lis- 
teners' ears.  ■ 

-By  Heather  Green  in  New  York 
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CHASING 
NIKE  HARDER 

Since  becoming  CEO  of 
Adidas-Salomon  in  2001, 
Herbert  Hainer  has  made  no 
secret  of  his  ambition  to  take 
on  world  leader  Nike.  On 
Aug.  3,  he  made  his  biggest 
move  yet,  agreeing  to  pay  a 
34%  premium  to  buy  Reebok 
International  for  some  $3.8 
billion.  "I  am  convinced  that 
one  plus  one  is  three," 
Hainer  declared. 

That's  the  kind  of  bravado 
one  would  expect  from  a  man 
who  introduced  the 
"Impossible  is  Nothing" 
campaign  at  Adidas.  When  it 
closes  next  year,  the  deal  will 
more  than  double  Adidas' 
U.S.  market  share  in  both 
footwear  and  apparel. 

But  Nike  will  still  be  miles 
ahead  of  the  combined 
Adidas  and  Reebok,  which 
will  continue  as  separate 
brands.  And  even  Reebok 
CEO  Paul  Fireman  admits, 
"We  still  have  to  convince 
consumers  to  buy  our 
product."  The  hope  is  that 
Reebok  will  help  Adidas 
market  to  urban  youth,  while 
Adidas  will  lend  its 
engineering  expertise  to 
Reebok.  Now  Hainer  must 
prove  he  can  make  his  math 
work.  -William  Symonds 


TIME  WARNER 
STASHES  CASH 

Time  Warner  CEO  Richard 
Parsons  is  closing  out  a 
painful  chapter  in  the 
company's  history.  On  Aug.  3, 
he  announced  the  media 
giant  will  set  aside  $3  billion 
to  settle  a  shareholder  class 
action  and  other  litigation 
related  to  accounting 
irregularities  at  its  America 
Online  unit.  Time  Warner  has 
already  settled  similar 
charges  with  the  Securities  & 
Exchange  Commission  and  the 
Justice  Dept.  for  about  $500 
million,  without  admitting  or 
denying  the  allegations.  The 
latest  reserve  resulted  in  a 
$331  million  net  loss  for  the 
second  quarter.  Now  Parsons 
can  focus  on  the  acquisition 
of  Adelphia  Communications 
and  the  spin-off  of  the  Time 
Warner  Cable  Div. 


CENDANT 
CODA 


The  long-running  saga  of 
Cendant  is  drawing  to  an  end. 
On  Aug.  3,  a  federal  judge 
sentenced  former  Cendant 
Vice-Chairman  Kirk  Shelton 
to  10  years  in  prison  and 
ordered  him  to  pay  $3.3 
billion  in  restitution  to 
Cendant  in  connection  with 
accounting  fraud  at  the  New 
York  hospitality  and  real 
estate  company.  Shelton  was 
a  top  executive  at  CUC 
International,  a  direct- 
marketing  company  that 


merged  with  HFS  in  1997  to 
form  Cendant.  Massive 
accounting  fraud  was 
uncovered  at  CUC  shortly 
after  the  deal  closed. 
Shelton's  attorney  did  not 
return  a  phone  call  seeking 
comment.  Former  Cendant 
Chairman  Walter  Forbes, 
whose  case  ended  in  a 
mistrial,  will  be  retried.  Jury 
selection  is  scheduled  to 
begin  on  Sept.  15. 


VONAGE  RINGS 
UP  BUSINESS 

In  a  deal  that  could  help  it 
remain  a  pioneering  force  in 
telecom,  Vonage  will  team 
with  wireless  service  provider 
TowerStream  to  offer  phone 
service  to  TowerStream's 
1,000  small  and  midsize 
corporate  customers  in  major 
U.S.  cities  starting  Aug.  2. 
Right  now,  Vonage  serves 
mainly  residential  customers, 
picking  up  more  than 
800,000  users  through 
June.  But  it's  eyeing  a  new 
market  that  researcher  IDC 
expects  to  explode  from 
$89  million  in  revenue  to 
nearly  $2  billion  by  2008. 
Better  yet,  Vonage  won't 
have  to  rely  on  the  phone  or 
cable  companies  to  do  it. 
TowerStream  uses  wireless 
broadband  connections  that 
will  help  Vonage  ramp  up 
service  quickly. 


IT'SCAFTA 
PAYBACK  TIME 

The  Bush  Administration  called 
on  its  loyal  business  allies  in 
Washington  to  lobby  on 
behalf  of  the  Central 
American  Free  Trade 
Agreement,  which  President 
Bush  signed  on  Aug.  2  (page 
49).  Now  those  business 
groups  want  a  favor  in 
return:  assign  trade 
negotiators  to  the  147-nation 
World  Trade  Organization 
talks  that  are  a  year  behind 


IBY 


schedule.  The  six  natio 
involved  in  CAFTA  are  I 
small  that  their  import 
aren't  expected  to  boos 
corporate  bottom  lines 
the  WTO  talks  could  rd 
lowered  foreign  barrier 
America's  service  expoi 
strengthened  intellectu 
property  protection  for 
U.S.  film,  software,  and 
pharmaceutical  industi  '"e 
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3ngress  Pigs  Out 
fore  Its  Picnic  Season 


P 


,S  LATE  ON  THE  NIGHT  of  July  25,  and  bone-weary  House  and 
te  negotiators  were  struggling  to  finish  a  deal  on  long-de- 
l  energy  legislation.  Thaf  s  when  Representative  Ralph  Hall 
?x.),  reading  from  a  piece  of  paper,  offered  an  amendment  to 
or  research  on  something  called  "cold  cracking."  Puzzled 

kers  had  never  heard  of  the  process,      ed  proportions:  The  nonpartisan  Citizens 


involves  irradiating  oil  to  break  it 
soline  and  other  products.  "Is  this  a 
ir  a  program?"  asked  Representative 
d  Markey  (D-Mass.),  a  critic  of  the 
cording  to  a  transcript  of  the  meet- 
ill's  reply:  "When  I  read  it  to  you,  I 
m  almost  all  the  information  I  had." 
\ie  end,  Hall's  $250,000  study  be- 
tiny  part  of  the  massive  1,500-plus- 
nergy  bill.  So  went  this  year's  mad 
>ward  summer  vacation  on  Capitol 
It's  kind  of  like  that  Eric  Clapton 
says  Jeff  Duncan,  Markey's  legisla- 
ector.  "After  midnight,  we're  going 
all  hang  out." 
five  steamy  late-July 
nembers  of  Congress 
ngrossed  in  all-night 
rading,       wee-hour 
)tes,  and  wine-fueled 
ssions  while  waiting 
liters  to  finish  three 
measures.  The  result 
organized  chaos  was 
w  Central  American 
Trade      Agreement 
by  the  Administra- 
d  business,  an  energy 
►ckablock  with  indus- 
sntives,  and  a  six-year, 
billion  highway  bill, 
nocturnal  confusion    ^^^™ 
le  lawmakers  have  it 
ays.  Representative  Charles  Taylor 
)  insists  he  voted  against  CAFTA— 
vote  didn't  register.  North  Carolina 
suggested  that  Taylor's  blame-the- 
machine  story  was  cover  for  his  at- 
:o  please  GOP  leaders  without  cast- 
3ro-CAFTA  vote  that  would  anger 
workers  in  his  district, 
-barrel  politics  is  nothing  new,  and 
;ht  sessions  are  as  old  as  the  Repub- 
the  lard  has  grown  to  unprecedent- 


HASTERT  Keeping 
pet  projects  and 
mavericks  in  line 


Against  Government  Waste  says  the  num- 
ber of  projects  has  risen  873%  since  the 
GOP  captured  the  House  in  1994.  And  with 
late  July's  crush,  leaders  could  hold  votes 
on  one  bill  over  the  heads  of  members  eye- 
balling  goodies  in  another.  "It's  all  calcu- 
lated," says  American  University  historian 
Allan  J.  Lichtman.  "You  amass  so  many 
chits  that  you  overwhelm  the  resistance." 

Road  to  Riches 

BY  HOLDING  OFF  the  popular  highway  bill 
until  members  had  voted  on  CAFTA,  Speak- 
er Denny  Hastert  (R-Ill.)  and  House  leaders 
had  a  big  stick  to  threaten  pet  projects  and 
punish  mavericks.  "There's 
no  deal  like  the  highway 
bill,"  says  Larry  J.  Sabato  of 
the  University  of  Virginia's 
Center  for  Politics.  "It's  pure 
pork.  It's  a  dollar  sign." 

Representative    Jo    Ann 
Davis  (R-Va.)  will  see  a  heap 
of  those  dollar  signs.  Davis,  a 
likely     "no"     on     CAFTA, 
missed  the  July  27  vote.  Her 
explanation:    She   couldn't 
make  it  back  from  the  Na- 
tional Scout  Jamboree  in  Virginia  in 
time  for  the  11  p.m.  vote.  But  on  July 
29  she  issued  press  releases  taking 
credit  for  nearly  $10  million  in  high- 
way projects  for  her  district. 
Davis  wasn't  the  only  winner.  Among 
the  non-transportation  projects:  a  $41  mil- 
lion reduction  over  10  years  on  a  fishing 
equipment  excise  tax;  an  $8  million  excise 
tax  exemption  for  small  gunmakers;  and  a 
$188  million  income  tax  credit  for  distilled- 
spirits  wholesalers.  Perhaps  bleary  law- 
makers were  already  trying  to  focus  on  how 
to  spend  their  summer  vacation:  fishing, 
shooting,  and  drinking.  ■ 

-By  Eamonjavers 


CAPITAL 
WRAPUP 


FOR  DEMOCRATS,  HOPE 
AMID  DEFEAT 

IN  POLITICS,  it's  better  to  win 
than  lose.  But  Republicans  can't 
be  too  pleased  at  the  narrow 
margin  of  victory  of  their 
candidate,  Jean  Schmidt,  in  the 
Aug.  2  special  election  to 
replace  former  Ohio 
Representative  Rob  Porrman, 
who's  now  U.S.  Trade 
Representative.  Schmidt 
garnered  just  52%  of  the  vote  in 
a  conservative  district  where 
President  Bush  won  64%  and 
Portman  took  72%  in  2004. 
Democrat  Paul  Hackett,  a 
lawyer  and  Iraq  war  veteran, 
scored  points  with  his  tough 
criticism  of  Bush's  war  strategy 
and  GOP  ethical  shortcomings. 
He  also  test-marketed  a  populist 
Democratic  economic  message 
that  could  become  ubiquitous 
in  the  2006  midterm  elections. 
As  Hackett  surged  in  the 
campaign's  final  weeks,  the 
national  GOP  pumped  in  more 
than  $300,000.  That  was 
enough  to  eke  out  victory— but 
Republicans  fell  far  short  of 
their  threat  to  "bury"  Hackett. 

LARRY  LINDSEY:  HEADED 
FOR  THE  FED? 

Lawrence  B.  Lindsey  may  be 
back  in  the  running  to  take  over 
the  Federal  Reserve  when  Alan 
Greenspan  retires  early  next 
year.  Thaf  s  the  buzz  going 
around  Washington  as  the  Bush 
Administration  steps  up  its 
search  for  Greenspan's 
replacement.  Lindsey,  51,  was 
sacked  by  President  Bush  as 
head  of  the  National  Economic 
Council  in  late  2002.  But  many 
Administration  insiders  think 
Lindsey,  an  architect  of  Bush's 
tax  cuts,  got  a  raw  deal.  Now  an 
economic  consultant,  Lindsey 
served  as  a  Fed  governor  from 
1991  to  1997  His  nomination 
would  surely  raise  the  hackles 
of  many  Democrats  who 
consider  him  an  ideologue. 
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WHAT  PRICE 
OLYMPIC  SECURITY? 

After  the  bombings,  London's  estimate  for 
the  2012  games  seems  way  too  low 


LONDONERS  HAD  LESS  THAN 
24  hours  to  savor  the  news 
that  their  city  had  beaten  out 
four  others  for  the  privilege 
of  hosting  the  2012  Summer 
Olympics.  Then,  on  July  7, 
terrorists  struck. 
The  attacks,  which  claimed  56  lives,  are 
forcing  the  Games'  organizers  to  take  a 
fresh  look  at  their  plans  for  securing  the 
city  of  74  million.  Although  opening  cer- 
emonies are  still  seven  years  away,  secu- 
rity experts  already  are  muttering  that  at 
$400  million,  estimates  of  security  costs 
for  the  London  Games  are  way  too  low. 

The  Munich  massacre  of  1972;  the  At- 
lanta bombing  of  1996.  No  one  wants  the 
London  Games  to  go  down  as  another 
grim  marker  in  Olympics  history.  Under 
the  plan  presented  by  the  organizers  of 
the  2012  games,  security  is  a  tiny  slice  of 
a  massive  $18.3  billion  budget  that  en- 
compasses everything  from  staffing  for 
the  games,  to  the  building  of  new  sports 
arenas,  to  the  makeover  of  London's  grit- 
ty East  End.  But  in  the  wake  of  the 
bombings,  security  costs  are  likely  to  soar 
well  beyond  $800  million,  experts  say. 
"All  the  security  costs  haven't  been  prop- 
erly estimated,"  says  Mark  Bostock,  a  di- 
rector at  London  consultancy  Arup, 
which  undertook  a  cost-benefit  analysis 
of  staging  the  Olympics. 

That  was  certainly  Athens'  experience. 
When  the  Greeks  put  in  their  bid  for  the 
2004  Summer  Games  long  before  Sep- 
tember 11,  officials  thought  they  would 
have  to  shell  out  $122  million  for  security. 
But  the  figure  wound  up  topping  $1.8  bil- 
lion, and  included,  among  other  things,  a 
command-and-control  system  and  safe 
houses  in  case  of  a  major  attack,  accord- 
ing to  Vance,  an  Oakton  (Va.)  security 
outfit  that  worked  on  the  Athens 
Olympics.  By  contrast,  Adanta's  security 
tab  was  a  paltry  $150  million. 
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The  Cost  of 
Securing  the 

Games 

Spending  on  security  for  Olympic  Games 


Athens  2004 

$1.8 

billion 


London  2012 

$400* 

million 


Olympic  officials  have  alrea( 
knowledged  they'll  have  to  recrunc 
numbers  for  2012.  Still,  most  agr 
London,  which  has  long  lived  unc 
specter  of  terrorist  threats  from  th 
Republican  Army,  has  a  head  start 
security  is  concerned.  The  city,  f 
stance,  already  boasts  a  surveillanc 
work  of  500,000  closed-circuit 
eras— which  has  helped  investii 
reconstruct  the  July  7  attacks. 

BLIMP  SURVEILLANCE 

LONDON    LAST   PLAYED   host 
Games  in  1948.  More  recently,  Bi 
considered  an  expert  on  counter-t| 
ism,  has  advised  Sydney,  Ather 
Beijing  on  Olympic  security.  Whij 
specifics  are  not  yet  known, 
arrangements  for  the  2012  Ge 
include  assessments  of  the  risks  of  I 
ruption  to  the  event,  be  it  terror 
natural  disaster,  or  an  unruly 
sides  outfitting  local  police  with  \ 
place  of  the  nightsticks  many  no\ 
and  deploying  scanners,  cameras|| 
metal  detectors  at  sports  arenas,  ] 
may  follow  Athens'  example  and  i 
a   blimp   outfitted  with   hundrei 
cameras  to  survey  the  city. 

One  possibr 
KEEPING  WATCH 
London  already 
boasts  a  network  of 
security  cameras 


:l 


Data: 


vantage    is   )fj] 
London's  01; 
Village  will 
cated   insid 
Olympic 
making  it  easier  to  secure.  Still, 
stress  that  surveillance  measures  | 
substitute  for  spotting  a  plot  in 
and  foiling  it.  "It's  all  about  pi 
and  intelligence,"  says  Robert  N. 
managing  director  at  Vance's  N« 
office.  "If  you  get  to  the  point! 
someone  is  walking  to  a  venue^ 
something  strapped  to  him  or  h( 
too  late." 

Host  cities  like  Athens  and  Aflnec 
(1976)  were  saddled  by  huge  debts.1  sear 
aftermath  of  the  Games.  But  Lonl 
organizers  are  confident  that  the?::.- 
line  up  the  necessary  financing.  "1  re- 
done everything  we  can  to  ensuif  it: 
the  budget  is  realistic,"  says  Olyt  s. 
Minister  Tessa  Jowell.  The  monejU 
come  from  the  International  Oljfct 
Committee,  the  British  government  - 
porate  sponsorships,  revenues  frail  im 
sales  of  tickets  and  TV  rights,  and  b 
sources  such  as  a  new  lotterv  |L 
dubbed  "Go  for  Gold".  If  therety 
shortfall,  British  taxpayers  will  pit  : 
the  tab.  Londoners  better  hope  th<fc  a 
tery  tickets  start  selling  fast.  ■ 

-By  Laura  Cohn  in  Mkk: 
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STRINGER  He  II 

likely  cut  10,000 
jobs  and  trumpet 
new  technologies 


ME  FOR  SONY  TO  CALL 
IE  TV  REPAIRMAN 

i  new  Chairman  Stringer  stop  the 
eding  from  its  largest  division? 


rIME  WAS,  SONY  CORP. 
was  an  unbeatable  force  in 
televisions.  Its  Trinitron 
TVs  ruled  the  business  for 
decades,  with  consumers 
worldwide  willing  to  fork 
over  a  premium  for  Sony's 
guarantee.  That  makes  the  compa- 
ny 28  revision  of  its  profit  forecast 
arder  for  its  execs  to  stomach.  Sony 
xpects  to  earn  just  $270  million  this 
ear,  down  from  an  earlier  forecast  of 
[lion.  The  primary  culprit  for  Sony's 
t  turns  out,  is  its  TV  business, 
t's  a  big  problem,  given  that  TVs  to- 
ike  up  about  a  third  of  Sony  s  over- 
s,  up  from  15%  a  decade  ago.  Since 
consumers  have  rapidly  shifted  to 
nel  models,  but  Sony  was  slow  to 
e  trend.  Although  the  company 
working  on  LCD  and  plasma 
s  in  the  1970s,  in  the  '80s  and  '90s 
lagers  were  focused  on  building  up 
>vie  business  and  were  wary  of  in- 
\  in  new  factories.  Meanwhile,  ri- 
ich  as  Samsung,  Sharp,  and  Mat- 
i  got  a  head  start  on  the  new 
>logy.    As    sales    of   flat    panels 


boomed,  Sony's  share  of  the  global  TV 
market  shrank  from  more  than  10%  in  the 
late  '90s  to  6.5%  last  year.  "Sony  is  in 
trouble  because  it  was  late  in  launching 
flat-panel  TVs,''  says  Credit  Suisse  First 
Boston  analyst  Koya  Tabata. 

That  puts  lots  of  pressure  on  Howard 
Stringer,  Sony's  new  chair- 
man. As  the  Welshman,  who 
took  over  the  company  in 
June,  formulates  a  strategy  for 


.BIUJ0NS  OF  DOLLARS 

SONY'S  TV 
OPERATING  PROFITS 
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rescuing  Sony,  turning  around  TVs  should 
top  his  to-do  list.  "Stringer  will  need  to 
change  the  structure  of  Sony's  TV  business 
faster  than  planned,"  says  Merrill  Lynch  & 
Co.  analyst  Hitoshi  Kuriyama.  Stringer 
isn't  scheduled  to  announce  details  of  his 
overhaul  until  September,  but  already 
some  basic  outlines  are  clear.  Sony  plans  to 
close  a  cathode-ray-tube  TV  plant  in 
Britain.  And  it  is  rushing  new  HDTVs  to 
market,  while  launching  a  major  ad  cam- 
paign that  emphasizes  their  clear,  bright 
pictures.  Soon,  the  company  expects  to  in- 
stall in  its  high-end  televisions  a  newfan- 
gled processor  to  improve  high-definition 
images,  called  the  Cell  chip,  that  Sony  de- 
veloped with  IBM  and  Toshiba  Corp. 

"THE  COLLAPSE  OF  PRICING" 

AT  THE  SAME  TIME  it  rethinks  its  TV 
business,  Sony  continues  to  cut  overall 
costs.  In  the  past  two  years  the  company 
has  eliminated  more  than  15,000  jobs, 
saving  about  $3  billion.  Sony  says  it  will 
spend  an  additional  $791  million  on  re- 
structuring this  year,  and  analysts  predict 
10,000  more  jobs  could  be  cut. 

Even  so,  Sony's  TV  division  remains 
deeply  troubled.  This  fiscal  year,  Sony  ex- 
pects to  sell  2.5  million  LCD  TVs,  up  from  1 
million  last  year,  and  1.4  million  rear-pro- 
jection LCD  TVs,  up  from  650,000  in  2004. 
But  in  the  April-June  quarter  alone,  prices 
for  LCD  TV  sets  in  the  U.S.  dropped  by 
nearly  50%.  The  unit  will  likely  lose  $1.3 
billion  this  year,  Mizuho  Securities  figures. 
Though  the  U.S.  market  is  relatively  solid, 
"we're  in  a  peculiar  situation  because  of 
the  collapse  of  pricing,"  says  Dick 
Komiyama,  president  of  Sony  Electronics 
Inc.  Nomura  Securities  Co.  estimates  that 
Sony's  TVs  cost  3%  more  to  make  than 
they  bring  in  from  sales.  And  Merrill 
Lynch  asserts  that  Sony's 
strategy  of  undercutting 
Sharp's  and  Matsushita's 
prices  for  flat-panel  TVs  in 
Japan  by  at  least  10%  risks 
tainting  Sony  as  a  discount 
brand  in  its  home  market. 
Despite  the  TV  unit's 
problems,  few  think  Stringer  will 
spin  it  off.  The  division  is  just  too  impor- 
tant, and  Merrill  estimates  that  Sony 
pours  $1.3  billion  a  year  into  research  and 
development.  Stringer  has  said  he  prefers 
to  integrate  the  conglomerate's  fractured 
units  and  look  for  an  "opportunity  down 
the  road"  that  might  let  Sony  wed  its  mu- 
sic and  movies  to  consumer  electronics.  If 
he  doesn't  fix  the  TV  business,  though, 
Sony  will  find  that  road  mighty  bumpy.  ■ 
-By  Kenji  Hall  in  Tokyo,  with 
Cliff  Edwards  in  San  Mateo.  Calif. 
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Saudi  Arabia:  Reform 
May  Start  Flowing 


FOR  10  YEARS,  King  Abdullah,  Saudi  Arabia's  new  monarch, 
served  as  de  facto  regent  to  King  Fahd,  his  incapacitated  half- 
brother.  During  that  time  he  bridled  at  not  having  full  power 
to  enact  the  reform  agenda  that  he  and  his  Western-educated 
advisers,  including  Foreign  Minister  Saud  al-Faisal,  thought 

was  needed.  Will  things  be 
any  different  now  that  Ab- 
dullah has  taken  the  throne 
after  Fahd's  death  on  Aug.  1? 

Reform-minded  Saudis 
have  high  hopes  that  Abdul- 
lah will  move  faster  on 
everything  from  giving  an 
increasingly  well-educated 
population  the  opportunity 
to  participate  more  widely  in 
politics,  to  expanding  al- 
most nonexistent  rights  for 
women,  to  liberalizing  an 
economy  that,  while  greatly 
improved,  is  still  not  creat- 
ing enough  jobs.  The  Bush 
Administration,  which  since 
September  11  has  regarded 
internal  Saudi  affairs  as  vital 
to  U.S.  domestic  security, 
will  continue  to  press  the 
Saudis  to  curb  religious  in- 
tolerance and  crack  down  on 
Islamic  militants.  After  a 
slow  start,  the  Saudis  are 
ruthlessly  pursuing  al  Qaeda 
remnants.  But  many  Saudis 
have  joined  the  jihad 
against  the  U.S.  in  Iraq,  and 
there  is  worn-  that  they  will 
become  the  vanguard  of  a 
new  terrorist  thrust  at  home 
and  abroad. 

As  Fahd's  caretaker,  Abdullah,  82, 
once  considered  something  of  a  bumpkin, 
surprised  many  observers  with  his  efforts 
to  foster  Arab-Israeli  peace  and  bring  the 
kingdom's  shaky  public  finances  under 
control.  There  is  little  doubt  that  as  long 
as  his  health  and  energy  hold  up,  he  will 
make  some  new  splashes.  In  the  past  year 
or  so,  for  instance,  he  ordered  a  multibil- 
hon- dollar  expansion  of  Saudi  oil  pro- 
duction capacity,  from  10.5  million  barrels 


The  big 
question  is 
whether 
Abdullah 
can  remake 
the  state 


per  day  to  12.5  million  by 
2009.  He  has  also  brought 
in  major  oil  companies 
such  as  Royal  Dutch/Shell 
Group  and  Total  to  explore 
for  gas— breaking  a 
decades-old  taboo.  Far 
more  than  his  predeces- 
sors, he  is  likely  to  travel 
the  world  in  an  effort  to 
create  goodwill  and  reas- 
sure Saudi  oil  customers. 
"I  think  he  is  going  to  be  a 
creative  thinker  and  com- 
municator," says  Sadad  Husseini,  the  for- 
mer executive  vice-president  of  national 
oil  company  Saudi  Aramco. 

The  big  question  is  whether  Abdullah 
will  be  able  to  reconfigure  the  creaky  Sau- 
di ship  of  state  to  weather  the  rigors  of  the 
coming  years.  At  a  time  when  pressures 
for  political  change  are  shaking  much  of 
the  surrounding  region,  Saudi  Arabia  has 
major  design  flaws.  One  is  the  royal  fam- 
ily's longstanding  reliance  on  the  support 
of  the  puritanical  Wahhabi  religious  Es- 


tablishment. The  heavy  involver 
Saudi  nationals  in  the  September| 
tacks  and  a  series  of  bombings  anc 
atrocities  in  the  kingdom  have  fore 
Al-Saud  family  to  recognize  the  dd 
of  the  radicalism  that  stems  froml 
habi  teachings.  And  Washington, ; 
noting  the  fundamentalists'  influeil 
decades,  no  longer  finds  them  accep 
But  reducing  the  clout  of  the  clericjj 
eas  such  as  education  without  unde 
ing  the  ruling  family's  power  base  j 
a  risky  exercise. 

Platoons  of  Princes 

THE  ROYAL  FAMILY  itself  presents) 
lems  that  need  to  be  addressed.  Ove{ 
Saudi  Arabia  needs  to  reduce  the 

mamtaining  the  | 
who  number  in  the 
sands,  and  gradua 
princes  out  of  key  g<J 
ment  positions.  But  I 
posite  is  happening, 
eminent  department 
as  Interior  and  Del 
presided  over  by 
Nayef  and  Prince  S\ 
both  full  brothers  of 
have  turned  into  f| 
kingdoms,  with  enor 
powers  of  patronagt 
billions  of  dollars'  wt  I 
contracts  to  hand  out 
The  existence  of  i 
fiefdoms  not  only 
gridlock  in  decision- 
ing  but  also  contributes  mightily  t  ] 
widely  held  impression  that  the  roj 
ily  is  corrupt  and  unaccountable. 
knows  the  dangers,  but  he  also  n« 
brothers'  support  He  has  already 
the  inevitable  and  appointed 
Crown  Prince. 

Abdullah  will  be  helped  by  the  ]| 
perity  that  has  returned  recendy  aftej 
long  dry  spell  caused  by  low  oil  revej 
in  the  late  1990s.  Saudi  oil  reveru 
$157  billion  this  year,  a  48%  increase  I 
2004,  says  Brad  Bourland,  chief  ec| 
mist  at  Samba  Financial  Group,  a  ] 
bank.  Real  gross  domestic  product  is  I 
ly  to  grow  by  6.5%.  Unlike  past  b»|; 
which  have  been  fueled  by  governri 
spending,  this  one  has  a  strong  pril 
sector  element,  with  nonoil  GDP  expej 
to  grow  by  more  than  7%. 

While  oil  prices  are  the  key,  Abdi 
earlier  reforms  have  undoubtedly 
tributed  to  some  of  this  success.  Thell 
is  that  this  boom  buys  him  time  tojj 
even  more  fundamental  changes. 
-By  Stanley  Reed  in . 
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lid-August,  4,500  travel  managers,  purchasing  professionals 
[representatives  from  400  supplier  companies  will  converge 
an  Diego  at  the  National  Business  Travel  Association  (NBTA) 
mention  and  Trade  Show.  The  event,  the  37th  for  the  organiza- 
.  has  grown  in  both  size  and  stature  in  direct  relation  to 
)orate  spend:  T&E  is  now  the  number  two  cost  center  for 
t  corporations,  according  to  multiple  industry  studies. 


*%  C]* ' 


long  with  higher  costs  comes 
greater  complexity.  Today's  corpo- 
rate travel  management  isn't  just 

making  reservations  and  answering 
ons  about  expense  reports;  it's  about 
cs,  spend  analysis,  contracts,  compli- 
data  security,  supply  chain  manage- 

liability,  IT,  safety  (of  travelers  and 

corporate  culture  and  HR.  It's  also 

government  affairs,  points  out  Don 
s,  corporate  services  manager  for 

Brewing  Company  and  a  member 
TA's  Legislative  Advisor)'  Committee, 

is  often  consulted  by  senior  senators, 
n  26  percent  of  a  typical  airline  ticket 

prised  of  tax,  there's  an  urgent  need 


for  a  voice  in  Washington  to  advocate  for 
rationalization,"  Draves  said. 

Educational  Seminars 

The  NBTA  convention's  50  seminars 
will  cover  the  taxation  issue,  along  with 
in-depth  coverage  of  other  key  topics, 
including  procurement  methodology,  T&E 
systems  implementation,  meetings  manage- 
ment, global  issues  in  managed  travel,  risk 
assessment,  the  reverse  auction  process,  air- 
line contracts  and  the  effects  of  recent  fare 
restructuring,  and  the  global  outlook  on 
safety  security  and  terrorism.  The  keynote 
speaker,  former  U.S.  Secretary  of  Homeland 
Security  Tom  Ridge,  will  speak  on  the  latter. 


Other  presenters  of  note  include  John 
Major,  the  former  UK  Prime  Minister  and 
Deborah  Norville  of  TV's  Inside  Edition. 

Education  isn't  the  only  focus  of  the 
convention,  however.  Surveys  of  travel 
buyers  registered  for  prior  NBTA  shows 
have  shown  that  four  out  of  five  attend 
the  event  to  learn  about  new  products, 
services  and  technologies:  almost  60  per- 
cent planned  to  find  new  suppliers  at  the 
show,  and  nearly  75  percent  intended  to 
strengthen  existing  vendor  relationships. 

These  relationships  grow  more  impor- 
tant as  companies  try  to  leverage  their 
clout  with  airlines,  hotels  and  car  rental 
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companies.  By  consolidating,  then  channel- 
ing their  purchasing  through  a  few  select 
vendors,  the  relationships  thev  build  with 
suppliers  help  companies  better  control 
both  sides  of  the  price/service  equation. 

Balancing  Value  with  Service 

T|he  essence  of  the  travel  manager's 
job  is  to  drive  value  for  the  company, 
with  value  defined  as  the  balance  of  price 
and  service,"  explains  Phil  Dunphy,  direc- 
tor/team leader — global  travel,  for  Pfizer. 
"It's  not  simplv  a  question 
of  sending  travelers  to  the 
lowest  bidder.  Travel  is  a 
core  requirement  of  doing 
business  for  any  multi- 
national corporation,  so  the 
travel  manager  has  a  dual 
mandate:  to  improve  the 
company's  bottom  line,  and 
to  lead  a  service  operation 
that  provides  travelers  with 
as  safe,  secure,  easy  and  comfortable  a 
process  as  possible  —  from  research  and 
booking  through  post-trip  reporting." 

Essentially,  Dunphy  added,  travel  has 
come  to  be  viewed  as  a  strategic  global 
business  service  whether  it  is  one  traveler 
coming  to  New  York  or  several  hundred 
being  sent  to  a  meeting.  Today's  travel 
management  strategies  and  capabilities 
are  powerful  enough  to  meet  savings  goals 
and  also  help  companies  meet  objectives 
in  productivity,  sales,  marketing,  business 
development,  and  employee  safety  and 
satisfaction. 

That  means  developing  competencv  in 
everything  from  IT  to  compliance  and  ROI 


to  internal  process  improvements.  Travel 
managers  are  being  asked  to  help  deter- 
mine when  (or  whether)  a  business  trip 
or  meeting  is  necessary,  and  what  budgets 
should  be  if  they  are;  howsto  advise  travel- 
ers on  ways  to  stay  productive  on  the  road, 
and  how  to  keep  data  safe,  from  physical 
theft  (a  laptop  snatch  at  the  airport  or 
hotel  lobby)  or  cybertheft  (the  theft  of 
information  sent  via  Wi-Fi  or  a  public  - 
computer 
terminal). 


Online  bookings  are  compelling  eJ 
pies  of  ways  technology  helps  improvJ 
productivity  while  ensuring  savings, 
having  travelers  book  their  own  trips,  I 
companies  save  significantly  on  travel 
transaction  fees.  Self-booking  softward 
be  configured  to  onlv  allow  reservatk 
that  meet  with  corporate  spending  pel 
and  managers  can  see,  in  real  time,  hj 
travel  budgets  are  being  spent. 


Today's  travel  management  strategies  and 
capabilities  are  powerful  enough  to  meet 
savings  goals  and  also  help  companies  meei  | 
objectives  in  productivity,  sales,  marketing, 
business  development,  and  employee  safety 
and  satisfaction. 


Technological  Choices 

Travel  managers  are  also  increasingly 
involved  in  technology  decisions — 
with  such  choices  as  a  self-booking  module 
that  links  into  ERP  svstems;  a  corporate 
card  paired  with  a  travel  policy  that  man- 
dates it  uses  and  delivers  data  that  could 
be  used  to  rein  in  overspending,  as  well 
as  identify  trends  that  can  lead  to  future 
savings  opportunities.  The  data  could  also 
be  used  during  supplier  negotiations.  By 
linking  purchasing  data  to  an  electronic 
expense  reporting  system,  travelers  can 
more  efficiently  account  for  their  spending, 
and  the  back  office  can  be  more  stream- 
lined during  the  reconciliation  process. 


The  meteoric  growth  of  Travelocity 
Business,  which  combines  the  conveni 
of  DIY  bookings  with  the  support  of  p 
sional  travel  counselors  available  24/7 
perfectly  illustrates  the  intersection  oft 
nology  and  service.  Besides  convenienc 
companies  can  cut  travel  costs  through ' 
fares,  hotel  discounts,  and  service  fee  saf 
representing  an  average  savings  of  abou 
$100  per  trip,  according  to  the  compan 

Compliance  Demands 
Transparency 

In  the  compliance  arena,  Sarbanes-G 
is  prompting  senior  management  tc 
scrutinize  uavel-purchasing  behavior  li 
never  before.  With  greater  transparent 
comes  increased  need  for  clear  policy 


NBTA  ACTS  AS  THE  VOICE  OF  BUSINESS  TRAVEL 

■  ow  more  than  ever,  businesses  are  feeling  the  effects  of  government  regulations  on  travel. 
To  ensure  those  programs  enable  businesses  to  make  the  most  of  travel,  the  National 
Business  Travel  Association  (NBTA)  advocates  on  behalf  of  the  corporate  travel  industry. 

NBTA  believes  the  government  should  ensure  that  travel  is  safe  and  secure;  that  travel  taxes  do 
not  create  undue  financial  burdens;  and  that  security  programs  do  not  negatively  impact  travelers 
or  block  the  healthy  conduct  of  global  commerce.To  achieve  these  objectives,  NBTA  empowers 
its  members  to  take  action  and  serves  as  the  voice  of  corporate  travel  in  Washington  —  most 
recently  testifying  at  a  House  hearing  on  the  importance  of  a  national  Registered  Traveler  program. 

The  2005  NBTA  Convention  and  Trade  Show  provides  delegates  with  opportunities  to 
learn  about  NBTA's  Government  Relations  program  and  how  they  can  make  a  difference  for 
their  companies.  Tom  Ridge,  the  first  U.S.  Secretary  of  Homeland  Security,  will  speak  with 
attendees  about  national  security  and  travel,  building  on  a  relationship  NBTA  formed  with 
Ridge  when  he  was  in  office. 


www.nbta.org 


+ 
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One  low  faref  four  exciting  cities. 
The  Access  Asia  Premier  Pass." 


ience  Malaysia  and  beyond  with  the  AccessAsia  Premier  Pass  for  First  and  Business  Class.  In  addition  to 
J  Lumpur,  get  3  stopovers  to  your  choice  of  16  other  exciting  destinations.'  The  best  part?  Every  leg  of  your 
ey  lets  you  enjoy  the  warmth,  friendliness  and  attentive  service  of  the  crew  awarded  "World's  Best  Cabin  Staff' 
years  in  a  row.1 


and  conditions  apply.  TWorld's  Best  Cabin  Staff  based  on  2002-2004  Skytrax  Research  award. 
Malaysia  Airlines.  All  rights  reserved. 

teia  Premier  Pass  is  only  available  by  calling  Malaysia  Airlines'  Premier  Desk  at  1-888-627-8477  or  by  contacting  your  travel  agent, 
re  information  on  Malaysia  Airlines,  visit  www.malaysiaairlines.com. 


WAIFtLINES 

Going  beyond  expectations'" 


SPECIAL  ADVERTISING  SECTION 


enforcement;  reliance  on  accurate, 
complete  data:  and  control  over  who 
flies  which  class,  who  qualifies  for  hotel 
upgrades,  and  where  meetings  are  held. 

Strategic  Meetings 
Management 

Today,  attending  meetings  and  conven- 
tions represents  nearly  one  third  of 
all  business  travel.  And  with  companies 
increasingly  turning  to  meetings  as  an 
area  to  be  managed  in  order  to  control 
costs  and  boost  value.  XBTA's  educational 
programming  provides  seven  sessions 
on  Strategic  Meetings  Management. 
"Companies  are  really  looking  hard  at  non- 
production-based  purchasing,  and  they're 
realizing  how  much  savings  opportunities 
there  are  if  thev  can  better  control  how 


A  NEW  STANDARD  IN  AIR  TRAVEL 

~~ "  alaysia  Airlines  has  just  earned  a  "5-Star"  designation  by  Skytrax,  a  qu. 
assessor  of  more  than  375  airlines  worldwide.  According  to  Peter  Mille: 
director  of  marketing,  "Malaysia  Airlines  cabin  staff  service  is  renownec 
one  of  the  world's  best  —  it  has  the  required  hallmarks  of  efficiency,  but  what  sets  it 
a  most  distinctive  charm  and  character  of  service  so  reflective  of  the  Malaysian  a 

Malaysia  Airlines  is  the  largest  passenger  carrier  in  Southeast  Asia,  flying  t( 
than  1 00  destinations  in  six  continents.  The  carrier  offers  five  flights  per  week 
from  Los  Angeles  and  three  from  New  York  to  Kuala  Lumpur.  For  more  info- 
tion:  visit  www.malaysiaairlines.com. 


With  greater  transparency  conies  increased 
need  for  clear  policy  and  enforcement; 
reliance  on  accurate,  complete  data;  and 
control  over  who  flies  which  class,  who 
qualifies  for  hotel  upgrades,  and  where 
meetings  are  held. 


Addressing  the  New  Reality 

As  for  the  service  component  of  travel 
management,  travel  managers  are 
seeing  new  demand  for  their  expertise  and 
advice  when  it  comes  to  navigating  the 
___^__^_^_  rough  waters  of 

life  on  the  road. 
Todav's  reality 


meetings  are  planned  and  purchased,"  said 
Kari  Kesler,  global  manager  of  Honeywell 
Meeting  Solutions  and  co-chair  of  the 
NBTA  Groups  &  Meetings  Committee. 
"We've  identified  numerous  best  practices 
involving  data  collection  and  analysis,  nego- 
tiations and  contracting.  By  implementing 
even  intermediate  controls,  companies 
can  see  significant  savings,"  she  says. 


for  travelers: 
flights  with  no 

food  on  board,  long  waits  at  security 
checkpoints,  huge  and  sometimes  mysteri- 
ous surcharges,  red  tape  when  it  comes 
to  visas  and  other  documentation  for 
international  travelers. 

On  the  other  hand,  there  is  good 
news  to  communicate  as  well:  a  growing 


roster  of  airlines  that  provide  in-flight 
Internet  access  at  reasonable  fees  —  an<| 
major  carriers  that  still  know  how  to 
pamper  passengers  before,  during  and , 
after  their  trips.  On  Malaysia  Airlines, 
example,  Golden  Club  (business)  Class  I 
passengers  are  treated  to  complimentarj 
limo  transfers,  luxurious  dining,  and  a 
sumptuous  in-flight  | 
experience.  The 
airline's  service  is  sc 
spectacular,  in  fact, 
it  has  just  joined  the! 
most  exclusive  cadrn 
of  only  four  world  a  I 
lines  —  those  with  a  I 
five-star  ranking  by 
global  aviation  ratii 
organization  SkytraJ 
With  the  latest  technology,  products 
and  service  information  for  the  busine 
travel  industry  available  at  the  37th  annl 
NBXA  Convention  and  Trade  Show,  thil 
event  is  guaranteed  to  be  an  important 
worthwhile  educational  and  vendor 
relationship  building  experience  for  alll 


MANAGING  TRAVEL  AND  REDUCING  COSTS 

Travelocfty  Business  is  a  full-service  corporate  travel  agency  that  helps  com- 
panies easily  manage  travel  and  reduce  costs,  while  providing  more  choices 
to  travelers.  The  company  combines  the  expertise,  service  and  travel 
choices  of  online  technology  with  the  full-service  convenience  of  dedicated  agents 
available  24/7.  It  is  the  only  major  online  corporate  agency  that  has  built  and  now 
owns  all  of  the  end-to-end  ticketing  and  fulfillment  technologies  required  for  enabling 
and  managing  travel  reservations  to  deliver  the  best  travel  experience  to  corporations. 

Companies  c  an  cut  travel  costs  through  flight  deals,  Web  fares,  hotel  discounts 
and  service  fee  savings  —  representing  an  average  savings  of  more  than  $100 
per  trip,  including  airfare  savings  averaging  26  percent  per  ticket  and  service  fee 
savings  of  up  to  84  percent  (see  site  for  savings  details). 

For  more  information,  visit  www.travelocitybusiness.com. 


WEB  RESOURCES 

Malaysia  Airlines 
http://www.malaysiaairlines.com 

National  Business  Travel  Association  (NBTA) 
htip:    www.nbta.org 

Travelocity  Business 

hup:     www.  travelocitvbusiness.com 

To  learn  more  about  business  travel  visit: 
hup:     www.businessweek.com   adsectionl 


Writer  Julie  Moline  is  a  business  travel  sped! 

and  a  frequent  contributor  to  variouw 
consumer,  trade  and  in-flight  pnblic.il 
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Service  you  want  and  the  travel  program 
your  company  needs. 

Travelocity  Business  goes  the  extra  mile  to  meet  your 
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Blogging  As 
You  Go  Belly  Up 

The  CEO  ofiFulfill.com  got  his  wish— a 
blog  with  buzz.  Too  bad  his  business  tanked 


LIKE  MANY  BEGINNING 
bloggers,  Paul  Purdue  had 
his  struggles  building  an  au- 
dience. The  president  of 
iFulfill.com,  a  fast-growing 
e-  commerce  shipping  com- 
pany in  Maumee,  Ohio,  Pur- 
due launched  his  blog  in  May  with  hopes 
that  it  would  strengthen  ties  with  his  far- 
flung  customers.  Perhaps  the  blog  would 
even  draw  in  new  customers— if  only 
more  people  would  read  the  thing.  At  one 
point  a  frustrated  Purdue  asked  his  mar- 
keting consultant,  a  blogger  named  B.L. 
Ochman,  president  of  Whatsnexton- 
line.com,  how  to  attract  readers.  She  re- 
calls relaying  a  tip  that  long  ago  had  been 
given  to  her:  "Create  a  scandal." 

Purdue,  it  turned  out,  was  well  on  his 
way  to  doing  just  that.  Even  before  he  be- 
gan building  his  blog,  his  company  was 
falling  apart.  The  installation  in  February 
of  a  new  wireless  inventory  system  led  to 
widespread  confusion  and  missed  orders. 
As  chaos  mounted,  morale  sank  among 
iFurfiU's  38  employees.  Customers  defect- 
ed. Debt  soared.  Purdue,  who  had  fi- 
nanced the  startup  on  personal  credit 
cards,  saw  the  balance  on  his  cards  top 
$150,000.  The  company  owed  even  more 
to  shipping  giant  UPS.  Attempts  to  refi- 
nance fell  through.  So  on  the  morning  of 
July  25,  the  43-year-old  Purdue  shuttered 
the  seven-year- old  iFulfill.com.  "I  went  to 
work  at  about  5  a.m.,"  he  says,  "and  start- 
ed firing  people  as  they  came  in." 

And  wouldn't  you  know  it?  That's 
when  his  blog  took  off.  As  bloggers 
spread  the  word  about  the  drama  at  iFul- 
fill.com,  Purdue's  blog  at  last  began  to 
generate  buzz— though  hardly  the  kind 
he  had  envisioned.  No,  it  became  an  on- 
line exhibit  of  a  company's  demise,  in  real 
time.  As  Purdue  explained  why  he  was 
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shutting  the  doors,  customers  weighed  in 
with  comments,  many  of  them  expressing 
fury.  Competing  shippers  in  the  fulfill- 
ment industry  popped  up  on  the  blog,  of- 
fering their  services.  Frantic  e-merchants 
raced  to  Purdue's  warehouses  in  Mau- 
mee, a  suburb  of  Toledo,  and  they  posted 
comments  on  the  blog  describing  chaos 
at  the  warehouses.  Unshipped  products, 
they  wrote,  spilled  from  broken  boxes 
along  the  shelves  and  across  the  floor. 
"The  situation  here  is  ugly,"  wrote  An- 
drew Altschuler,  president  of  Asia  Exports 
Corp.,  on  July  28.  Altschuler,  who  had 
flown  in  the  previous  day  from  Thailand, 
warned:  "Your  inventory  is  not  secure." 

While  the  crash  of  privately  owned 
iFulfill  represents  the  merest  blip  in  the 
vast  global  mail-order  business,  Pur- 
due's misadventures  cast  new  light  on 
blogs  as  corporate  communications 
tools.  In  recent  months  prominent  exec- 
utives from  General  Motors  Corp.  Vice- 
Chairman  Robert  A.  Lutz  to  Sun  Mi- 
crosystems Inc.  President  Jonathan  I. 
Schwartz  have  earned  praise  for  opening 
new  channels  of  communication  with 
their  blogs.  But  blogs  can  also  open  a 
window  onto  a  company's  woes.  They 
can  soak  up  an  executive's  time  and  di- 
vert his  or  her  attention.  And  as  Purdue's 
blog  demonstrates,  they  can  become  a 
soapbox  for  a  company's  harshest  critics 
and  competitors. 

Yet  Purdue  was  more  than  ready  to  join 
the  blog  revolution  in  May.  And  why  not? 
Irreverent,  chatty,  and  passionate  about 
tech,  he  appeared  to  be  a  good  fit  for  the 
blogosphere.  He  looked  forward  to  blend- 
ing his  personal  life— his  wife,  two  chil- 
dren, his  Cub  Scout  pack— with  insights 
on  business.  And  if  the  blog  delivered 
business  benefits,  from  new  contracts  to 
financing,  so  much  the  better.  Ochman, 


AFTER  THE STORM 

Purdue  sits  in  one  of 
iFulfill's  near-empty 
Ohio  warehouses 


the  New  York  consultant  who  had 
ed  iFulfill's  online  traffic  with  a  sua 
redesign  of  its  Web  page,  was  urgin 
on— though  she  had  no  idea  of  the 
bles  iFulfill  was  facing. 

FRANTIC  CUSTOMERS 

SO  ON  MAY  9  Purdue  started  to  bl 
his  first  post,  he  staked  out  his  t 
running  a  multimillion-dollar  bu 
while  sustaining  a  rich  family  life 
news  release  tuned  to  the  humo 
pretension-popping  ethos  of  the  1 
sphere,  Purdue  boasted  that  he 
"solid  C-  student"  in  the  6/2  years  i 
him  to  get  through  Eastern  Mic 
University.  He  added  that  he  was 
Cub  den  leader  of  Cub  Scout  Pack 


Apoplectic  Posts 

Some  of  the  comments  posted  on  iFulfill.com's 
CEO  Paul  Purdue's  blog 

WHAT  A  LOAD  OF  CRAP.  You  are  not  an 

entrepreneur,  you  are  just  some  overgrown  kid  who 
runs  when  things  get  tough.  It  sickens  me  when  I 
look  at  this  website...  what  a  con  and  I  feel  like  an 
idiot  for  falling  for  it. 

-Posted  anonymously  by  "You're  Getting  Sued" 

I'M  GLAD  FOR  YOU  that  you've  been  shown  some 
kindness  here.  Now  what  about  showing  your 
previously  loyal  customers  like  us  a  bit  of  kindness  by 
a)  giving  us  an  explanation  and  b)  telling  us  how  and 
when  we  can  get  our  inventory  back.  I  HAVE 
CUSTOMERS  SCREAMING  FOR  IT. 

-Jonathan  at  Starpoint  International 

PAUL,  IF  YOU  ARE  READING  THIS,  it  is  my 

recommendation  that  you  post  to  this  blog,  daily..... 
maybe  multiple  times  a  day,  updating  your 
customers  on  a  plan  to  retrieve  our  product.  That  will 
certainly  go  a  long  way  to  diffuse  the  anger  and 
paranoia  that  will  build  quickly  among  iFulfill 
customers.  -Andy  Ebon,  Strokeland  Records 

I  AM  BEING  HASSLED  BY  CUSTOMERS  and  more 
than  likely  losing  them  as  well.  I  am  not  on  my  own  in 
saying  that  it  looks  like  it's  the  end  for  my  small 
business  and  the  home  I  stumped  up  to  pay  for  it.  I 
"  lose  everything  as  well.  -"Concerned" 


he  also  served  as  "the  Popcorn 
el  (with  a 'IC)." 

>t  all  of  his  customers  were  amused, 
i  Foy,  president  of  Adox  Fotowerke 
)f  Calgary,  Alta.,  says  that  when  he 
the  blog  go  up,  he  worried.  "Paul 
turning   into   a  philosopher,"  he 

It  was  about  his  ego."  Foy,  who 
ilready  seeing  performance  glitches 
llfill,  began  shifting  shipments  to  a 
tetitor  in  Idaho. 

ireful  readers  of  the  comments  on  the 
could  have  spotted  the  gathering 
s  at  iFulfill.  On  June  10,  for  example, 
ae  detailed  his  method  for  vacation 
ling.  "Do  you  have  any  secrets,"  he 

"that  help  you  to  balance  your  life 
g  the  'Lazy  Days  of  Summer'?" 


One  angry  customer  replied:  "Well, 
having  actual  support  from  your  suppli- 
ers would  help."  The  customer,  who  left  a 
nameless  e-mail  address,  detailed  an  11- 
day  "nightmare"  trying  to  track  down 
shipments  at  iFulfill.  This  led  to  "pissed- 
off  customers  and  a  megasized  head- 
ache.... I  apologize  in  advance,"  the  cus- 
tomer added,  "for  messing  up  your 
Weblog,  but  I  don't  know  what  else  to  do 
but  post  here." 

Purdue  asked  Ochman  if  he  should 
publish  such  scathing  comments  on  the 
blog.  Her  steadfast  advice:  Be  transpar- 
ent. She  argued  that  readers  and  cus- 
tomers would  trust  him  more  once  they 
saw  that  he  didn't  censor  his  blog.  What's 
more,  blogs  with  lively  comments  drew 


more  readers.  Purdue  not  only  published 
the  critique,  he  also  mentioned  it  in  his 
blog  and  linked  to  it,  so  that  readers 
would  see  it. 

In  another  post,  written  in  late  June, 
Purdue  urged  entrepreneurs  to  focus  on 
family.  Why?  Because  if  the  business  fails, 
family  is  all  that's  left.  It  was  an  ominous 
hint,  he  knew,  but  also  his  core  belief. 
Now,  as  he  watches  frantic  customers 
scavenge  their  goods  in  his  warehouse, 
Purdue  suspects  he  may  have  had  it 
backward.  "Here  I  am  on  the  sinking 
ship,"  he  says.  "So  maybe  being  a  worka- 
holic is  a  requirement." 

Purdue's  family-friendly  posts  weren't 
attracting  many  readers.  So  he  switched 
in  early  July  to  a  subject  closer  to  the 
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drama  at  iFulfill.  Having  just  burrowed 
more  deeply  into  debt  to  outfit  a  new, 
14,000-square-foot  warehouse  and  de- 
ploy new  wireless  tracking  software, 
Purdue  focused  on  infrastructure.  He 
skirted  specifics  about  iFulfill  but  wrote: 
"We  certainly  need  to  look  at  how  im- 
portant it  is  not  to  overdo  it! !" 

As  he  typed,  his  employees  were 
wrestling  with  a  wireless  bar-code  sys- 
tem that  many  found  baffling.  Ideally,  it 
would  track  the  path  of  each  order, 
from  the  inventory  on  the  shelves  to  the 
shipments  zipping  away  on  UPS.  But 
each  item  required  multiple  bar-code 
scans,  a  process  that  overtaxed  iFulfill's 
rotating  workforce.  "Orders  would 
come  through,  and  we'd  say:  'It's 
here . . .  somewhere,' "  recalls  Matt  Wine- 
land,  the  top  aide  whom  Purdue,  in  his 
blog,  dubbed  "Mini-me."  With  the  new 
system,  packages  often  went  out  with 
the  wrong  contents.  "Men  who  ordered 
male  enhancements  got  female  en- 
hancements," Wineland  says. 

OCCASIONAL  UPDATES 

EVEN  AS  HE  MADE  desperate  bids  for 
funding,  Purdue  kept  blogging.  "B.L. 
wanted  me  out  there  three  times  a 
week,"  he  recalls.  "She'd  scream  at  me 
when  I  was  late."  Ochman,  for  her  part, 
regrets  that  Purdue  hid  from  her  the 
truth  about  his  company.  Had  she 
known,  she  might  have  pushed  another 
blog  strategy.  "If  he  had  said  on  his 
blog:  We're  expanding  rapidly,  and  we 
need  capital,'"  she  says,  "I think  in- 
vestors would  have  come." 

Purdue  still  puts  up  occasional  up- 
dates on  the  state  of  the  warehouse  on 
his  blog.  On  Aug.  1  he  wrote:  "I  will 
continue  to  blog  to  keep  you  abreast  of 
our  progress . . .  and  I  will  continue  to 
allow  all  comments,  good  and  bad." 
Despite  his  own  troubles,  he's  a  big  fan 
of  the  technology.  He  considers  it  far 
more  efficient  than  sending  out  indi- 
vidual e-mails  to  hundreds  of  cus- 
tomers. His  downfall,  as  Purdue  sees  it, 
owes  far  more  to  faulty  management 
than  untested  technology.  "I'm  a  terri- 
ble businessman,"  he  says.  "I  have  an 
inability  to  manage  people." 

But  already,  his  thoughts  are  drifting 
from  iFulfill.  For  three  days,  while  mer- 
chants were  hiring  trucks  and  hauling 
off  their  goods,  he  was  on  a  Cub  Scout 
trip  with  his  son.  Now  he  is  preparing  to 
file  for  personal  bankruptcy.  He  says 
that  when  the  warehouses  are  empty, 
he'll  stop  blogging— at  least  until  he  has 
some  new  stories  to  share.  ■ 

-By  Stephen  Baker  in  Maum.ee,  Ohio 
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From  the  Brink 
To  the  Big  League 

Can  data  storage  giant  EMC  go  up  aga 
the  likes  of  IBM  and  Hewlett-Packard? 


W 


HEN  JOSEPH  M. 
Tucci,  chief  execu- 
tive of  storage  gi- 
ant EMC  Corp., 
bought  VMware 
Inc.  in  December, 
2003,  analysts 
scratched  their  heads.  Sure,  VMware,  a 
maker  of  software  that  squeezes  more 
output  from  server  computers,  held  a  lot 
of  promise.  But  what  did  it  have  to  do 
with  storage?  Ditto  when  EMC  last  De- 
cember paid  $260  million  for  tiny 
Smarts  Inc.,  whose  software  was  used  by 
telecoms  to  monitor  their  networks.  Tuc- 
ci readily  admits  that  both  buys  were  op- 
portunistic, rather  than  part  of  some 
grand  plan.  "I'd  be  lying  if  I  said  that," 
says  Tucci.  He  simply  jumped  at  the 
chance  to  grab  hot  companies  in  fast- 
growing  markets. 

Well,  hold  on  to  your  hats:  Tucci  now 
has  a  grand  design.  EMC  was  set  to  unveil 
a  major  broadening  of  its  strategy  on  Aug. 
4.  Tucci  aims  to  provide  a  wider  swath  of 
the  technology  that  corporations  need  to 

EMC's  Next  Act 

One  of  the  highfliers  hardest 
hit  by  the  tech  bust,  storage 
maker  EMC  recovered  by 
slashing  prices  and 
expanding  into  software.  Now 
EMC  is  moving  beyond  its 
storage  stronghold  in  a  bid  to 
become  a  major  player  in 
corporate  computing.  Here 
are  its  new  thrusts: 


manage  and  safeguard  their  comi 
systems.  In  addition  to  selling 
hardware,  EMC  will  offer  more  sof 
to  help  manage  the  corporate  compd 
universe— spanning  storage,  servers! 
networking  gear.  At  the  same  tinuf 
providing  more  security  for  the  info 
tion  residing  in  those  machines  and  \ 
ing  between  them.  "We're  expanc 
envelope,"  says  Tucci.  "Customers 
to  buy  from  fewer  suppliers.  We  wal 
be  one  of  the  companies  they  deperj 
for  their  enterprise  solutions." 

Tucci's  moving  fast  He  plans  to  i 
a  series  of  products  and  partnerships] 
the  next  couple  of  years.  Plus,  you  csl 
pect  a  continuation  of  EMC's  bv 
binge.  The  company  has  spent  $4. 
lion  on  25  acquisitions  over  the  pas  tp^ 
years,  and  Tucci  still  has  $3.6  billi 
cash  and  short-term  investments  bu  m 
a  hole  in  his  wallet.  "We'll  buy  shares  *  ,„ 
we'll  buy  companies,"  he  says.  : 

With  its  new  strategy,  EMC  hop  r 
step  into  computing's  big  leagues- 
bigger  ambitions  mean  tougher  co  ■: 

I  Per?. 
SYSTEMS  MANAGEMENT  Tapping  the 
technology  it  got  via  its  acquisition  of  ti 
Smarts  Inc.,  EMC  is  building  monitorinj 
and  diagnostics  software  for  any  kind  o 
computing  gear,  including  networks, 
storage,  and  servers. 

VISUALIZATION  In  addition  to  ownin; 
VMware,  which  packs  more  applicatio 
onto  a  PC  server  and  moves  them 
between  servers,  EMC  just  launched 
software  for  moving  data  between  sto 
devices. 


SECURITY  EMC  is  adding  new  security 
features  to  all  of  its  hardware  and  softv 
products,  with  the  goal  of  protecting 
information  wherever  it  resides. 


■chs. 

t: 


TUCCI  He  has 

orchestrated 
a  remarkable 
comeback  for  EMC 


Tucci' s  plans  will  put  him  squarely 
ie  path  of  IBM,  Hewlett-Packard,  and 
vare  specialist  Computer  Associates 
[•national,  the  three  major  established 
ers  in  computing  systems  manage- 
t.  IBM,  with  a  much  broader  portfolio 
roducts  and  the  services  to  weave 
i  together,  will  be  mighty  tough  to 
.  "EMC  just  has  bits  and  pieces,"  says 
t  Perna,  general  manager  for  infor- 
ion  management  at  IBM." 
st  if  Tucci  executes  smartly,  EMC 
d  gain  ground  in  some  of  the  faster- 
ving  pieces  of  the  market.  The  com- 
a's customers  applaud  its  expansion, 
vould  be  ideal  to  have  a  one-stop  shop 
that  array  of  technology,"  says  Kevin 
iart,  chief  information  officer  for 
I  storage  customer  Level  3  Commu- 
itions  Inc. 

MC  has  been  on  a  wild  ride.  During 
Internet  boom,  demand  for  its  refrig- 
or-size  storage  machines  soared,  de- 
e  prices  that  were  double  those  of  the 
ipetition.  Pundits  declared  EMC  one 
tie  "four  horsemen  of  the  Internet"— 
lg  with  Sun  Microsystems,  Oracle, 

Cisco  Systems.   But  the  dot-com 


crash  was  devastating.  EMC's  revenues 
dropped  from  $8.9  billion  in  2000  to  $54 
billion  in  2002,  while  its  stock  price  dove 
from  $100  to  $4. 

Tucci,  who  became  CEO  in  2001,  has 
led  a  remarkable  comeback. 
He  halved  prices,  slashed 
costs,  and  patched  up  rela- 
tionships with  customers. 
On  the  storage  side,  he  ex- 
panded into  new  markets 
and  lined  up  Dell  Inc.  to  dis- 
tribute EMC  machines.  At 
the  same  time,  he  rapidly 
built  up  the  software  portfo- 
lio. This  year,  sales  are  ex- 
pected to  rise  17%,  to  $9.6 
billion,  surpassing  their 
boom-time  peak  for  the  first 
time.  Bear  Stearns  &  Co.  predicts  net  in- 
come will  surge  40%,  to  $1.2  billion. 

The  foundation  of  EMC's  success  re- 
mains the  storage  market.  It's  No.  1  in  the 
overall  market  for  external  disk  storage, 
with  a  21.4%  share,  according  to  market 
researcher  IDC.  It's  besting  Hitachi  Data 
Systems  Co.  and  IBM  at  the  high  end  and 
HP  in  midrange  systems.  When  EMC  an- 


EMC,  with 
$7.7  billion 
in  cash,  is 
likely  to  keep 
up  its  buying 
binge 


nounced  a  high-end  upgrade  on  June  25, 
Hitachi  Chief  Scientist  Claus  Mikkelsen 
dismissed  it  as  "ho-hum."  But  a  day  later 
Hitachi  reported  financial  results  that 
showed  it  had  lost  share  to  EMC  for  the 
10  th  quarter  in  a  row.  Says  Bear  Stearns 
analyst  Andrew  Neff:  "EMC  just  keeps 
coming  up  with  better  ways  to  manage 
your  storage." 

NETWORK  SMARTS 

THERE'S  NOTHING  FANCY  about  the 
way  Tucci  runs  the  company.  He  finds  out 
what's  driving  customers  crazy,  then 
builds,  licenses,  or  buys  technology  that 
will  help  them  out.  Last  year,  Chris  Gaha- 
gan,  senior  vice-president  in  EMC's  soft- 
ware division,  approached  Tucci  about  li- 
censing Smarts'  technology.  Tucci  was 
already  considering  buying  the  company. 
"I  had  to  tell  Chris  to  hold  up  for  a  while. 
I  couldn't  tell  him  why,"  recalls  Tucci.  A 
short  time  later,  the  deal  was  done. 

Smarts  is  the  linchpin  in  EMC's  new 
systems  management  strategy.  The  soft- 
ware maps  out  a  computing  system, 
studies  how  it  works,  and  analyzes  glitch- 
es to  figure  out  what  caused  them.  Then  it 
alerts  human  operators,  allowing  them  to 
fix  problems  quickly.  At  Fifth  Third  Bank 
in  Cincinnati,  Smarts  monitors  all  the 
network  equipment.  It  has  brought  80% 
improvement  to  the  bank's  ability  to  route 
problems  to  the  right  technician  on  the 
first  try.  "Smarts  understands  the  net- 
work," says  Jim  Bundy,  manager  of  the 
bank's  systems  management  group. 

The  Smarts  technology  can  be  applied 
to  any  kind  of  data  network  and  any  de- 
vice attached  to  a  network.  So  now  EMC 
plans  on  turning  it  into  an  iiber-moni- 
toring  and  diagnostic  tool 
for  entire  computing  sys- 
tems. The  plan  is  to  use 
Smarts  to  monitor  not  only 
devices  but  also  the  virtual- 
ization  software  from 
VMware  that  sits  above  the 
hardware  and  shuttles 
computing  tasks  around  to 
make  the  most  efficient  use 
of  all  the  gear.  Over  the 
coming  months  the  compa- 
ny plans  on  embedding  the 
technology  in  all  of  its  sys- 
tems management  products. 

Tucci  could  run  into  problems  as  he  at- 
tempts to  weave  these  technologies  to- 
gether. But  he  has  gained  a  lot  of  credibil- 
ity by  bringing  EMC  back  from  the  brink. 
Now,  with  each  new  acquisition,  analysts 
will  be  looking  closely  for  signs  of  how  it 
fits  into  his  grand  design.  ■ 

-By  Steve  Hamm  in  Hopkinton,  Mass. 
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A  Memory  Card 
You  Won't  Forget 

SanDisk's  mission:  Go  from  commodity 
to  consumer  brand,  like  Intel 


LI  HARARI  LOOKS  EVERY 
bit  the  proud  papa  as  he 
holds  up  a  stylish  Samsung 
cell  phone,  an  impossibly 
tiny  digital  music  player, 
and  then  the  sleek  Sony  PSP 
handheld  game  console. 
No,  his  company  doesn't  make  any  of 
these  nifty  products.  Yet  SanDisk  Corp.'s 
memory  cards  are  a  perfect  fit  for  all  the 
gadgets,  to  store  music,  photos,  video, 
and  other  sensitive  data.  "All  these  digital 
devices  have  an  absolutely  voracious  ap- 
petite for  our  flash  memory,"  he  says. 

Harari  is  sitting  pretty  these  days. 
SanDisk  is  the  worldwide  leader  in  re- 
movable memory  cards,  making  the  low- 
profile,  Sunnyvale  (Calif.)  company  one 
of  the  biggest  beneficiaries  of  the  soaring 
demand  for  cell  phones,  digital  music 
players,  digital  cameras,  and  game  con- 
soles. Revenues  have  surged  an  average 
of  70%  over  the  past  three  years  and  are 
on  track  to  rise  19%  this  year,  to  $2.1  bil- 
lion. Its  stock  is  up  40%  over  the  past 
year,  to  34. 

Yet  Harari  is  plagued  by  one  big  prob- 
lem: He  iabors  in  a  wickedly  cyclical 
business.  Flash  memory  is  largely  a  com- 
modity market,  so  if  any  of  his  rivals,  like 
Infineon  Technologies,  get  aggressive, 
they  can  torpedo  prices  and  hurt  his  rev- 
enues. That  happened  last  summer 
when  flash  memory  prices  plunged  and 
drove  down  SanDisk's  stock  by  30%  in 
four  days. 

Harari's  plan  to  overcome  this  problem? 
He's  moving  to  make  his  brand  as 
recognizable  as  Intel  Corp.,  which  mas- 
tered the  art  with  its  "Intel  Inside"  cam- 
paign. He  hopes  to  persuade  consumers  to 
ask  specifically  for  a  SanDisk  card,  instead 
of,  say,  a  1-gigabyte  card  for  their  digital 
camera.  "Our  goal  is  to  establish  SanDisk 
as  a  consumer-branded  global  power- 
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Mountains 
OfMemory 

SanDisk  makes  flash  memory,  the  tiny 
chips  that  store  digital  music,  photos,  and 
video.  Here  are  some  of  its  key  markets: 


MOBILE  PHONES  SanDisk  licenses 
its  technology  to  the  likes  of 
Samsung  and  Intel  for  memory  built 
into  phones,  and  it's  the  world's 
largest  seller  of  the  memory  cards 
that  consumers  buy  to  store  even 
more  data.  In  September,  the  mem- 
ory maker  will  add  security  tech- 
nology to  cell-phone  chips,  so  wire- 
less carriers  can  remotely  disable 
phones  that  are  lost  or  stolen. 


DIGITAL  MUSIC  AND  VIDEO 

PLAYERS  SanDisk  sells  its 
own  flash-memory  music 
player,  the  Sandisk  Sansa, 
which  ranks  No.  2  behind 
Apple's  iPod  Shuffle. 


DIGITAL  CAMERAS,  CAMCORDERS,  AND  HANDHELD 
GAME  CONSOLES  Gadget  makers  often  include  a 
free  SanDisk  memory  card  with  the  digital  cameras, 
game  players,  and  other  gear  they  sell.  But  the 
memory  maker  wins  twice  over  when  consumers 
flock  to  stores  to  swap  their  32-megabit  cards  for  the 
256-  or  512-megabit  variety. 


Data:  'JPD.  IDC.  SanDisk  Corp. 


house  in  the  coming  decade,"  he 
To  get  there,  Harari  is  spending 
lions  on  a  worldwide  advertising 
paign,  in  retail  stores,  magazines^ 
even  on  prime-time  TV  shows 
Simpsons  and  Survivor. 

R&D  PAYS  OFF 

EVEN  MORE  IMPORTANT  are  the 
pan/s    efforts    to    distinguish 
through  technology.  As  revenues 
soared,  SanDisk  has  poured  money 
research  and  development,  boosting 
spending  48%  last  year,  to  $125 
The  result  is  a  string  of  innovations: 
terproof  memory  cards,  titanium 
even  memory  cards  that  work  only  i 
rightful  owner  presses  a  fingerprint 

embedded  reader. 

Next  up:  protection  for 
stored  on  your  cell  phom 
September,  SanDisk  pi 
unveil  memory  cards  des: 
for  customers  of  Verizon 
less,  Sprint  Corp.,  and 
wireless  carriers.  Lose 
cell  phone,  and  all  you'll 
to  do  is  contact  the  carri 
remotely  disable  the  card. 
SanDisk  has  dipped  a 
into  the  gadget  business,  I 
Last  August,  Harari  and  C 
Operating  Officer  Sail 
Mehrotra  decided  to  roll 
their  own  flash-based  m 
players.  Using  Asian  manu 
turers,  the  company  rushec 
first  product  to  market  in 
U.S.  just  three  months  late 
quickly  became  the  No.  1-s 
ing  flash  player,  according 
researcher  NPD  Group,  bet 
settling  at  No.  2  after  Ap 
Computer  Inc.'s  January  int 
duction  of  the  iPod  Shuffle 
Rivals  pooh-pooh  Hara 
efforts.  In  music,  competit 
say  SanDisk  is  litde  more  tha 
marginal  player.  "I  don't  th. 
anyone  sees  them  as  a  serio 
long-term  challenger,"  s: 
Sim  Wong  Hoo,  chairman  a 
CEO  of  Creative  Technology 
Yet  analysts  say  SanDisk 
making  progress  on  the  bra 
front.  "Customers  have  rea 
responded  to  seeing  the  Ss 
Disk  name,"  says  analyst  Stt 
Baker  of  researcher  NPD  Tec 
world.  It's  not  quite  Intel  1 
side.  But  Harari  would  set 
for  SanDisk  everywhere 

-By  Cliff  Edwards 
San  Mateo,  Ca 


elevate 


technology 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


ConocoPhillips  ^ 

elevate     «£*     *w-'- 


conocophillips.com 
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TRUSSELL 

Can  his  plan 
maintain  the 
company's 
torrid  growth? 


Sweet  Dreams 
Are  Made  of  Foam 

Tempur-Pedic's  boss  wants  to  sell  mattresses 
to  the  masses,  but  Wall  Street  is  losing  sleep 


OBERT  B.  TRUSSELL  JR., 
CEO  of  Tempur-Pedic  In- 
ternational Inc.,  learned 
early  in  his  career  that 
there's  no  such  thing  as  a 
sure  bet.  In  1981, 
Trussell— then  a  market- 
ing executive  for  a  Lexington  (Ky.)  race- 
horse breeder— encouraged  his  bosses  to 
pay  $5  million  for  50%  ownership  of  a 
thoroughbred  named  Proud  Appeal,  who 
was  the  odds-on  favorite  to  win  the  Ken- 
tucky Derby.  Much  to  Trussell's  horror, 
the  horse  staggered  over  the  finish  line  in 
18th  place.  "We  lost  a  lot  on  that  one," 
laments  Trussell,  53. 

Today,  he's  taking  a  different  sort  of 
gamble,  and  Wall  Street  doesn't  much  like 


m 


S! 
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the  odds.  Trussell  wants  to 
break  Tempur-Pedic  out  of  its 
niche  as  a  maker  of  premium- 
priced  foam  mattresses  and 
pillows,  mostly  coveted  by 
wealthy  folks  with  aching 
backs.  On  July  21,  Tempur- 
Pedic  announced  that  it  will 
roll  out  a  low-end  model  for  $1,199. 
That' s  $400  less  than  its  next-cheapest 
bed,  and  it  pits  Tempur-Pedic  against 
more  established  mass-market  players 
such  as  Sealy  Corp.  Surprised  investors 
stomped  Tempur-Pedic's  stock  down 
24%,  to  $18  a  share,  on  nine  times  its  nor- 
mal trading  volume.  "The  communica- 
tion was  mismanaged,"  says  Joseph  Alto- 
bello,  an  analyst  for  CIBC  World  Markets, 


who    downgraded    the 
Trussell  had  hinted  to  an| 
that    the    Lexington    cor 
would  instead  head  upml 
via  a  mattress  with  an  eye| 
ping  $5,000  price  tag. 

Trussell's  turnabout  obsj 
Tempur-Pedic's  otherwise  si 
news.  Second- quarter  sales  | 
27%  from  the  same  period  i 
ago,  to  $192.6  million,  and  n| 
come  soared  47%,  to  $l6.t 
lion.  Over  the  three  years  e| 
in  May,  Tempur-Pedic's 
grew  an  average  47%  a 
landing  the  company  at  No.  i 
BusinessWeek's  2005  Hot  Gr 
ranking  of  the  fastest-grc 
small  companies. 

NOOKS  AND  CRANNIES 

TRUSSELL,  WHO   brough 
Tempur-Pedic  brand  to  the 
in  1992,  has  built  a  novelty 
business  nearing  the  $1  bij 
sales  mark.  The  original 
products  were  dreamed  u 
two     Swedish     entrepren 
Mikael  Magnusson  and  his 
brother,  Dag  Landvik.  They 
material  originally  developed  by  NAf 
cushion  astronauts  from  high-pres 
G-forces  on  takeoff  and  landing, 
used  it  to  develop  a  spongy  foam 
molds  to  the  body's  every  nook  and  c 
ny,  reducing  pressure  on  sensitive  a 
like  the  back  and  neck.  Trussell  met 
pair  through  a  mutual  friend,  a  h 
chiropractor.  (Yes,  there  is  such  a  thi 
As  soon  as  Trussell  plopped  down  on 
mattress  at  Magnusson's  house,  he 
so  amazed  he  begged  for  the  U.S.  di 
bution  rights.  Since  then,  Trussell 
built  the  brand  into  the  dominant 
mium-priced  player,  with  mattre 
running  as  high  as  $3,000. 

The  risk  Trussell  now  fc 
is  that  the  new  low-priced  r 
tress  could  knock  the  air  oi 
Tempur-Pedic's  sails.  If  ( 
tomers  who  might  h 
bought  a  higher-priced  mc 
go  for  the  bargain  opt 
Tempur-Pedic's  27%  pi 
margins  could  narrow.  Trussell  says  1 
make  it  up  in  sheer  volume— by  court 
insomniacs  who  have  shunned  foam  n 
tresses  because  they  were  too  pricey. 
powerful  competitors  known  in  the  ind 
try  as  "the  S's"— including  Sealy,  Spr 
Air,  and  Simmons— have  introduced  in 
pensive  Tempur-Pedic  knockoffs. 

The  recent  Wall  Street  brouhaha 
been  tough  for  Trussell.  He's  a  low-1 
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THE  DAY  YOU  CAN  BUY  16  FLUID  OZ.  OF  BRICKS, 
WELL  MAKE  ONE  KIND  OF  SOFTWARE  SOLUTION. 


Your  business  is  unique.  Your  goals  are  defined.  But  the  issues  you  deal  with  every  da\  are  complex.  Which  is  why- 
SAP  makes  modular  software  solutions  for  the  business  you're  in.  Whether  you're  a  large  company  or  a  not-so-large 
company.  Whether  you're  knee-deep  in  building  supplies  or  milk.  We  have  an  SAP"  solution  for  you  -and  it's  grounded 
in  our  years  of  working  with  the  best-run  businesses  in  your  industry.  Because  we  know  business  fundamentals. 
And  we  know  w  hat  makes  your  business  fundamentally  different.  And  so  does  our  software.  Visit  sap.com/unique 
or  call  800  880  1727  to  see  how  we  can  help  your  business. 


THE  BEST-RUN  BUSINESSES  RUN  SAP 


guy  who's  still  more  comfortable  hanging 
out  with  the  stallions  at  Churchill  Downs 
than  he  is  with  tough  analysts.  In  fact,  he 
sometimes  stutters  from  nerves  when  he 
speaks  in  public,  says  Tempur-Pedic 
Chairman  P.  Andrews  McClane.  Born  in 
Milwaukee,  Trussell  fell  for  horses  as  a 
boy,  after  his  dad  taught  him  to  ride. 
Trussell,  who  is  6  feet,  5  inches  tall,  came 
to  the  sad  realization  at  age  9  that  he  was 
too  big  to  be  a  jockey.  So  he  decided  to 
build  a  life  behind  the  scenes  instead.  He 
moved  to  Lexington  in  the  late  '70s,  and 
spent  the  next  decade  breeding,  buying, 
and  managing  racehorses. 

By  1990,  the  horse  world  had  spiraled 
into  a  recession— in  part  because  of  a  sud- 
den drop  in  investments  from  the  sheiks 
of  Dubai,  who  had  fueled  the  market 
growth  of  the  1980s.  Trussell  was  desper- 
ate to  find  a  new  career.  First  he  tried  to 
make  a  business  out  of  his  hobby  of  hand- 
icapping horse  races.  Before  each  big 
race,  he  recorded  his  picks  on  a  1-900 
phone  line  called  Bloodline  Bob.  He 
charged  $25  per  call.  "I  made  a  profit,  but 
I  could  have  done  just  as  well  working  at 
McDonald's,"  concedes  Trussell,  who 
sold  the  business  after  a  couple  of  years. 
Trussell's  guy-next-door  style  attracted  a 
small  band  of  fans,  some  of  whom  called 
him  at  home  after  his  voice  vanished  from 
the  900  line.  "They  said,  'Is  this  Bob? 
Bloodline  Bob?'"  he  recalls.  "They  were 
upset  I  wasn't  doing  it  any  longer." 

Litde  did  Trussell  know  that  horses 
would  be  the  ticket  to  his  biggest  oppor- 
tunity yet.  Tempur-Pedic's  Swedish  in- 
ventors are  also  horse  racing  nuts,  and  af- 
ter two  days  of  chatting  about  the  sport, 
co-founder  Magnusson  handed  Trussell 


the  exclusive  U.S.  dis- 
tribution rights  to 
Tempur-Pedic.  There 
was  just  one  condi- 
tion: Trussell  had  to 
sell  10,000  mattresses 
in  the  first  year. 

Trussell  struggled 
to  develop  a  market- 
ing plan  beyond 
hawking  Tempur- 
Pedic  to  family  mem- 
bers and  college  bud- 
dies. "He  missed  the 
sales  target  by  98%," 
laughs  Magnusson. 
But  Magnusson  trust- 
ed him  enough  to  give 
him  a  second  chance. 
Trussell  dug  up  a  list 
of  chiropractors  and 
mailed  them  Tempur- 
Pedic  pillows.  He  at- 
tached a  letter  saying  they  could  send  the 
pillows  back  at  no  charge  or  keep  them, 
provided  they  bought  four  more  to  sell 
their  patients.  It  worked:  Tempur-Pedic 
had  sales  of  $2.5  million  in  1993. 

Trussell's  persistence  has  paid  off  for 
Tempur-Pedic  many  times  over.  In  late 
1993,  Trussell  decided  his  comfy  product 
line  would  fit  perfectly  among  retailer 
Brookstone  Inc.'s  expensive  gadgets.  So 
he  called  Brookstone's  merchandising 
manager,  Stephen  Ritch,  every  day  for 
weeks  until  an  annoyed  Ritch  finally 
picked  up  the  phone.  When  Trussell  told 
him  Tempur-Pedic's  pillow  would  cost 
$90— triple  the  price  of  any  pillow  on 
Brookstone's  shelves  at  the  time— Ritch 
started  to  hang  up.  "I  told  him,  'That's  too 


SPACE  AGE 

NASA  invented 
the  foam  the 
company  uses 


Robert  B.  Trussell  Jr. 

His  love  of  horses  led  to  the  meeting 
that  launched  his  career  in  mattresses 
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BORN  Sept.  22, 1951,  in  Milwaukee. 

EDUCATION  BS  in  finance, 
Marquette  University,  1974. 

POSITION  CEO,  Tempur-Pedic 
International  Inc. 

HORSE  SENSE  Head  of 

marketing  for  racehorse  breeder 
Gainesway  Farm  in  Lexington,  Ky., 
in  the  early  1980s.  Struck  out  on 
his  own  in  1985. 

LUCKY  BREAK  At  Gainesway,  he 


encouraged  the  purchase  of  a 
thoroughbred  named  Bates  Motel. 
It  won  nine  major  races. 

BIGGER  BREAK  In  1991,  as 
horse  prices  plummeted,  he  met 
the  Swedish  inventors  of 
Tempur-Pedic  and  persuaded 
them  to  let  him  distribute  the 
back-friendly  pillows  and 
mattresses  in  the  U.S. 

FAMILY  Married  to  Martha  since 
1986,  three  children. 


high,    have    a 
life,"'    recalls 
now      vice-pri. 
for  sales  and  m 
ing  at  Zadro  Prod 
Inc.,  a  maker  oft 
room         acce 
based  in  Hun 
Beach,  Calif.  Ti 
persuaded    Ritch 
take  a  pillow 
Ritch's  wife 
the  pillow  and  v 
up   raving   about 
Trussell  had  a 
Today       Brooksi 
carries    25    Temj 
Pedic    products, 
eluding  mattresses,  pillows,  and  sli] 

Trussell  will  have  to  lean  hard  on 
retailers  to  keep  Tempur-Pedic's 
going  strong.  The  brand,  which 
pitched  primarily  via  direct  respo: 
the  early  days,  is  now  mostly  sol 
5,000  furniture  stores.  Premium  t> 
space  for  the  low-price  model  will  be 
particularly  with  competitors  nippi 
Trussell's  heels. 

Undaunted,  Trussell  is  gearing 
meet  what  he  expects  to  be  strong 
mand  for  the  new  product.  Since  83' 
mattresses  sell  for  under  $1,000, 
figures  going  downstream  is  a  mai 
necessity.  "It  will  expand  our  market,' 
promises.  A  third  manufacturing 
will  open  in  Albuquerque  next  year, 
could  give  the  company  enough  ca] 
to  also  add  the  ultra-premium  m 
Wall  Street  had  initially  expected, 
lysts  are  more  cautious:  CIBC's  Altol 
for  one,  still  expects  Tempur-Pedic's 
to  jump  29%  this  year,  to  $882.7 
with  profits  on  track  to  rise  49%,  to 
million.  But  he  downgraded  the  stock, 
serving  judgment  about  long-i 
growth  prospects  until  customers  hav' 
chance  to  respond  to  the  new  produi 

Even  as  Trussell  juggles  the  pn 
of  minting  a  growing  business,  he  h< 
fast  to  his  racing  roots.  Portraits  of  cha 
pion  horses  dot  the  walls  of  Temp 
Pedic's  modest  Lexington  headquarte 
Trussell  recently  took  a  board  position 
a  friend's  new  breeding  farm,  and 
owns  a  couple  of  racehorses  with  Te 
pur-Pedic's  Swedish  inventors,  who  sc 
their  share  of  the  business  in 
Trussell  marvels  at  the  serendipitous 
in  which  horses,  NASA  and  a  bit  of  i 
tion  all  came  together.  "I  was  loo 
a  fife  raft,"  he  says.  "I  found  one 
the  challenge  is  to  chart  a  course  for 
pur-Pedic  beyond  the  niche  he  creati 
-ByArlene  Weintraub  in  Lexington, 
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Opportunity  Knocks, 
Pings  &  Rattles. 


anked  #1  in  brake  category  by 
itrepreneur  Magazine  (2002  &  2003) 
satured  in  Black  Enterprise's 
>p  20  Franchises  (Sept.  2003) 


High-profile  national  spokesperson 
30-year-old  reputation  for  quality 
No  automotive  experience  necessary 


Kmeineke 
car  care  center 


1-800-275-5200 

Mmm.ownameineke.com 
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ash  in  on  Boomii 

er  25  billion  sq.  ft.  of  surfaces  waiting  for  our  patented  decofalive 
ncrete  system  to  be  applied.  Become  a  distributor  for  America's 
iding  non-competitive  line  of  decorative  concrete  equipment  and 
■rterials.  You  will  enjoy  a  50%  profit  margin  and  unlimited  income 
tential.JJver  fifty  different  breathtaking  designs  for  use  oh  residential 
d  commericaTSPPlioatiflns.  Construction  background  is  not  necessary 
mpany  offers  comprerf^nsiv§training.  Exclusive  territories.    . . 


Contact:  Eric  C.  Poole   •    1-800-233-3298 


iPetiand 


North  America's 
Full-Service  Pet 
Store  Franchise 

tWMn  specialty  retail  operating  model  and  franchise  development  system  offers  high  margins  and  excellent 
aum  on  investment  Over  35  years  of  experience  in  specialty  pet  retail  operatins  and  franchise  development 

•  True  niche  market  not  being  served  by  "big  box"  dog  food  dominated  retailers 

•  Comprehensive  training,  marketing,  merchandising,  and  store 
development  system  facilitates  rapid  growth 

•  Multiple  revenue  streams  available  to  master  licensees  including 
retail  operating  income,  franchise  fees,  and  royalty  Income 

•  Operating  system  has  proof  of  concept  in  maior  metro  markets 
and  middle  markets  with  trade  area  populations  of  100.000 
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wmrmmi.f*mtwm  *mumiimamummm* 


ontact  Jim  Whitman  at  740.775.2464  or  jwhitman@petland.com 
Learn  more  at  www.petland.com 


He  Gets  It.  }± 


Sckmitt 


Managing  Director.  Expense  Reduction  Analysis 


Why  would  a  CPA  who  turned  a  small  business  into 
a  $100  million  company  become  a  Managing 
Director  with  Expense  Reduction  Analysts?  Jim 
Schmitt  joined  forces  with  the  world's  largest 
franchisee!  cost  management  consultancy  to  show 
other  companies  how  to  realize  significant  cost 
savings  in  their  everyday  operating  expenses.  And, 
he  turns  those  savings  into  profits  for  himself  over 
and  over  again  thanks  to  Expense 
Reduction  Analyst's  business 
model.  You  can  get  it  too! 

>  Over  12  years  of  proven  success 

>  Operations  in  23  countries 

>  Leverage  our  worldwide  network 
and  clients 

>  Proven  systems  and  methodology 

>  On-going  training  and  support 

>  Recession  proof  business  service 

>  Low  overhead/high  margins 

>  No  limits— your  desire  defines 
your  potential 


5.  EXPENSE  REDUCTION  ANALYSTS' 

To  find  out  if  this  opportunity  is  for  you,  call 
Jon  Elliott  at  (877)  872-3721  or  visit  www.allaboutera.com/developers.htm 


JOIN  the  ORG 

Authorized  Dealer  Network 


Home  Office 


ORG "  is  an  industry  leader  in  home 
organzation  since  1 987. 

Business  is  easy  to  expand  and  the  growth 
potential  is  unlimited. 

Additional  Support  is  provided. 

•  Full  Training 

•  Marketing 

•  CAD  Design  Software 

•  Custom  Design  Department 


O  RIG 


Bookshelves 
and  MORE! 


To  learn  more  about  ORG  ,  visit  us  at 
www.homeorg.com.  Contact  the 
ORG  "  Sales  Tea<r  6 1 6.994.7638 


Finance  Regulators 


A  Street-Sawy 
Bank  Cop 

New  York  State  overseer  Diana  Taylor  is 
fiercely  focused  on  protecting  consumers 


WHEN  DIANA  L. 
Taylor  took  over  as 
New  York  State  Su- 
perintendent of 
Banks  two  years 
ago,  she  faced 
plenty  of  skeptics. 
They  contended  the  stylish,  5-ft.-10-in. 
former  aide  to  Governor  George  E.  Pataki 
and  longtime  friend  and  confidante  of 
New  York  billionaire  Mayor  Michael  R. 
Bloomberg  landed  the  job  because  of  her 
political  ties.  A  splashy,  five-page  spread 
in  the  August,  2003,  Vogue  with  Taylor  in 
evening  garb  and  designer  suits  a  month 
after  her  confirmation  didn't  help. 

Then,  just  weeks  after  taking  office,  she 
found  her  powers  sharply  curtailed.  The 
Office  of  the  Comptroller  of  the  Currency 
(OCC),  which  regulates  national  banks,  an- 
nounced that  its  rules  would  preempt  those 
of  state  banking  supervisors  in  case  of  con- 
flict. Two  of  New  York's  largest  state-char- 
tered banks— JPMorgan  Chase  &  Co.  and 
HSBC  Securities  Inc.— prompdy  switched 
to  national  charters.  When  they  walked,  so 
did  $24  million  in  yearly  fees,  or 
30%  of  Taylor's  $80  million  an- 
nual budget.  "It  was  a  shock," 
she  says.  "A  big  part  of  our  rev- 
enue stream  was  based  on  the 
big  banks." 

Despite  the  double  whammy, 
the  50-year-old  Taylor— who  left 
private  industry  and  took  a  77% 
pay  cut,  to  a  $127,000  salary- 
has  so  far  confounded  her  critics. 
As  chief  watchdog  for  3,500  fi- 
nancial institutions  with  $1.3 
trillion  in  assets,  she  is  reshaping 
the  largest  and  oldest  U.S.  state 
bank  regulator,  established  in 
1851— making  it  a  model  that 


others  are  emulating.  Her  first  order  of 
business:  replenish  the  lost  revenue  with 
steep  and  controversial  fee  hikes.  "The 
taxpayers  should  pay,"  gripes  John  Com- 
mons, president  of  the  New  York  Associa- 
tion of  Mortgage  Brokers,  whose  mem- 
bers' annual  fees  increased  from  zero  to  six 
figures  in  some  cases.  Still,  Wisconsin  is 
reassessing  fees  so  that  its  state  banks  and 
others  pay  the  full  cost  of  their  supervision, 
too.  And  in  February,  Pennsylvania  repli- 
cated New  York's  financial-crimes  inves- 
tigative team— which  was,  until  then,  the 
only  state-run  operation. 

MONEY-LAUNDERING  CLEANUP 

CONSUMER  PROTECTION  looms  large  in 
Taylor's  approach.  She  has  mandated 
stricter  rules  for  mortgage  brokers,  a  new 
source  for  potential  fraud  in  a  booming 
real  estate  market.  But  she  has  wider  con- 
cerns as  well.  To  curb  money  laundering, 
she  also  initiated  stringent  new  examina- 
tion and  licensing  standards  for  check 
cashers  and  money-transfer  agents,  from 
mom-and-pop    operations    to   Western 


Union  Financial  Services  Inc.  She  ha< 
lobbied  hard  to  give  state  regulat 
voice  in  Washington  in  the  fight  ag 
terrorist  financing.  "She's  not  just  s. 
that  Sve're  New  York'  but  that  we  stai 
fall  together,"  says  John  Ryan,  exec 
vice-president  for  the  conference  of 
bank  supervisors.  In  May  of  this  yea 
example,  Taylor  brokered  an  agree 
between  the  Internal  Revenue  Servio 
the  Financial  Crimes  Enforcement 
work  (FinCEN)  that  will  both  pre 
more  resources  for  training  and  share 
with  examiners  from  all  states  who  t 
illegal  activities. 

Disarmingly  frank  and  outgoing,  Tj 
has  a  solid  business  background.  Afte 
taming  an  economics  degree  at  Dartni( 
College,  she  earned  an  MBA  at  Colur 
University  and  began  working  as  ai 
vestment  banker  in  the  early  1980s 
1987  she  launched  a  minority  investr 
bank,  MR  Beal  &  Co.,  with  Bernard  B.  I 
one  of  the  first  African  Americans  to  b 
such  a  firm  on  Wall  Street.  Beal,  in 
once  fired  Taylor  because  the  two  disa§ 
about  how  to  run  the  business.  After 
realized  he  was  wrong,  he  had  to  bu> 
firm  she  had  joined  to  get  her  b 
"Rarely  do  you  walk  away  from  her  w 
dering  what  she  means  about  somethii 
says  Beal,  who  still  runs  the  firm. 

Taylor  is  no  stranger  to  controversy 
ter  she  joined  the  Pataki  Administratis 
1996  as  assistant  secretary  for  public 
thorities,  she  was  the  governor's  repres 
tative  during  the  takeover  of  Long  Isl 
Lighting  Co.  (LILCO)  by  the  Long  K 
Power  Authority  (LIPA),  one  of  the  L 
municipal  mergers  ever.  Debt-laden  LI 
was  crippled  by  financial  woes— o 
though  it  charged  the  highest  electric  ra 
in  the  country.  "It  was  a  disaster,"  s 
LIPA  Chairman  Richard  M.  Kessel.  A! 
the  acquisition,  management  was  oi 
and  rates  fell  by  20%.  A  couple  of  years 
er  the  $2.8  billion  utility  hired  Taylor 


Taking 
Action 

In  just  two  years 
as  New  York  State 
Superintendent 
of  Banks, 
Taylor  has 
shaken  up  the 
154-year-old 
office.  Here's  how: 


»  Stepped  up  surveillance  of  New  York's  nearly  300  check-cashing 
and  money-transmission  services  and  imposed  more  stringent 
licensing  requirements. 

»  Tightened  the  rules  and  streamlined  background  checks  on  mortgag 
brokers  and  bankers.  Also  leading  efforts  to  create  a  national  database 
of  brokers  to  track  rogue  operators  who  move  from  state  to  state. 

»  Lobbied  for— and  got— better  information  and  resource  sharing 
among  state  bank  regulators,  the  Internal  Revenue  Service,  and  the 
Financial  Crimes  Enforcement  Network  in  tracking  money  laundering 
and  terrorist  financing. 

»  Dealt  with  a  30%  revenue  hole  created  after  JPMorgan  and  HSBC 
became  national  banks  by  winning  the  legislature's  approval  to  charge 
state-chartered  businesses  the  full  cost  of  supervising  them. 
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f  financial  officer.  Quickly,  she  deter- 
:d  it  was  time  to  raise  rates— unpopu- 
jut  necessary.  "Her  management  style 
be  very  insistent,"  Kessel  recalls.  "And 
le  way,  she  was  right." 
s  no  surprise,  then,  that  Taylor  runs 
itate  banking  office  more  like  a  busi- 

than  a  government  department. 
s  cutting  the  budget  by  10%,  or  $8 
on,  this  year  and  is  outsourcing  a 
ract  to  automate  licensing  and  exam- 
ion  procedures.  Says  Taylor:  "We're 

in  a  competitive  situation,  and  we 
t  to  look  towards  adding  value,  and 
:e  it  worth  something  to  be  licensed 
de  New  York  State  Banking  Dept." 


As  the  largest  regulator  for  foreign 
banks  doing  business  in  the  U.S.— as  well 
as  nearly  300  check  cashers  and  money- 
transfer  agencies  in  New  York— Taylor 
sees  herself  on  the  front  lines  of  tracking  il- 
legal activities.  On  Mar.  24,  for  example, 
her  office— along  with  the  Federal  Deposit 
Insurance  Corp.  and  the  Manhattan  Dis- 
trict Attorney— was  instrumental  in  in- 
dicting an  unlicensed  transfer  agency 
called  Vietnam  Service,  which  allegedly 
moved  almost  $25  million  to  Vietnam  over 
the  past  three  years  by  falsifying  business 
records.  Its  principals  pled  guilty  and  are 
no  longer  in  business. 

Taylor's  office  has  also  intensified  over- 


Often,  she 
notes,  it  is 
state,  not 
national, 
regulators 
who  spot 
abuses 


sight  of  more 
than  2,400  mort- 
gage brokers  and 
bankers.  Keeping 
tabs  on  them  is  a 
huge  problem  for  all 
states.  People  with 
prior  convictions  in 
financial  services 
are  drawn  to  the 
business  because, 
unlike  the  securities 
industry,  there  are 
only  intermittent 
background  checks. 
"If  I  were  a  used-car  salesman  today,  I 
could  be  a  mortgage  originator  tomor- 
row," says  William  Matthews,  general 
manager  of  the  Mortgage  Asset  Research 
Institute  Inc.  in  Reston,  Va.  Taylor  got  au- 
thority from  the  New  York  State  Division 
of  Criminal  Justice  Services  to  see  state  po- 
lice fingerprint  records  and  rap  sheets. 
She's  also  spearheading  an  effort  to  create 
a  national  database  of  mortgage  brokers  so 
states  can  track  individuals  and  companies 
who  cross  state  lines  in  an  attempt  to  hide 
prior  convictions. 

FIRST,  PROTECT  CONSUMERS 

DESPITE  THE  OCC'S  preemption,  Taylor 
believes  state  regulators  have  a  critical  role 
to  play  in  the  oversight  of  all  banks.  Often, 
she  argues,  state  regulators  have  been  the 
ones  who  have  first  spotted  and  fought 
abuses  such  as  exorbitant  fees,  predatory 
lending,  and  red-lining  of  ethnic  neigh- 
borhoods. Arthur  E.  Wilmarth  Jr.,  a  law 
professor  at  George  Washington  Universi- 
ty, notes  that  the  OCC  has  not  issued  a  pub- 
lic enforcement  order  against  any  of  the 
nation's  eight  largest  national  banks  for  vi- 
olating a  consumer  law  in  a  decade.  Al- 
though Taylor  has  no  real  power  over  big 
banks,  "Taylor  is  certainly  one  of  the  flag- 
ship supervisors,  and  people  will  look  to 
her  to  lead  the  fight"  to  rebuild  the  role  of 
state  supervisor,  says  Wilmarth. 

To  help  her  do  that,  Taylor  has  powerful 
allies  besides  the  governor  and  the  mayor. 
Says  New  York  Attorney  General  Eliot 
Spitzer,  who  slapped  hefty  fines  on  Citi- 
group, Bank  of  America,  and  JPMorgan  for 
their  mutual-fund  and  investment  poli- 
cies: "We  both  begin  with  the  similar  pre- 
sumption that  our  role  is  to  protect  con- 
sumers." No  doubt  it  has  helped  to  have 
well-placed  friends,  but  the  successes  of 
the  New  York  bank  regulator's  office  are 
Taylor-made.  ■ 

-By  Mara  Der  Hovanesian  in  New  York 


BusinessWeek  online 


For  an  interview  with 
Diana  Taylor,  go  to  businessweek.com/extras 
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Fidelity  Trolls 
For  Bigger  Fish 

The  fund  giant5 s  new  Pyramis  unit  will 
grab  at  a  larger  slice  of  the  institutional  pie 


:.:: 


IDELITY  INVESTMENTS  IS 
used  to  being  top  dog.  Its  al- 
most $1  trillion  mutual-fund 
operation  is  the  world's 
biggest,  its  online  brokerage 
boasts  the  most  customers, 
and  its  business  serving 
401(k)  plans  outstrips  those  of  its  com- 
petitors. But  when  it  comes  to  managing 
money  for  big  institutions— a  $7  trillion 
pot— Fidelity  is  an  also-ran,  overseeing 
just  $80  billion  in  stocks.  It  ranks  12th 
among  those  managing  pension-fund 
money,  and  it  doesn't  even  make  the  top 
25  for  endowments,  putting  it  miles  be- 
hind the  likes  of  State  Street,  Barclays 
Global,  and  Mellon  Financial. 

Fidelity  wants  to  change  that.  It  has  set 
up  a  money-management  unit,  Pyramis 
Global  Advisors,  that  will  oversee  all  eq- 
uity accounts  for  institutional  investors. 
Pyramis  will  have  about  180  portfolio 
managers,  analysts,  and  traders  separate 
from  those  running  Fidelity's  $654  billion 
in  retail  stock  funds.  Even  its  offices  are 
apart:  For  now  they're  down  the  street 
from  Fidelity's  mutual  funds  in  Boston's 
financial  district;  in  three  years  they'll 
move  to  Smithfield,  R.I.,  where  the  com- 
pany already  employs  1,600  people.  Peter 
J.  Smail,  an  18-year  Fidelity  veteran  who 
had  overseen  Fidelity's  401(k)  unit,  is 
running  Pyramis. 

Fidelity  has  an  excellent  track  record 
with  such  moves,  having  spun  out  its 
401(k)  business  in  1990  and  moved 
bond-fund  managers  out  of  its  equity  of- 
fices in  1997.  "It  looks  likely  to  play  well," 
says  Donald  Pierce,  an  investment  officer 
at  the  $5  billion  San  Bernardino  County 
(Calif.)  Employees  Retirement  Assn.  Just 
putting  the  business  under  a  new  name 
should  help  win  more  customers.  "It 
makes  sense  to  rebrand,"  says  William  F. 
McCarron,  principal  of  Prime  Buchholz  & 
Associates  Inc.,  a  Portsmouth  (N.H.)  con- 
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sultant  with  200  institutional  cl 
That's  because  the  Fidelity  name  k 
sidered  not  nearly  exclusive  enoug 
the  status-conscious  world  of  instnx 
al  investors,  he  adds. 

Still,  Pyramis  will  present  its  ov 
of  challenges.  There  could  be  an  ii 
diate  clash  over  staff.  The  mutual 
group  is  planning  to  add  dozens  of 
lysts  to  boost  performance  just  as 
mis  goes  on  its  hiring  binge, 
going  to  be  a  struggle  for  the  crime 
crime"  says  one  headhunter  in  B( 
who  declined  to  be  named  for  fear  o 
ing  business.  Highlighting  the  tensi 
Fidelity's  decision  to  move  Ro 
Haber,  who  now  manages  its  best 
forming  large-cap  mutual  fund,  tin 
million    Fidelity    F< 
Stock  Fund,  which  l 
13%  so  far  this  year.  Fie 
tapped  him  to  be  chie 
vestment  officer  at  Pyra    ., 
though  for  now  he'll  coi   jjlt 
ue  to  run  Fidelity  Foci  _ 


:er 


Building  the  Pyramid 

Fidelity  Investments  has  set  up  Pyramis 
Global  Advisors  to  manage  money  for  pension 
and  endowment  funds.  Here's  its  plan: 


MOVE  its  90-person  institutional  investment  staff  to  a 
separate,  out-of-state  headquarters  in  Rhode  Island 
and  hire  another  90  people  from  outside 


TRANSFER  $80  billion  in  stocks  managed  for 
pensions  and  endowments  to  Pyramis,  while  beating 
the  bushes  for  new  business,  including  managing 
money  for  other  mutual-fund  firms 


DEVELOP  new  products  that  could  resemble  hedge 
funds  and  take  more  risks  than  mutual  funds 


as  well. 


Ite 
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AMBITIOUS  TARGET 

FIDELITY'S     PLAN     c 
have     another    drawt  v: 
More  institutional  busi   " 
could  raise  the  pressur  :_ 
cut  fees  on  its  mutual  fu 
Pension   funds   pay  al 
half  of  what  mutual  t 
charge.  A  study  by  Univ 
ty  of  South  Carolina 
professor  John  P.  Free:  t 
and  Florida  State  Univei 
finance  professor  Stewai 
Brown  found  that  the  a 
age  management  fee  o 
stock   fund   in    2003 
0.56%,  vs.  0.28%  charge 
a  pension  fund.  Laws 
filed  by  investors  to  force  s 
delity  and  other  firms 
eliminate  the  premium  Im- 
pending.  Fidelity  says  I: 
fees  are  well  below  avera  ir- 
Pyramis  is  aimed  at  gc  i: 
ing       Fidelity's      slow 
growth  as  the  rapid  exp 
sion  of  its  mutual-fund  i 
brokerage  businesses  sti 
to  tail  off.  Chairman  Edw 
C.  "Ned"  Johnson  III  has 
an  ambitious  target,  aim 
to  double  Fidelity's  ass 
under  management  to  m 
than  $2  trillion  in  10  yes 
So  Fidelity  is  targeting 
pendent  financial   ad 
and  families  worth  at  le 


People 


"amis 


elity 


illion,  as  well  as  pension  and  en- 
ent  funds. 

ating  Pyramis  sidesteps  a  prob- 
at  institutions  had  with  investing 
y  with  Fidelity.  They  worried  that 
y  fund  managers  pulling  double- 
)y  overseeing  both  institutional 
and  mutual  funds  were  manag- 
much  money  to  beat  the  market, 
one  team  oversee  both  "can 
a  lot  of  friction  within  firms,"  says 
Also,  giving  Pyramis  its  own 
g  staff  should  help  it  avoid  any 
fallout  from  a  Se- 
curities &  Ex- 
change Commis- 
y^Q  sion  investigation 

into  gifts  accepted 
by  some  Fidelity 
traders. 

The    issue    of 
F 'of-  funds  getting  too 

unwieldy  is  a  big 
one   for   institu- 
tions.       Studies 
have  long  shown 
that  smaller  equi- 
ds  beat  market  averages  more  of- 
an  bigger  funds.  (Though  bigger 
funds  do  better  than  smaller,  so 
[ty  won't  be  moving  any  fixed-in- 
managers  to  Pyramis.)  Alaska's 
lion  state  pension  fund  was  con- 
ng  hiring  Fidelity  for  a  $400  mil- 
international-equity  account  in 
h,  but  it  ended  up  splitting  the 
lment  between  a  much  smaller  ri- 
nd index-linked  funds  at  State 
.  Simply  by  starting  a  separate 
says  Smail,  Fidelity  creates  "a 
I  new  opportunity"  to  win  cus- 
rs  such  as  Alaska, 
ail,  53,  is  typical  of  Fidelity's  sen- 
anagement,  apart  from  the  found- 
bhnson  clan.  He  comes  from  mod- 
pots.  His  father  was  a  factory 
(er,  and  he  grew  up  with  nine  sib- 
i  A  graduate  of  Northeastern  Uni- 
fy, he  joined  Fidelity's  401(k)  mar- 
g  staff  in  1987,  where  he  caught  the 
tion  of  now-Chief  Operating  Offi- 
obert  L.  Reynolds,  who  was  head- 
tat  business.  Smail  took  over  when 
olds  was  promoted  in  2000. 
lail  helped  Fidelity  spin  off  the 

0  unit  15  years  ago,  and  now  he's 
ng  from  scratch  again.  Even  select- 
le  name  Pyramis,  Latin  for  pyramid 

1  nod  to  Fidelity's  logo,  was  an  ardu- 
ask,  he  says.  "A  lot  of  good  names 
aken,"  he  says  with  a  laugh.  Now 
Hoping  that  there  are  a  few  good  in- 
tional  investors  still  available.  ■ 

-By  Aaron  Pressman  in  Boston 


BIG  VOICE 

Egan  found 
an  audience 
in  Washington 


Ranting  at  the 
Ratings  Agencies 

Sean  Egan  likes  to  take  shots  at  Moody's 
and  S&P  but  is  tight-lipped  about  his  firm 


EAN  J.  EGAN  IS  A 
squeaky  wheel.  His  Egan- 
Jones  Ratings  Co.  has 
fewer  than  a  dozen  credit 
!  analysts,  a  modest 
Philadelphia-area  office, 
and  about  400  sub- 
scribers. He's  dwarfed  by  the  giants  of 
the  credit-rating  business,  Moody's  In- 
vestors Service  and  Standard  &  Poor's 
(like  BusinessWeek,  part  of  The  McGraw- 
Hill  Companies),  each  with  more  than 
1,000  analysts.  Yet,  Egan  has  made  an 
outsize  name  for  himself  in  part  by  loud- 
ly bashing  the  big  firms. 

For  nearly  four  years,  Egan  has  fed 
off  the  corporate  scandals  of  the  early 
2000s  and  the  giants'  failure  to  predict 
the  collapses  of  Enron  Corp.  and 
WorldCom  Inc.— and  stoked  the  criti- 
cism of  Moody's  and  S&P  on  Capitol 
Hill.  At  five  government  hearings  he  has 
slammed  his  big  rivals  as  monopolists, 
flawed  by  a  "significant  conflict  of  inter- 
est" because  they  collect  fees  from  the 
borrowers  they  rate.  Egan,  who  takes 
money  only  from  investors,  downgrad- 


ed Enron  and  WorldCom  debt  to  junk  1 
month  and  10  months,  respectively, 
ahead  of  both  Moody's  and  S&P.  This 
year,  he  berated  "Tweedle  Dum  and 
Tweedle  Dee,"  as  he  calls  them,  for  be- 
ing slow  to  downgrade  borrowers,  such 
as  American  International  Group  Inc. 
and  Delphi  Corp.,  that  faced  accounting 
scandals.  "We  have  changed  the  dia- 
logue," says  Egan,  48. 

KEEPING  HIS  SECRETS 

EGAN'S  CAMPAIGN  IS  hardly  disinter- 
ested. Since  1998,  he  has  tried  unsuc- 
cessfully to  persuade  the  Securities  &  Ex- 
change Commission  to  designate  his 
firm  a  "nationally  recognized  statistical 
rating  organization."  Apart  from  pres- 
tige, such  status  gives  an  agency's  rat- 
ings legal  standing  in  determining 
whether  financial  players  are  complying 
with  regulations,  debt  covenants,  or  in- 
vestment policies.  With  a  Harvard  MBA 
and  experience  in  structured  finance  in 
the  1980s,  Egan  actually  started  his  firm 
13  years  ago  as  Red  Flag  Research.  He's 
been  issuing  ratings  since  1995.  The  SEC 
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has  never  said  why  it  is  withholding  the 
NRSRO  designation. 

Unlike  his  big  rivals,  Egan  doesn't  dis- 
close much  about  howjie  rates  borrow- 
ers. In  fact,  Egan  reveals  litde  about  his 
operations.  He  declined  to  be  interviewed 
in  his  offices,  saying  they're  not  set  up  to 
receive  visitors,  instead  meeting  twice 
with  BusinessWeek  reporters  at  Philadel- 
phia's main  train  station.  Egan  won't  say 
who  his  analysts  are,  where  they  work,  or 
exacdy  how  many  companies  they  rate.  If 
he  provided  the  information,  he  says, 
Moody's  and  S&P  might  hire  his  analysts 
away,  which  could  disrupt  his  firm. 

"EARLY  WARNING  SYSTEM" 

WHAT  MATTERS,  Egan  maintains,  is  that 
his  ratings  are  "timely  and  accurate."  In- 
deed, some  subscribers  use  them  to  an- 
ticipate actions  by  Moody's  and  S&P. 
That's  because  changes  in  ratings  by  the 
big  agencies  often  lead  to  large  swings— 
and  profit  potential— in  bond  prices.  A. 
Alexander  Porter  Jr.,  partner  at  money 
manager  Porter  Orlin  Inc.,  says  he  uses 
Egan-Jones  as  a  "distant  early  warning 
system"  for  changes  by 
the  big  agencies. 

If  Egan-Jones  is  as 
good  as  Egan  claims, 
such  users  should  be 
making  loads  of  mon- 
ey. Egan's  Web  site 
lists  a  seemingly  stun- 
ning record  of  "hits 
and  misses."  He  regis- 
ters a  hit  when  one  of 
his  ratings  changes  is 
later  followed  by  one  of 
the  big  agencies  and  a 
miss  if  the  change  is  in 
the  opposite  direction. 
For  2004,  he  claims  an 
impressive  355  hits,  vs. 
just  14  misses.  Howev- 
er, if  he  predicts  a 
change  and  neither 
Moody's  or  S&P  acts, 
he  doesn't  count  it  in 
the  score,  Egan  con- 
firmed. In  that  case,  his 
tallies  would  not  in- 
clude a  miss  for  the  21 
months  in  which  Egan 
rated  Pfizer  Inc.  AA, 
then  lowered  it  to  AA-, 
only  to  raise  it  again  to 
AA,  all  while  S&P  held 
steady  at  AAA.  Such 
omissions  could  hap- 
pen a  lot:  Egan-Jones 
changes  its  ratings 
twice     as     often     as 
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Sean  J.  Egan 

Early  downgrades  of 
Enron  and  WorldCom 
put  his  firm  on  the  map 


BORN  June  21, 1957 


EDUCATION  After  graduating 
summa  cum  laude  from  the 
State  University  of  New  York  at 
Buffalo,  Egan  got  an  MBA  from 
Harvard  in  1981. 

FIRST  JOB  Worked  in  structured 
finance  at  then-Chemical  Bank  of 
New  York. 

BACK  STORY  Moved  to  the 
Philadelphia  area  for  better  quality 
of  life,  worked  briefly  in  KPMG's 
risk-assessment  business  before 
launching  Red  Flag  Research  in 
1992.  In  1995,  teamed  up  with 
former  Moody's  analyst  Bruce 
Jones  to  issue  credit  ratings  under 
the  name  Egan-Jones  Ratings. 

HILL  TALK  Since  2001,  he  has 
testified  five  times  during  hearings 
before  the  House,  the  Senate,  and 
the  SEC. 

FAMILY  Married  in  1981  to 
Katherine  Bailey  Simons;  three  sons 


Moody's,  according  to  a  study  by 
sors  at  the  University  of  Michig 
Stanford  University.  Egan  admits 
are  some  flaws  in  measuremen 
says  his  clients  are  sophisticated  e 
to  know  what  they  are. 

Whether  because  of  their  infi 
misses  or  Egan's  critiques,  Mood} 
S&P  now  give  more  advance  wai 
when  they  see  companies  slippii 
ward  a  downgrade.  They  do  more 
tect  accounting  shenanigans  e 
They  monitor  stock,  bond,  and  oj 
trading— the  heart  of  Egan's  appro 
for  clues  about  a  company's  I 
"The  bigger  agencies  have  gotten 
er,"  says  Patrick  Fry  of  Associate 
vestment  Management  in  Gree 
Wis.,  an  Egan-Jones  subscriber. 

Moody's  and  S&P  won't  give  Eg 
credit  for  the   improvements 
made.  "Our  ratings  process  cons 
evolves    in   response   to    market 
needs,"  S&P  said  in  a  written  state 
Spokeswoman  Frances  G.  Laserso 
Moody's  acted  as  a  result  of  its  o 
sessments  after  Enron  and  after  1 
ing  to  governmen 
cials,   borrowers, 
investors.  The  ai 
she   says,  is   ca 
about  changing 
because  investors 
them  to  be  less  vc 
than  market  opii 
She  adds  that  Mo, 
manages  potential 
flicts    of    interest 
strictly         sepan 
credit    analysts 
salespeople.    S&P 
similar    controls 
says  studies  show 
the  agencies  sue 
fully     manage 
conflicts. 

Despite  the  char 
says  Edward  I.  AltJ  c 
a  finance  professc 
New  York  Univers 
Stern  School  of 
ness,  "the  big  ager 
will  always  be  slov 
Investment  profess! 
als  like  it  that  \va> 
cause  herky-jerky 
ings  changes  w< 
force  them  to  cr 
their  portfolios.  It's 
likely  Sean  Egan  is 
ing  to  change  that. 
-Byjessi  Hempel 
David  H 
in  New '. 
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SciTech  Developments  to  Watch 
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:ornballsand 
ech  translation 


HEAT  OF  THE  SEA 

Model  of  data 
simulation 
compiled  by  a 
supercomputer 


1  an  Indiana  cornfield, 
itists  are  searching  for 
cobs  with  a  genetic 
ition  that  causes  them 
rl  into  bushy  spheres, 
•'re  using  the  mutated 
to  study  ramosal— a 
that  usually  keeps 
growing  in  straight, 
•to-eat  ears.  As 
lined  in  the  July  24 
on  of  Nature,  re- 


chers  at  Cold  Spring 
bor  Laboratory  in  New 
;  say  the  ramosal  gene 
d  offer  clues  to 
roving  other  crops 
i  as  rice  and  sorghum. 
Engineers  at  the 
versity  of  Southern 
fornia  are  perfecting 
slation  technology 
gned  to  let  Persian- 
iking  patients  talk  to 
;lish-speaking  doctors. 
|ike  past  voice- 
ognition  packages— 
eh  often  guessed 
brrectly  at  what  the 
aker  was  trying  to 
—USC's  program  is 
tractive.  After  users 
ak,  the  system  asks 
m  to  select  the  best  of 
:ral  messages 
ressing  what  they  said. 
:y  choose  one,  and  the 
:em  translates  it.  The 
uiology  could  be  ready 
hospitals  in  two  years. 
-By  Bremen  Leak 


SOFTWARE 


HELPING  COMPUTERS 
TALK  ABOUT  THE  WEATHER 


IFWEATHER-forecasting 
computers  around  the  world 
could  compare  notes  as  easily 
as  people  chitchat  about  the 
oppressive  summer  heat, 
meteorologists  would  have  a 
much  better  way  to  forecast 
disasters  such  as  hurricanes 
—or  coming  Ice  Ages.  But  the 
dozens  of  supercomputers 
that  simulate  the  earth's 
climate  were  built  at  different 
universities  and  government 
agencies,  many  with  custom 
code,  so  it's  next  to  impos- 
sible to  get  them  to  talk  to 
one  another. 


GENETICS 

WHY  KITTY 
IGNORES THE 
CANDY  DISH 

CAT  LOVERS  HAVE  always 
known  that  their  finicky 
friends  don't  like  sweets. 
Now  they  know  why.  In  July 
researchers  from  the  Monell 
Chemical  Senses  Center  in 
Philadelphia  and  the 
Waltham  Center  for  Pet 
Nutrition  in  Leicestershire, 
Britain,  discovered  a  genetic 
characteristic  that  prevents 
cats  from  tasting  sugary 
ingredients. 

The  feline  discovery  could 
have  implications  for  human 
health.  In  both  cats  and 


On  July  20,  NASA  research- 
ers announced  that  they're 
testing  a  software  platform 
designed  to  solve  those 
problems.  The  product  allows 
researchers  to  switch 
components  in  and  out  of 
different  simulations  and  to 
test  and  create  more  precise 
global  models  of  the  weather 
in  a  snap.  Researchers  believe 
the  improved  collaboration 
will  not  only  aid  short-term 
forecasting  but  also  will  boost 
their  understanding  of  issues 
such  as  global  warming. 

-Burt  Helm 


people,  a  pair  of  genes 
produces  two  proteins  that 
allow  us  to  recognize  and 
respond  to  sweets.  But  in 
cats,  part  of  a  gene  is 
missing,  causing  one  of  the 
protein  spigots  to  turn  off. 

Studying  the 
same  system  in      ^^^w%f 
people  might 
reveal  whether 
genetic  mutations 
determine  who 
will  have  a  sweet 
tooth.  That  could 
help  in  the  fight 
against  obesity. 
For  example,  food 
makers  may  be 
able  to  chop 
calories  by  making 
trace  amounts  of 
sugar  taste  better. 


REFINING 

HOW  TO 
SOUEEZE 
MORE  FUEL 
FROM  CRUDE 


AFTER  A  BARREL  of  crude  oil 
is  processed  at  a  refinery, 
some  tarlike  residue  is  always 
left.  Now,  after  five  years  of 
research,  SulphCo  in  Sparks, 
Nev.,  has  found  a  way  to 
convert  most  of  that  gunk 
into  a  source  of  low-sulfur 
diesel  and  jet  engine  fuel. 
SulphCo  had  set  out  to 
remove  sulfur,  but  executives 
realized  that  the  technology 
also  could  reduce  nitrogen  in 
crude  oil.  The  process 
squeezes  an  extra  7  or  so 
gallons  of  fuel  from  every 
barrel,  potentially  cutting  U.S. 
oil  imports  by  20%  if  widely 
used.  It  works  by  hammering 
molecules  of  crude  oil  with 
ultrasound.  These  sound 
waves  create  millions  of  tiny 
bubbles  that  quickly 

mushroom  in  size,  then 
instantly  implode— 
releasing  immense  heat 
and  pressure.  That 
breaks  the  chemical 
|   bonds  between  carbon 
and  both  sulfur  and 
nitrogen. 

SulphCo  says  its 
first  system  has  been 
shipped  to  South 
K    Korea.  A  second 

will  be  processing 
m    5,000  barrels  a 
|    day  in  the  U.S.  by 
earend. 

-By  Otis  Port 
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The  Right  Stuff  for 
GIs  of  the  Future? 

The  Army's  $125  billion  Future  Combat 
Systems  comes  under  sharp  scrutiny 


THE  ROADSIDE  BOMB 
that  killed  14  Marines  in 
Iraq  on  Aug.  3  was  a 
deadly  reminder  that  un- 
conventional warfare  pos- 
es the  biggest  threat  to 
American  forces.  But  the 
U.S.  Army  is  betting  billions  of  dollars  on 
the  notion  that  future  wars  will  be  fought 
on  open  battlefields  against  conventional 
enemies.  At  the  heart  of  that  strategy:  Fu- 
ture Combat  Systems  (FCS),  an  ambitious 
plan  to  create  18  new  weapons,  from  ro- 
bots to  light  combat  vehicles  to  aerial 
drones,  and  link  them  all  in  a  vast  war- 
fighting  network  The  Army  brass  figures 
that  tomorrow's  more  mobile  GIs  will  be 
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able  to  see  first,  strike  first,  and  dodge 
counterattacks.  "[FCS]  is  just  going  to 
drive  circles  around  everybody,"  says 
John  Pike,  director  of  globalsecurity.org 
in  Alexandria,  Va.  "The  enemy  is  going  to 
be  roadkul." 

But  not  everyone  is  so  enthusiastic. 
The  grand  vision  of  FCS— which  is  slated 
to  consume  nearly  half  of  the  Army's  pro- 
curement budget  in  the  coming  years— is 
under  increasing  scrutiny.  After  the 
Army's  three-week  drive  to  Baghdad,  an- 
alysts question  the  value  of  FCS's  claims 
for  a  speedier  force.  And  with  soldiers  and 
Marines  improvising  armor  for  their 
Humvees  in  Iraq,  critics  wonder  whether 
the  lighter  FCS  force  could  survive  close- 


quarter  urban  com-    BAGHDAD 
bat.   Skeptics   also    A  U.S.  Humv 
fear  that  the  FCS    wrecked  by 
technology     is     a    acarbomb 
reach  and  that  its 
price  tag  is  too  dear.  The  Army  esti 
it  will  spend  $125  billion  to  develc 
FCS  and  equip  a  third  of  its  unit.' 
new  weapons— not  counting  $46  t 
in  new  radios  and  other  communic; 
gear  the  system  requires.  "They've 
caviar  appetite  for  requirements 
beer  budget,"  says  one  House  GOP 

The  criticism  is  also  putting  more 
tion  on  the  contract  awarded  to  Chic 
Boeing  Co.  to  oversee  the  FCS.  B 
serves  as  lead  systems  integrator  ft 
FCS— a  sort  of  super  general  conrj 
that  helps  the  Army  figure  out  its  neec 
monitors  the  work  done.  As  the  Anr 
proaches  a  major  review  of  the  FCS  or 
8-12,  Boeing  gets  high  marks  for  man 
the  program  under  a  two-year-old  cor 
But  the  Army  has  restructured  the  FC 
eral  times.  As  a  result,  it  will  now  cost 
more  than  an  earlier  $78  billion  est 
and  take  four  years  longer  to  develop 
en  the  Army's  shifts,  "our  performai 
date  is  on  schedule  and  on  budget,' 
James  F.  Albaugh,  CEO  of  Boeing's 
grated  Defense  Systems. 

But  other  aspects  of  Boeing's  in\ 
ment  have  raised  eyebrows.  Senator 
McCain  (R-Ariz.),  who  probed  the 


giant's  tainted  air-refueling  plane 
las  questioned  the  FCS  contract, 
itial  $14.8  billion  development  pact 
ioeing  an  unusually  high  10%  fixed 
as  up  to  5%  in  incentive  awards— a 
f  $2.2  billion  in  potential  profit. 
Jly,  when  program  costs  escalate, 
liar  amount  of  the  profit  remains 
ne,  squeezing  margins.  But  on  this 
ct,  BusinessWeek  has  learned,  when 
rial  cost  grew  by  $6.4  billion,  Boe- 
t  15%  for  that  increment,  too,  for 
million  more  in  potential  profits, 
agreement  also  bypassed  many 
ement  safeguards,  using  rules  de- 


systems  integrator"  and  clarify  what  ac- 
tivities should  be  permitted. 

Boeing  also  has  taken  hits  for  its  work 
designing  an  advanced  radio,  the  Joint 
Tactical  Radio  System  (JTRS),  a  corner- 
stone of  the  FCS  network.  In  April,  the 
jTRS's  Pentagon  overseer  sent  Boeing  a 
letter  threatening  to  cancel  the  contract 
for  what  could  be  $22  billion  worth  of  ra- 
dios. The  Government  Accountability  Of- 
fice says  the  Pentagon  fears  Boeing  can't 
deliver.  One  snafu:  The  radio  had  a  three- 
kilometer  range,  when  if  s  supposed  to 
transmit  10  km,  the  GAO  says.  Boeing 
says   the   problems   have   been    fixed. 


iafs  Just  for  the  Drawing  Board 

\  cost  of  developing  the  Future  Combat  Systems 
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i  to  attract  nondefense  companies. 
'g— the  nation's  No.  2  defense  con- 
r— hardly  qualifies  for  the  special 
lent.  The  Army  says  it  was  trying  an 
ative  approach  to  buying  arms.  Un- 
•essure  from  McCain,  who  backs  the 
am,  the  Army  is  writing  a  new  con- 
that  includes  normal  procurement 
The  fixed  fee  is  being  lowered  to  3% 
he  incentive  award  raised  to  12%, 
aining  a  total  potential  profit  of 
■high  but  not  rare  in  defense  deals. 

ERENT  TENSION" 

BOEING  CONTRACT  has  also  be- 
a  poster  child  for  other  ills  that  law- 
rs  see  in  defense  contracting.  Like 
other  companies,  Boeing  collects  a 
rwork  fee  when  subcontractors 
fer  parts  between  plants.  Experts 
"aise  concerns  about  the  Army  deci- 
\o  award  Boeing  the  contract  to  write 
ical  chunk  of  software  that  links  var- 
^ystems  together.  Brigadier  General 
les  A.  Cartwright,  deputy  director  for 
krmy  research  and  development 
band,  argues  that  "it  was  better  to 
Boeing  that  one  piece"  because  of  its 
rator  role.  But  the  Institute  for  De- 
■  Analysis,  a  government-funded  re- 
ft center,  says  this  creates  "an  in- 
it  tension  in  Boeing's  roles"  in 
seeing  the  contract.  McCain  has  in- 
lced  a  bill  to  define  the  role  of  a  "lead 


Indeed,  the  entire  FCS  blueprint— a 
complex  mix  of  communications,  comput- 
ers, and  vehicles— poses  daunting  chal- 
lenges. The  system  requires  more  than  30 
million  lines  of  software.  "It's  a  large  soft- 
ware development  program,"  concedes 
Dennis  Muilenburg,  Boeing's  vice-presi- 
dent for  FCS.  So  the  company  has  added 
four  major  field  tests  to  re- 
duce the  risk  of  failure. 

The  uncertainties  sur- 
rounding FCS  are  causing 
heartburn  among  top  De- 
fense Dept.  aides.  Kenneth 
Krieg,  the  Pentagon's  acqui- 
sition czar,  fears  the  Army 
could  spend  vast  sums  on 
development  and  have  little 
to  show  if  budgets  tighten 
before  the  cosdy  work  of 
building  the  vehicles  begins, 
says  a  top  Pentagon  official 
familiar  with  Krieg's  thinking.  Krieg, 
who  declines  to  comment,  "wants  to 
make  sure  they  get  something  out  of 
this,"  the  source  says. 

So  rather  than  roll  out  fully  equipped 
FCS  units,  the  Army  now  plans  to  field 
the  system's  technology  as  it  develops. 
Trouble  is,  according  to  the  House  GOP 
aide,  the  electronics  at  the  heart  of  the 
FCS  are  not  now  slated  to  go  into  many 
existing  Abrams  tanks  and  Bradley 
fighting  vehicles. 


Boeing's 
lucrative 
contract 
is  raising 
eyebrows  on 
Capitol  Hill 


Lawmakers  have  reservations  as  well. 
The  House  voted  to  slash  the  program  by 
$450  million,  or  12%,  in  fiscal  2006.  "No 
one  can  live  with  a  $450  million  cut," 
says  the  Army's  Cartwright,  who  hopes  a 
House-Senate  conference  will  restore  the 
money.  Even  the  top  brass  is  hedging  its 
bets.  While  Army  Chief  of  Staff  General 
Peter  J.  Schoomaker  would  like  to  see  the 
new  technology  and  lighter-but-smarter 
doctrine  prevail,  he  said  at  a  conference  in 
April:  "Until  we've  got  something  that's  a 
great  leap  over  the  Ml  Abrams  tank,  we're 
not  moving  in  that  direction." 

The  fear:  While  the  FCS  network  could 
give  GIs  the  advantage  of  surprise  and 
speed,  the  enemy  can  pull  surprises,  too. 
And  the  FCS's  lighter  vehicles  would  be 
more  vulnerable  than  70-ton  Abrams 
tanks  used  in  Iraq.  The  FCS  notion  is  that 
"we  are  going  to  have  equivalent  firepow- 
er and  survivability  in  a  20-ton  vehicle," 
says  Pike  of  globalsecurity.org.  "That's 
still  an  open  question." 

Some  analysts  wonder  whether  the 
program  is  what  the  Army  really  needs. 
After  watching  the  U.S.  twice  dismantle 
Iraq's  once-vaunted  forces,  few  foes  are 
likely  to  engage  the  U.S.  in  open  battle. 
"They're  making  a  bet  on  a  force  struc- 
ture and  world  that  may  never  exist," 
says  defense  consultant  Robbin  F.  Laird. 
And  it's  not  clear  the  Army  can  afford  the 
FCS  at  the  same  time  it's  fighting  in 
Iraq.  "When  your  helicopters  are  wear- 
ing out  and  you  can't  figure  out  what's 
motivating  the  enemy,  the  need  for  a 
network  a  generation  from  today  tends 
to  fall  in  your  list  of  pri- 
orities," says  Loren  B. 
Thompson,  COO  of  the  Lex- 
ington Institute,  an  Arling- 
ton (Va.)  think  tank.  "The 
program  has  been  simply 
overtaken  by  events." 

The  Army's  recent  pro- 
curement record  is  spotted 
with  failures.  Defense  Sec- 
retary Donald  H.  Rumsfeld 
canceled  the  Comanche 
helicopter  and  the  Crusader 
howitzer  when  they  were 
beset  by  cost  overruns  and  delays.  Loss 
of  the  FCS  would  weigh  more  heavily  on 
the  Army  than  the  demise  of  those 
weapons.  "They  weren't  carrying  the 
whole  future  of  the  Army,"  says  the  sen- 
ior Pentagon  official.  "This  is."  But  at 
the  rate  the  things  are  going,  the  Army's 
best  future  combat  systems  may  be  the 
Abrams  and  the  Bradley— the  weapons  it 
has  had  all  along.  ■ 

-By  Stan  Crock  in  Washington,  with 
Stanley  Holmes  in  Seattle 
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The  Debate 
Over  Doing  Goo 


III 


Some  companies  are  taking  a  more  strategic 
tack  on  social  responsibility.  Should  they? 


IT'S  8:30  AM.  ON  A  FRIDAY  IN 
July,  and  Carol  B.  Tome  is  starting 
to  sweat.  The  chief  financial  officer 
of  Home  Depot  Inc.  isn't  getting 
ready  to  face  a  firing  squad  of  in- 
vestors or  unveil  troubled  ac- 
counting at  the  home-improve- 
ment giant.  Instead,  she  and  200  other 
Home  Depot  employees  are  helping  to 
build  a  playground  replete  with  swings, 
slides,  and  a  jungle  gym  at  a  local  girls' 
club  in  a  hardscrabble  neighborhood  of 
Marietta,  Ga.  Dressed  in  a  white  Home 
Depot  T-shirt,  a  baseball  cap,  and  blue 
capri  jeans,  Tome  tightens  bolts,  while 
others  dump  wood  chips,  mix  concrete, 
and  sink  posts.  The  company,  together 
with  nonprofit  playground  specialist  Ka- 
BOOM!,  plans  to  build  1,000  more  such 
kiddie  parks  in  the  next  three  years— and 
spend  $25  million  doing  it. 

Is  this  any  way  to  build  shareholder 
value  at  Home  Depot,  where  the  stock 
has  been  stuck  near  $43,  down  35% 
from  its  all-time  high?  Chief  Executive 
Robert  L.  Nardelli  and  his  troops  think 
so.  Last  year  about  50,000  of  Home  De- 
pot's 325,000  employees  donated  2  mil- 
lion hours  to  community  service.  Now, 
Nardelli  is  trying  to  encourage  more 
companies  to  volunteer  at  Home  Depot's 
pace.  At  his  imitation,  executives  from 
24  companies  and  foundations  gathered 
for  five  hours  at  Home  Depot's  Atlanta 
headquarters  in  May  to  discuss  commu- 
nity service.  Attendees  included 
Lawrence  R.  Johnston  of  Albertson's,  F. 
Duane  Ackerman  of  BellSouth,  Gerald 
Grinstein  of  Delta  Air  Lines,  and 
William  R.  McDermott  of  SAP  America. 
On  Sept.  1  these  CEOs  and  others  will 
kick  off  "A  Month  of  Service,"  an  ambi- 
tious plan,  developed  with  community 
group  the  Hands-On  Network,  to  deploy 
corporate  volunteers  on  2,000  projects 
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across  the  country,  and  raise  the  total 
number  of  volunteers  by  10%,  or  6.4  mil- 
lion, in  two  years.  "We  look  at  this  activ- 
ity with  the  same  eye  that  we  look  at 
business,"  Nardelli  says. 

Yes,  companies  have  long  paid  lots  of 
money— and  lip  service— to  philanthro- 
py and  public  service.  But  as  Nardelli's 
confab  indicates,  managers  from  all 
parts  of  American  business  are  increas- 
ingly seeing  social  responsibility  as  a 
strategic  imperative.  In  June,  General 
Electric  Co.  released  its  first  "Citizenship 
Report"  as  a  way  for  interest  groups  to 
assess  its  social  performance  from  air 
pollution  to  volunteer  hours.  That  fol- 
lowed the  announcement  in  May  of  GE's 
ecomagination  program,  which  will  in- 
vest billions  in  environmentally  friendly 
technologies.  IBM  uses  its  On  Demand 
Community— a  40,000-employee  volun- 
teer program— as  a  way  to  bring  IBM 
technologies  to  schools  and  community 
centers  and  plug  its  brand.  Even  the  leg- 
endarily  hard-nosed  Wal-Mart  Stores 
Inc.  has  come  around  to  the  cause.  "We 
thought  we  could  sit  in  Bentonville 
[Ark.],  take  care  of  customers,  take  care 
of  associates— and  the  world  would 
leave  us  alone,"  CEO  Lee  Scott  said  at  a 
recent  analyst  conference.  "It  doesn't 
work  that  way  anymore." 

BEHOLDEN  TO  MANY 

WHAT'S  BEHIND  this  realization?  At  the 
very  minimum,  it's  clear  that  companies 
recognize  it  takes  a  robust,  sharp  public- 
relations  strategy  to  navigate  through 
the  mines  of  today's  operating  environ- 
ment. Among  them:  increased  regulato- 
ry scrutiny;  a  global,  24-hour  news  cy- 
cle; and  communities  hostile  to 
scandal-tarred  big  businesses.  But  what 
Nardelli  suggests  is  something  deeper. 
In  fact,  it's  a  growing  embrace  of  so- 
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SPADEWORK  Home 
Depot's  Nardelli 
(left)  plants  flowers 
at  an  Atlanta  school 


called  stakeholder  theory,  which  ] 
that  companies  are  beholden  not  j 
stockholders— but  also  to  suppliers 
tomers,  employees,  community  i 
bers,  even  social  activists.  That's  q 
departure  from  the  long-dominar 
tion  that  corporations'  only  duty  is 
crease  profits  for  shareholders.  "T 
have  become  a  lot  more  interdej 
ent,"  says  Nardelli.  "There  are  a  br< 
range  of  constituents." 

Such  platitudes,  of  course,  makt 


Stakeholders 
vs. 

Shareholders 

Corporate  social 
responsibility  seems  like  an 
apple-pie  virtue,  but  it's 
actually  quite  controversial. 

"^       I              1 

PROPONENTS  ARGUE  THAT  IT... 

1          r          ^m 

BURNISHES  A  COMPANY'S 

REPUTATION  In  the  wake  of 
corporate  scandals,  corporate  social 
responsibility  builds  goodwill-and 
can  pay  off  when  scandals  or 
regulatory  scrutiny  inevitably  arise. 

ATTRACTS  TALENT  Many  young 
workers  expect  their  employers  to  be 
active  in  social  issues.  Membership 
in  Netimpact.org,  a  network  of 
socially-conscious  MBA  graduates, 
jumped  from  4,000  in  2002  to 
10,000  in  2004. 

WHILE  DETRACTORS  CLAIM  IT... 

COSTS  TOO  MUCH  Giving  by  corporate 
foundations  reached  an  all-time  high 
of  $3.6  billion  last  year.  But  it  can  come 
at  the  expense  of  other  priorities,  such 
as  research  and  development,  and  is 
rarely  valued  by  Wall  Street. 

IS  MISGUIDED  Many  corporate 
executives  believe,  as  economist 
Milton  Friedman  does,  that  the  role 
of  business  is  to  generate  profits 
for  shareholders-not  to  spend 
others'  money  for  some  perceived 
social  benefit. 

cringe.   The   Nobel   prize-winning 
somist  Milton  Friedman,  93,  casts  a 
intellectual  shadow  over  the  debate, 
seminal  1970  New  York  Times  Mag- 
I  article,  he  declared  social  initia- 
"  fundamentally  subversive"   be- 
e  they  undermine  the  profit-seeking 
>ose  of  public  companies  and  waste 
eholders'  money.  Even  today,  Fried- 
,  a  senior  fellow  at  Stanford  Univer- 
3  Hoover  Institution,  rails  at  the  idea 
managers  elected  by  shareholders  to 

run    companies    should    spend    their 
profits  on  social  causes.  "Adam  Smith 
said  in  1776:  'I  have  never  known  much 
good  done  by  those  who  profess  to  trade 
for  the  public  good.'  It's  a  good  quote," 
says  Friedman. 

There's  no  doubt  that  a  surge  in  com- 
munity outreach  and  do-good  deeds  is,  in 
large  part,  a  gussied-up  bid  for  good  fa- 
vor. Tarred  by  a  raft  of  corporate  scandals 
from  Enron  to  WorldCom,  social  outreach 
can  be  a  way  to  regain  the  high  ground. 

That's  probably  one  reason  corporate  giv- 
ing hit  $3.6  billion  last  year,  an  all-time 
high,  up  from  $3.5  billion  in  2003,  ac- 
cording to  philanthropy  research  group 
the  Foundation  Center.  Indeed,  Nardelli 
argues  that  a  "dark  veil"  hangs  over  big 
business.  It  is  exacting  tangible  penalties: 
Based  on  its  $91  billion  market  cap, 
Home  Depot  was  required  to  shell  out  an 
estimated  $1  million  last  year  to  fund  the 
Public  Company  Accounting  Oversight 
Board,  an  outfit  created  by  the  Sarbanes- 
Oxley  corporate  reform  bill  to  monitor  the 
work  of  auditors.  In  effect,  say  Home  De- 
pot executives,  all  public  companies  are 
paying  for  the  sins  of  a  few. 

But  more  than  mere  public  relations 
appears  to  be  at  work  here.  Companies 
are  being  forced  to  address  the  concerns 
of  customers,  employees,  and  investors— 
in  order  to  keep  them.  Such  pressure  is 
why  last  year  Gap  Inc.  halted  relation- 
ships with  70  of  its  overseas  factories  over 
alleged  labor  abuses,  and  has  for  the  past 
two  years  issued  a  social  responsibility 
report.  Or  why  Nike  Inc.  is  now  a  world 
leader  in  setting  safety  standards  for  over- 
seas workers.  When  the  controversy  over 
its  sweatshops  erupted  several  years  ago, 
managers  mistakenly  believed  they  could 
afford  to  ignore  the  outcry  simply  by 
cranking  out  hip  shoes.  "It  is  no  longer  an 
option  to  sit  on  the  sidelines,"  says 
Bradley  K.  Googins,  executive  director  of 
The  Center  for  Corporate  Citizenship  at 
Boston  College. 

YOUTHFUL  IDEALISM 

MORE  IMPORTANT,  the  calls  for  change 
are  coming  from  inside  the  corporate 
walls.  A  new  generation  of  employees  is 
demanding  attention  to  stakeholders  and 
seeking  more  from  their  jobs  than  just  9- 
to-5  work  hours  and  a  steady  paycheck. 
The  number  of  Gen  Yers— those  born  be- 
tween 1977  and  1994— in  the  working 
world  has  grown  9.2%  since  1999,  while 
the  number  of  Gen  X  workers  remained 
fiat,  and  baby  boomers  declined  4.3%,  ac- 
cording to  Robert  Szafran,  a  sociology 
professor  at  Stephen  F  Austin  State  Uni- 
versity in  Nacogdoches,  Tex.  As  a  result, 
Home  Depot  and  others  are  finding  that 
burnishing  an  image  as  a  socially  respon- 
sible company  helps  to  attract  younger 
workers,  at  all  levels.  "One  of  the  things 
we  compete  most  for  in  the  marketplace  is 
our  associates,"  says  Nardelli.  "I'm  not 
sure  that  was  the  case  [two  decades  ago]." 
Take  Sewell  Avant.  The  25-year-old 
senior  procurement  analyst  graduated 
from  the  Georgia  Institute  of  Technology 
in  2002.  During  college,  he  cleaned 
churches  and  did  regular  social  projects 
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Beyond 
'I  Gave  at 

the  Office' 

Creative  executives 
are  doing  far  more 
these  days  than 
just  writing  checks 


HOME  DEPOT  Last 

year  staffers  donated 
2  million  hours  to 
projects  at  the  heart 
of  Home  Depot's 
business,  such  as 
creating  playgrounds, 
refurbishing  houses, 
and  rebuilding 
disaster-damaged 
structures. 


IBM  Big  Blue  has 
created  at  least  100 
specialized 
application's  for 
schools,  labs,  and 
community  groups. 
For  instance,  an  IBM 
translation  server  is 
changing  English- 
language  e-mails  to 
Spanish  and  back 
in  heavily  Latino 
schools. 


SAP  AMERICA  CEO  Bill 
McDermott  upped  the 
community-giving 
ante  three  years  ago. 
SAP  now  allots  3.5%  of 
annual  revenues— up 
from  2.4%  in  2002-to 
charitable  projects.  In 
October  some  3,000 
employees  will 
refurbish  schools  and 
tutor  kids  throughout 
the  country. 


ALBERTSON'S  Th| 

grocer's  national 
to  support  Fresh 
Rescue  programs  j 
helps  deliver  hare 
get  meat,  dairy,  i 
vegetables  to 
homeless  shelter1 
Last  year,  Albertsd 
donated  $87  millfl 
cash  and  in-kind  i 


with  fraternity  brothers.  Now  he's  carry- 
ing on  that  tradition  at  Home  Depot.  He 
took  a  day  off,  without  pay,  to  help  mix 
concrete  at  the  playground  project  in 
Marietta.  His  entire  department  will  do 
more  kiddie-park  construction  on  a 
weekend  in  August.  For  Avant,  volun- 
teering adds  meaning  to  his  day-to-day 
job.  "Employees  are  trying  to  marry 
their  work  and  nonwork  lives.  If  the 
company  gives  them  a  chance  to  do  that, 
then  they're  happier,"  says  C.B. 
Bhattacharya,  associate  professor  of 
marketing  at  Boston  University's  School 
of  Management. 

That's  why  younger  companies  are 
baking  the  social  responsibility  concept 
into  their  culture— and  demanding  in- 
vestors accept  the  cost.  Costco  Wholesale 
Corp.  has  long  offered  generous  com- 
pensation to  its  workers,  to  the  scorn  of 
Wall  Street  and  the  detriment  of  its  stock 


price.  In  the  1980s,  networking  giant 
Cisco  Systems  Inc.  opened  its  first  office 
in  East  Palo  Alto,  Calif.,  a  run-down 
neighborhood  amid  the  prosperity  of  Sil- 
icon Valley.  Cisco  Chairman  John  Mor- 
gridge  worked  as  "principal  for  the 
day"  at  a  school  next  door.  "We're  in 
business  to  get  results.  This  is  just  a  dif- 
ferent currency,"  says  Tae  Yoo,  Cisco's 
vice-president  for  corporate  affairs. 

Indeed,  it  has  been  a  rude  awakening 
for  companies  that  have  not  embraced  a 
more  strategic  approach  to  social  re- 
sponsibility. For  years  Wal-Mart  has 
been  a  top  corporate  donor.  But  as  the 
company's  image  was  pummeled  by  la- 
bor unions  and  lawsuits,  research 
showed  its  fragmented  giving  generated 
little  goodwill.  The  reason:  Few  people 
could  remember  exactly  what— or 
whom— Wal-Mart  supports.  Now,  it's 
giving  its  community  outreach  a  sharper 


lat 


focus.  "Society  has  changed,"  says| 
Reithemeyer,  executive  director 
Wal-Mart  Foundation.  "If  you 
gathering  place  of  the  community) 
you  have  a  responsibility  to  it." 

In  fact,  some  executives  argue 
company  should  develop  a  social  re 
sibility  platform— even  if  it  doesn't . 
the  bottom  line.  In  2003,  Wayside  I 
Ministries,  an  Aurora  (111.)  shelt^ 
abused  women  and  men,  couldn't  < 
enough  ground  beef  for  meals.  On-I 
burger  days  at  Wayside,  some  res* 
ended  up  eating  buns,  lettuce,  and  i| 
to— no  burger.  Then  grocery  giant  Al 
son's,  through  Jewel,  its  Midwest  gi| 
chain,  launched  Fresh  Rescue  to 
supplies  of  perishable  meat,  dairy 
vegetable  products  for  local  food  V 
The  result:  Last  year,  the  Northen  )$  j 
nois  Food  Bank  supplied  386  sh 
with  740,000  pounds  of  meat,  doub 
number  from  the  year  before, 
payoff  for  Albertson's:  good^ 
and  perhaps  a  few  more  shor 
"We  don't  look  for  any  stat 
says  CEO  Johnston.  "This  has ! 
in  the  DNA  of  a  company." 

Even  evangelists  such  as  Na 
stop  short  of  saying  that  compj 
should  divert  money  from 
strategic  priorities  to  support  c< 
rate  social  responsibility.  But  a 
porations  like  Home  Depot  an< 
good  works  are  being  bred  int< 
Business.  "It's  just  the  right  thi 
do,"  says  Nardelli.  Good  PR? 
Money  well  spent?  The  goodwi 
fund  could  be  in  the  mail. 

-By  Brian  Grow  in  Atlanta, 

Steve  Hamm  in  New  Yorl 

Louise  Lee  in  San  Mateo,  ( 
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JAM  SESSION  AMDs 

f    Boswell  and  director 
Robert  Rodriguez 


MD:  Going  for  the 
old  in  Tinseltown 

taking  a  run  at  Intel's  supremacy  in 
ps  as  studios  gear  up  for  online  movies 


HARLIE  BOSWELL,  A  51- 
year-old  former  song- 
writer with  shaggy  hair, 
may  just  be  the  biggest 
schmoozer  in  Hollywood 
these  days.  He  takes  A-list 
honchos  to  fancy  dinners 
lakes  a  concerted  effort  to  be  hip  in 
Way.  One  of  his  more  novel  moves: 
iys  Spy  Kids  and  Sin  City  director 
t  Rodriguez  a  new  guitar  after  every 
Rodriguez  finishes,  and  some- 
even  heads  to  his  Dripping  Springs 
ranch  to  strum  along  with  him.  But 
2II  isn't  looking  for  a  chance  to  get 
his  songs  into  a  movie  or  to  snag  a 
le  just  wants  to  sell  computer  chips 
llywood. 

it's  because,  as  head  of  the  digital 
and  entertainment  unit  at  Ad- 
d  Micro  Devices  Inc.,  the  No.  2  mak- 
nicroprocessing  chips,  Boswell  is  on 
sion  to  unseat  leading  chipmaker 
Horp.  as  the  longtime  preferred  sup- 


plier to  Tinseltown.  That  someone  push- 
ing the  latest  computer  chips  has  gar- 
nered such  clout  speaks  volumes  about 
where  Hollywood  is  now  putting  its  pri- 
orities. Today  chips  power  the  servers  and 


Now  Showing:  Hollywood's 
Chip  Batdes 

AMD,  a  distant  No.  2  to  chip  giant  Intel,  is  making  headway  in 
luring  Hollywood's  special  effects  and  animation  crowd 

THE 
PLAYERS 

SIZE 

(IN  BILLIONS) 

THE  PITCH 

MAJOR  CLIENTS 

Intel 

$34 

Investments  in  WiMax, 
digital  downloads,'  and 
other  technologies  will 
help  studios  generate 
new  revenues 

Sony  Pictures' 
Imageworks, 
Warner  Bros., 
Walt  Disney, 
Pixar 

AMD 

$5 

AMD's  64-bit  Opteron 
Processor  cuts  production 
time,  saves  money 

DreamWorks 
Animation,  ILM 

Data:  Bus  flea 

work  stations  that  help  conjure  up  the 
scenes  of  alien  attacks  in  War  of  the 
Worlds  and  generate  those  elastic  moves 
of  Mrs.  Incredible.  These  kinds  of  com- 
puter-generated effects  are  now  the  in- 
dustry's lifeblood.  Eight  of  this  year's  top 
10  box  office  hits  are  special-effects- 
laden  or  animated  projects.  And  with  stu- 
dios at  last  willing  to  move  forward  with 
online  delivery,  chipmakers  will  play  an 
even  greater  role.  The  increasingly  heated 
rivalry  between  AMD  and  Intel  is  begin- 
ning to  split  Hollywood's  power  brokers 
into  two  fiercely  loyal  chip  camps. 

BRAGGING  RIGHTS 

IT  MAY  BE  THAT  Hollywood's  contracts 
with  the  chipmakers  are  paltry  compared 
with  other  lines  of  business  for  the  Silicon 
Valley  powerhouses,  but  the  glitz  and 
publicity  surrounding  the  movies  give 
them  a  huge  showcase  for  their  goods. 
When  DreamWorks  and  Hewlett-Packard 
signed  on  with  AMD,  DreamWorks  CEO 
Jeffrey  Katzenberg  appeared  at  a  broad- 
casters' convention  to  pitch  AMD  by 
showing  15  minutes  of  DreamWorks' 
then-unfinished  animated  film,  Madagas- 
car. Intel  brought  along  Robert  Redford 
to  a  consumer  electronics  show  in  Janu- 
ary. His  Sundance  Film  Festival  is  spon- 
sored by  Intel  and  used  Intel  chips  to 
wirelessly  deliver  films,  such  as  this  year's 
documentary  RIZE,  through  WiMax 
technology.  "Getting  a  Hollywood  studio 
is  better  than  buying  a  TV  commercial," 
says  Shane  Rau,  a  research  manager  for 
technology  consultancy  IDC.  "They're 
trendsetters  for  popular  culture." 

Intel  still  dominates  in  Hollywood, 
supplying  such  major  studios  as  Warner 
Bros.,  Walt  Disney,  Pixar,  and  Sony's  Im- 
ageworks special  effects  unit— though 
"AMD  has  got  a  win  or  two  here  and 
there,"  admits  Kevin  M.  Corbett,  vice- 
president  of  Intel's  Digital 
Home  Group.  The  chip 
leader  has  been  en- 
sconced in  the  dream  fac- 
tories since  1994  and  two 
years  later  teamed  with 
talent  agency  CAA  to  line 
up  studios.  It  worked  with 
Avid  Technology  Inc.,  a 
leading  film  editing  com- 
pany, and  has  provided 
the  computing  power  for 
slews  of  blockbusters,  in- 
cluding Spider-Man  and 
Terminator  3-  Director  Pe- 
ter Jackson's  WETA  facili- 
ty in  New  Zealand  used 
IBM  servers  with  Intel 
Pentium  4  Xeon  chips  to 
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make  his  next  film,  King  Kong,  as  well  as 
the  Lord  of  the  Rings  series. 

So  what  will  AMD  need  to  do  to  catch 
Intel?  For  one,  it  has  to  come  up  with  a 
compelling  scheme  that  helps  studios 
grapple  with  the  coming  era  of  digital 
movie  downloads.  Company  officials 
say  they  will  unveil  such  a  plan  later  this 
year  with  Microsoft  Corp.  Together  the 
two  tech  companies  are  working  on  dig- 
ital rights  protections  that  will  be  en- 
coded into  Windows  Media  software  for 
playing  high  definition  movies  on  AMD- 
based  machines.  For  its  part,  Intel  is 
working  with  five  companies  to  back  an 
Internet  copy-protection  scheme  that 
will  put  studios  more  at  ease.  And  with 
$12  billion  in  cash,  Intel  isn't  shy  about 
doling  out  the  money.  It  recently  decid- 
ed to  fund  a  download  service  started  by 
actor  Morgan  Freeman  and  to  invest  in 
a  Korean  company  that  is  developing  a 
payment  system  for  content  on  cell 
phones. 

WINING  AND  DINING 

BOSWELL,  ON  THE  other  hand,  makes 
his  pitch  personally,  one  dinner  at  a  time. 
He  wined  and  dined  Titanic  director 
James  Cameron  for  months  and  pressed 
Rodriguez  to  plug  AMD  to  Cameron  as 
well,  says  Rodriguez.  Boswell  persuaded 
George  Lucas'  Industrial  Light  &  Magic 
to  switch  from  Intel  to  AMD.  Those  chips 
fired  up  servers  that  made  Yoda  spring 
into  battle  in  Lucas'  Star  Wars  Episode 
III:  Revenge  of  the  Sith,  released  in  May. 
Boswell's  spiel:  AMD's  64-bit  Opteron 
chip  is  as  much  as  40%  faster  than  Intel's 
Xeon  chip.  Using  AMD  chips  saved  Lucas 
$10  million  or  more  by  allowing  him  to 
see  complex  scenes  in  hours  instead  of 
days,  says  Star  Wars  producer  Rick  Mc- 
Callum.  Plus,  says  McCallum,  "Charlie  is 
a  great  guy  to  go  out  and  drink  with  and 
tell  stories  with."  On  Aug.  1,  AMD  an- 
nounced it  was  supplying  the  army  of 
servers  used  by  ILM's  new  Letterman 
Digital  Arts  Center  in  San  Francisco. 

There's  no  summer  respite  in  this 
battle,  either.  Intel  in  June  invited 
studio  executives  to  a  CEO  powwow  in 
Beijing,  where  they  saw  presentations 
by  several  tech  companies,  partnered 
with  Intel,  that  distribute  digital  films 
and  TV  shows.  Meanwhile,  AMD's 
Boswell  was  heading  back  home  to 
Los  Angeles  after  attending  the  Star 
Wars  premiere  in  London.  Jet  lag  is  just 
one  price  executives  have  to  pay  in 
the  war  for  the  hearts  and  hardware 
of  Hollywood.  ■ 

-By  Ronald  Graver  in  Los  Angeles 

and  Cliff 'Edwards  in  San  Mateo,  Calif. 
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Marketing  Games 


Hasbro  Has 
Kids  Hopping 

Yes,  video  games  rule.  But  by  updating  i  | 
board  classics,  Hasbro  is  seeing  sales  si 


THREE  YEARS  AGO,  TRIV- 
ial  Pursuit  seemed  head- 
ed for  the  corporate 
garage  sale.  The  onetime 
best-seller  had  plummet- 
ed to  $15  million  in  sales, 
98%  below  the  peak  in 
1984.  And  the  audience  that  relished  its 
MENSA-type  questions— "What  tennis 
term  is  said  to  come  from  the  French 
word  for  egg?"  (answer:  love  from 
I'oeuj)— had  shrunk  to  those  who  do 
crossword  puzzles  in  ink.  But  rather  than 
scrap  the  1980s  classic,  Hasbro  Inc.  rein- 
vented the  game  around  pop  culture  to 
grab  a  new  generation. 

It  paid  off.  Hasbro  sold  2.4  million 
Trivial  Pursuit  games  last  year,  up  from 
500,000  in  2001.  The  best  news:  New 
customers  include  lots  of  l8-to-34-year- 
olds  drawn  to  the  11  new  versions,  in- 
cluding a  '90s  edition  and  a  pop  culture 
DVD  version.  Instead  of  having  to  know 
who  said  "vem,  vidi,  vict  (Julius  Caesar), 
players  are  asked:  "What  rock  star  de- 
clared on  his  1995  album  Circus,  'Rock  'n' 
roll  is  dead'  ?"  (Lenny  Kravitz.) 

The  turnaround  of  Trivial  Pursuit  has 
the  Pawtucket  (R.I.)  gamemaker  pushing 
radical  reinventions  of  classics  such  as 
Twister,  Monopoly,  Clue,  and  Candy  Land, 
too.  And  though  hyperkinetic  video  games 

'Bored1 

Games 
No  More 

Hasbro  has  been  buffing  up 
itsoldfavorites-andthe 
makeovers  are  paying  off 


beat  board-game  sales  seven  to  ontj 
bro  and  child-rearing  experts  say 
games  are  far  from  doomed.  Kids,  p 
and  even  young  adults  see  them  as  i  \ 
way  to  spark  personal  connectior 
generate  laughs  than  video  game 
Anne-Marie   Kroisi,  head   of  ffi 
Gameworks  research  lab.  Exper 
that  up.  "Young  kids  absolutely  wan 
more  with  their  parents,  and  if  the  ^ 
tion  is  started  early  with  board  gai  *; 
becomes  habit  into  teen  years,"  says  e ;  [ 
Linn,  a  psychiatry  instructor  at  H.  m" 
Medical  School  and  author  of  Cons. 
Kids:  The  Hostile  Takeover  of  ChMh  »■' 
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A  NEW  TWIST  FOR  TWISTER 

ADDING  MUSIC  AND  dance  to  1  :  - 
struck  the  right  chord  with  music  \w 
youngsters    and   parents   who   ^  ^ 
rather  see  calories  burned  than  re  ffi- 
For  years,  sales  of  the  1960s  and  '70'  f': 
ily-room  favorite  held  steady  at  1  r^P  ra 
year.  But  8-to-12-year-old  girls  told*  t 
bro  researchers  that  they  listen  to  i  ^r 
and  practice  dance  moves  while  hai  "a& 
out— something  the  old  Twister  <  ^ 
address.  So  in  2003,  Hasbro  recai  i-: 
game  from  one  big  sheet  covered k 
colored  circles  to  Twister  Moves,  p  !a 
on  four  separate  mats  while  a  DJ  on  1: 
calls  out  moves.  To  make  the  game  *t 


TRIVIAL  PURSUIT 

New  versions  appeal  to  a  hipper  crowd 

a  '90s  edition  and  pop  culture  versior 

some  questions  are 

posed  on  a  DVD 

along  with  pictures 

and  music.  Hasbro 

sold  2.4  million  units 

in  2004,  up  from 

500.000  in  2001. 
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)ld  Hasbro         Moves  is  promoted 

Ke  to  practice    by    tween    heart- 

moves  throbs     such     as 

singer/actor  Jesse 

tney,  whose  songs  are  included  on 

Twister  Moves  helped  double  over- 

ister  sales,  to  2  million,  last  year, 

lough  it  retails  for  $20,  twice  the 

J  price.  "We've  found  a  recipe  to 

ignificant  growth,"  says  Hasbro 

marketing  chief  Mark  Blecher. 

icus  on  less  sedentary  play— a  big 

al  concern  about  video  games— is 

the  makeover  of  preschool  classic 

Land.  With  a  nod  to  toddlers'  love 

iasbro  has  incorporated  a  DVD  that 

turn  the  whole  family  room  into 

Land.  Instead  of  a  board,  the  new 

1  comes  with  25  small  mats  placed 

I  a  room  with  a  DVD  giving  kids  in- 

ons  for  hopping  along  the  "Candy 

>ath."  To  promote  the  new  version, 
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rs  such  as  Jesse  McCartney.  Unit  sales 

o  2  million,  last  year. 
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Hasbro  is  giving  Candy  Land  to  some 
25,000  preschools.  The  new  price  tag: 
$30,  vs.  $10  for  the  classic. 

Others  also  have  profited  from  an  anti- 
video  game  trend.  Cranium  Inc.,  whose 
first  board  game  was  in  1998— based  on 
players  doing  an  array  of  activities  under 
a  time  limit— now  offers  12  games,  sold  at 
10,000  outlets.  "Technology  has  us  living 
increasingly  in  a  time  of  isolation,  and 
people  are  looking  to  connect,  especially 
within  families,"  says  CEO  Richard  Tait. 
On  the  strength  of  its  Scenelt?  game  se- 
ries, Mattel  Inc.  says  it  sees  big  opportu- 
nities in  non-video  games  it  has  recently 
bought  like  Balderdash  and  Outburst. 

Even  with  new  growth  in  board  games, 
if  s  hard  to  argue  against  the  dominance  of 
video  games  -and  now  online  poker.  Mar- 
ket researcher  NDP  Group  figures  U.S.  sales 
of  board  games  totaled  just  $920  million 
last  year,  a  fraction  of  the  $7.3  billion  spent 
on  video  game  software.  School-age  boys 

MONOPOLY 

Hasbro  is  launching 

a  fancy  70th 

anniversary  edition 

this  fall — at  four 

times  the  price.  Next 

year  it  will  launch 

Mega  Monopoly,  a 

faster,  more  intense  version,  with  higher 

penalties  and  more  chances  of  going  to  jail. 
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average  13  hours  a 
week  playing  video 
games.  Girls  would 
seem  a  riper  target  for 
board  games  since 
video  games  occupy 
them  for  just  five 
hours  a  week. 

Hasbro  has  little 
choice  but  to  keep  the 
makeovers  coming 
since  entering  the 
video  game  wars  now 
would  cost  too  much. 
"It  is  impossible  to 
overstate  the  impor- 
tance of  the  board- 
game  business  to 
Hasbro,"  says  Sean 
McGowan,  an  analyst 
at  Harris  Nesbit  who 
says  rich  profits  can 
be  made  from  updat- 
ed board  games  even 
if  sales  are  dwarfed  by 
electronic  fare.  That's 
good  for  Hasbro, 
whose  Parker  Broth- 
ers and  Milton  Bradley  games  dominate 
with  about  two-thirds  of  the  business. 
Games  and  puzzles— including  nonboard 
games  such  as  trading-card  games— ac- 
counted for  43%  of  Hasbro's  $3  billion  in 
sales  last  year.  "With  gross  margins  over 
60%,"  says  McGowan,  "it  is  their  cash  cow." 
Next  year,  Hasbro  plans  bigger  innova- 
tions, including  a  redo  of  its  most  sacred 
franchise,  Monopoly.  A  faster,  more  in- 
tense version  of  the  classic  board  game, 
Mega  Monopoly— with  more  penalties 
and  more  chances  of  going  to  jail— is 
meant  to  appeal  to  time-pressured  fami- 
lies. Higher  odds  of  buyers  and  sellers  of 
real  estate  and  railroads  going  to  jail? 
Can't  get  much  more  timely  than  that.  ■ 
-By  William  C.  Symonds 
in  Springfield,  Mass. 


BusinessWeek  online' 


To  test  your  knowledge 
of  Trivial  Pursuit  Pop  Culture,  please  visit  us 
online  at  businessweek.com/extras 


CANDY  LAND 

The  company  just  rolled 

out  a  new  version  with  a 

DVD  that  turns  a  living 

room  into  Candy  Land  by 

directing  kids  to  move 

along  a  path  made  up  of 

some  25  mats.  Hasbro's  game  lab  found 

that  moms  and  kids  liked  the  active  version 

much  better  than  the  board-only  kind. 
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The  Future  of  Network  Security: 
Hardware  Acceleration 


i 


Tomorrow's  network  security  applications  such  as 
Antivirus.  Antispam  and  Antispuvare  will  reside  not 
just  on  the  desktop,  but  in  the  very  network  itself. 
This  trend  is  resulting  in  security  services  being 
delivered  through  dedicated  hardware  security 
appliances  that  operate  at  the  enterprise  network 
gateway  to  scan  high  bandwidth  links. 
Unfortunately,  most  network  appliances  are  built 
from  common  desktop  computer  technology 

Bandwidth  requirements  continue  to  escalate; 
network  traffic  and  protocols  are  becoming  increas- 
ingly complex,  and  the  number  of  threats  organiza- 
tions face  is  increasing  daily  Today's  appliances,  sim- 


ply desktop  computers  packaged  to  fit  into  network 
racks,  cannot  keep  up  and  are  both  missing  attacks 
and  decreasing  the  throughput  of  the  network. 

Additionally,  the  market  is  increasingly  demand- 
ing all-in-one  solutions  that  can  address  a  broad  set 
of  security  threats  including  Firewallmg,  Viruses, 
Spyware,  Worms  and  Network  Intrusions.  This  need 
has  spawned  new  multi-function  gateway  appliances 
that  protect  networks  against  blended  threats.  These 
devices,  namely  Unified  Threat  Management  (UTM) 
security  appliances,  integrate  a  multitude  of  security 
applications  -  each  targeting  a  specific  class  of  threat. 

The  future  of  network  security  applications 


depends  on  network  appliance  platfoi 
tain  advanced  technology  focused  on 
that  can  adapt  to  changing  attacks,  conu 
applications.  This  technology  is  deliverer 
of  an  adaptive  Security  Processing  Unit 
direction  parallels  the  gaming  indu 
revolves  around  Graphics  Processu 
that  are  designed  to  offload  the  intense  g 
cessing  requirements  from  the  CPU. 

SPUs  solve  the  problem  of  rehing 
CPUs  alone  by  offloading  the  most  dem 
cessing  tasks  to  a  specialized  security  pn.  Lfa 
processor  can  scan,  analyze  and  classify  l 
as  email,  files,  web  pages  and  networi 
wire  speed,  freeing  up  the  CPU  for  inn 
higher  level. 


To  read  the  full  report,  go 
www.technology-reports.com, 


Sensory  Networks  is  a  leading  OEM  provider  of  high  performance  network  security  acceleration  technology.  We  heH 
networks     ners  del'ver  Detter  security  products  to  the  market,  faster.  Products  based  on  our  NodalCore™  Security  Procesj 
chipsets,  accelerator  cards  and  appliance  platforms-  and  help  developers  and  vendors  increase  the  performance,  ac| 
capacity  of  their  products  while  avoiding  the  cost,  time  and  risk  associated  with  the  development  of  specialized  hardware.  (650)  292  4636  www.! 
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Stop  The  Insider  Threat  With 
Enterprise  Risk  Management 


Insiders  Cost  Financial  Institutions  S2 ABillion' 

If  you  don't  know  what  corporate  secrets, 
competitive  intelligence,  or  customer  private 
data  are  leaving  your  network  -  and  where 
they're  going  -  your  enterprise  is  exposed. 

As  the  workplace  rapidly  embraces  Web- 
based  communications,  most  companies  are  not 
prepared  for  the  CEO's  worst  nightmare  -  trust- 
ed insiders  disseminating  sensitive  data  elec- 
tronically -  in  ways  that  affect  competitive 
advantage.  Sarbanes-Oxley  or  SEC  compliance. 


The  Insider  Threat  in  a  Web-Based  World 

The  insider  threat  starts  with  trusted  employ- 
ees, business  partners,  contractors,  and  overseas 
developers  who  have  access  to  sensitive  data. 
"Insiders"  can  damage  your  business  in  a  variety 
of  ways  -  accidentally  or  intentionally  -  by 
sending  sensitive  data  out  or  by  posting  infor- 
mation to  public  Websites. 

The  solution:  an  enterprise  risk  management 
system  to  automatically  monitor  for  and  reme- 
diate these  risks. 


Enterprise  Risk  Management  Solut 

A  recent  study:  found  that  90%  o 
tion  leaving  the  average  enterprise 
based  (Webmail,  IMs,  posting  to  bloj. 
letin  boards).  Email  monitoring  solut 
are  not  sufficient. 

Enterprise  risk  management  solut 
you  to  monitor  and  automatically  d 
new  electronic  risks.  You'll  know  wl 
assets  are  leaving  your  company,  and 
remediate  risk  immediately. 

Learn  more.  Receive  a  free  copy  of  j 
A  True  Story  at  wwwstoptheinsiderthi 

1  Dan  Vcrton,  The  Insider   A  True  Story  Luminu  : 

2  Reconnoc  Corporation  Insider  Threat  Index.  Jul- 


To  read  the  full  report,  go  to 
www.technology-reports.com/rec 


« 


RAf*flflfll^}f        Reconnex  is  the  leading  provider  of  enterprise  risk  management  (ERM)  solutions  that  reveal  and  address  the  insider  threat 
l\CV>l/l  II ICA        ance  competm've  advantage,  corporate  governance,  and  critical  infrastructure.  Reconnex  protects  enterprises'  brands,  sM 

value,  and  mission  critical  operations  by  revealing  risks  in  just  48  hours.  Without  exception,  every  deployment  has  enabled  e| 
to  quickly  remediate  risks  that  could  damage  or  destroy  their  organization.  Give  us  two  days,  you'll  know™.  1-866-940-4590  wwwjecormexjiet 
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IT  SECURITY  2005 

For  in-depth  reports  on  these 

and  other  technology  topics,  visit 

www.technology-reports.com 


read  a  full  report  on  each  topic,  visit  the  www.technology-reports.com  direct  link  provide 


Vt  Be  Blindsided 
m  The  Inside  Out 


at  benefit  of  digital  information  is  that  it  can 

9 1  available,  quickly  and  easily,  to  people  who 

mployees,  partners,  investors  and  consumers. 

information  because  we  want  to  view  it,  use  it 

1  !t  with  others  at  a  later  time.  It  can  be  viewed 

■  e  number  of  times,  distributed  instandy  any- 

[the  world  at  virtually  no  cost,  and  copied  to  a 

of    portable    and    permanent    media. 

(dons  have  come  to  rely  on  the  fluidity  of 

ion  and  the  enormous  associated  benefits. 

t  every  week  a  security  breach  or  employee 

ata  is  revealed  in  the  news.  Organizations  of 

rave  seen  and  been  the  headline  often  assum- 


ing "it  won't  happen  to  me".  Technologies  and  out- 
sourcing have  added  to  confusion  of  corporate  net- 
work boundaries  by  decentralizing  the  control  of  data 
and  increasing  the  risks  to  data  that  is  no  longer  con- 
fided within  the  structured  walls  of  the  organization. 

The  fluidity  of  Information  makes  it  an  easy  and 
desirable  target  for  theft.  Yet  organizations  continue  to 
assume  that  the  threat  is  purely  external.  While  physi- 
cal perimeter  secunty  has  not  lost  its  importance,  the 
increased  importance  of  protecting  information  assets 
from  internal  attacks  has  grown.  Statistically  its  the 
insiders  that  commit  the  majority  of  data  theft. 
Information  cannot  be  sequestered  into  safe  buckets  or 


silos,  separate  from  day  to  day  use,  in  order  to  protect 
it  from  theft.  Users  cannot  stop  accessing  information 
required  by  their  job  roles  without  businesses  willing- 
ness to  sacrifice  productivity  and  revenue  to  protect 
information  access. 

Assuming  data  is  secure  with  employees  inadver- 
tendy  creates  opportunities  for  data  theft.  Typical  secu- 
rity measures  will  not  detect  or  stop  the  pilfering  of 
information.  Organizations  inherendy  trust  users,  but 
verifying  noble  intentions  is  more  challenging. 
Information  and  Database  Risk  Management  are  very 
effective  solutions  for  managing  data  security  with  orga- 
nizational risks.  A  successful  information  and  database 
risk  management  solution  requires  understanding  peo- 
ple, process,  and  technology  while  monitoring  for 
inappropriate  use  of  the  data. 


To  read  the  full  report,  go  to 
www.technology-reports.com/IPLocks.asp 
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IPLocks,  Inc.  provides  a  comprehensive  software  solution  for  information  and  database  security  that  protects  customer  and  corporate 
data  through  vulnerability  assessment,  user  behavior,  activity  monitoring  and  auditing.  The  IPLocks  platform  secures  against  the  com- 
promise of  confidential  information  and  alerts  management  to  information  risks  from  security  and  business  policy  violations,  information 
attacks,  compromised  structural  integrity  and  information  theft,  which  other  security  solutions  fail  to  detect,  www.iplocks.com 


iversal  Regulatory  Compliance: 
3  You  at  Risk? 


ally  every  business  is  being  inundated  with 
|h  information  about  compliance,  privacy, 
julatory  legislation,  both  federal  and  state, 
become  almost  like  background  noise.  To 
ike  noise,  however,  would  be  a  big  mistake. 
elieve  that  there  is  a  shift  occurring  in  cor- 
America  from  worrying  about  "Network 
ibilities"  to  a  whole  new  beast  we  call 
liance  Vulnerability." 

in  California  alone,  we  face  potential 
liance  Vulnerability"  from  SB  168,  SB  186, 
4,  AB  1769,  SB  1386,  SB  1,  AB  1733,  SB  27, 
6  and  SB  1633  -  some  enacted  as  state  laws. 


If  we  didn't  know  better,  we  would  think  we  were 
under  attack  from  computer  viruses. 

Then  we  have  federal  regulations  -  ISO  17799 
Code  of  Practice  for  Security  Management, 
HIPAA,  Sarbanes-Oxley,  EU  Data  Privacy,  FISMA, 
and  the  Patriot  Act  to  name  a  few. 

One  nice  thing  is  that  "Compliance 
Vulnerability"  uses  the  same  formula  that  applies 
in  determining  your  network  vulnerability 

First,  you  need  to  establish  which  laws  apply  to 
your  business. 

Second,  you  need  to  know  where  there  is 
potential  for  exploitation  of  a  vulnerability,  e.g., 


where  legal  precedents  exist. 

Third,  you  need  to  understand  and  evaluate  the 
business  and  personal  impact  of  a  breach, 
whether  it's  fines,  jail  time,  business  shutdown,  or 
loss  of  existing  and  future  revenue  -  and  what  the 
cost  would  be  if  legal  proceedings  are  required. 

This  process  begins  by  understanding  the 
Compliance  Landscape,  and  how  the  law  applies 
as  it  relates  to  protecting  personal  information, 
preservation  of  data,  security  systems  and  policies. 

In  this  paper  we  will  discuss  some  key  compo- 
nents of  a  "Universal  Regulator)'  Compliance 
Evaluation"  to  help  determine  if  there  are  some 
potential  "Compliance  Vulnerabilities"  you  are 
facing  right  now  and  how  technology,  process 
and  education  are  used  to  combat  them. 


To  read  the  full  report,  go  to 
www.technology-reports.com/helio.asp 
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Helio  Solutions  is  a  premier  provider  of  data  center  solutions  for  companies  ranging  from  technology-  centric  small  businesses  to  Fortune  1000  com- 
panies. Helio  Solutions  provides  unparalleled  products  and  expertise  to  deliver  highly  available,  high-performing  data  center  solutions  that  maxi- 
mize its  customers'  IT  investments  and  meet  short-  and  long-term  business  needs.  Helio  Solutions  is  headquartered  in  Santa  Clara,  CA  with  offices 
in  Los  Angeles,  San  Francisco,  San  Jose,  CA,  and  Phoenix,  AZ.  For  more  information,  call  1-866-44-HELIO  or  visit  us  at  wwwMiosolutions.corn. 


To  read  a  full  report  on  each  topic,  visit  the  www.technology-reports.com  direct  link  provic 


Spyware  Fixes  its  Sights 
On  The  Enterprise 


The  latest  security  battle  to  rage  inside  the  enterprise 
is  reaching  its  height  as  networks  struggle  to  construct 
defenses  against  spyware.  Spyware  attacks  have  erupt- 
ed into  a  global  onslaught  on  enterprises  large  and 
small.  Recent  spyware  victims  in  the  enterprise  have 
included  major  financial  institutions,  telecom  compa- 
nies, software  firms,  and  universities,  from  California 
to  London  to  Tel  Aviv.  In  fact,  audit  results  from  Ql 
2005  showed  that  87%  of  enterprises  reported  their 
desktops  were  infected  with  spyware. 

Unlike  viruses,  spyware  is  financially  motivated, 
and  its  migration  from  absconding  personal  credit 
card  and  bank  account  information  to  hunting  big- 


ger game  on  corporate  networks  was  predictable. 
The  vast  amount  of  capital  (intellectual  and  mone- 
tary), customer  information,  and  other  potentially 
sensitive  data  was  just  too  tempting  to  pass  up. 

Spyware  is  a  black  market  business  -  a  boom- 
ing business  -  and  like  any  burgeoning  industry, 
the  leading  players  are  backed  by  deep  pocketed 
investors  with  the  financial  means  to  drive  inno- 
vation by  tapping  some  of  the  brightest  minds  and 
the  latest  technological  advances.  Unfortunately 
for  the  enterprise,  the  end-goal  of  this  innovation 
is  to  steal  data  and  monitor  Internet  activity 

Alongside  the  issue  of  data  theft  fall  risks  associ- 


ated with  non-compliance  to  state  and  fe 
security  statutes.  Enterprise  networks  com] 
by  spyware  are  not  only  at  risk  from  havi 
tive  customer  data  stolen,  but  also  from 
repercussions  associated  with  non-complia 

There  is  also  a  number  of  negative  product 
sequences  introduced  as  spyware  infiltrates  t 
prise.  Unprotected  networks  are  robbed  of  ba 
as  stockpiles  of  tracking  cookies  collect  on  ii 
desktops  and  servers  and  clandestine  outboi 
transmissions  increase  traffic.  Slow  and  unre 
desktops  lead  to  decreased  employee  pro 
and  eventually  greater  strain  on  IT  support  si 

For  these  reasons,  todays  leading  enterp 
addressing  the  spyware  threat  with  best 
centrally  managed  anti-spyware  solutions 


gin 


:■: 


To  read  the  full  report,  go  to 
www.technology-reports.com/webrt 
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®,  Webroot  Software ,  Inc.,  is  the  worldwide  leader  in  anti-spyware  security  solutions  and  services  for  millions  of  customers 

W  ©  D  T  O  O  t         the  world,  ranging  from  large  enterprises  to  small  businesses  to  home  users.  Webroot's  innovative  centrally  managed  ent 
anti-spyware  solution,  Spy  Sweeper  Enterprise,  has  already  been  deployed  across  more  than  2  million  desktops  and  is  pre  pj\< 
the  networks  of  more  than  6,500  enterprises.  For  a  FREE  30-Day  Trial  of  Spy  Sweeper  Enterprise  visit:  www.webrootcom/businessweek.  Tel:  800-870-8102 


It's  War:  Your  Security  Solution  Has 
To  Be  Swift,  Agile,  and  Effective 
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You  just  asked  your  System  Administrator  for 
a  Security  Report.  You  are  concerned  with  three 
issues: 

•  As  an  executive,  you  are  personally  respon- 
sible for  the  accuracy  of  your  corporate  financial 
data  and  the  privacy  of  your  customers. 

•  You  want  a  fully  functioning,  responsive 
computer  system,  available  at  all  times. 

•  You  must  maintain  a  security  posture  that  is 
more  than  defensive. 

The  most  important  tool  in  your  security  solution 
is  audit  capability  The  "proof  points"  you  must 
produce  to  show  compliance  with  the  Sarbanes- 


Oxley  mandate,  the  Gramm-Leach-Bliley  Act  and 
the  Health  Insurance  Portability  and  Accountability 
Act  will  come  from  your  audit  reports.  Who  has 
manipulated  your  data?  Who  has  had  access  to  it? 
Can  you  look  back  over  a  period  of  years  to  find 
that  information? 

A  centralized  ability  to  inventory  software 
installed  on  each  computer  is  another  important 
tool.  Your  systems  are  managed  for  high  perform- 
ance. They  have  to  maintain  service  delivery  and 
profitability  without  introducing  critical  disrup- 
tions or  vulnerabilities  caused  by  inconsistencies 
in  software  installed  on  individual  computers.  The 


more  complex  your  network,  the  more  fil 
that  a  single  change  can  have  serious  dowr 
effects.  Proactive  management  of  your 
includes  regular  inventories  and  remedia  Q| 
discovered  inconsistencies. 

Immediate  notification  of  suspicious  evt 
your  system  is  perhaps  your  most  critic. 
When  the  latest  email  threat  finds  your  : 
will  your  security  solution  be  swift  and  fie; 
its  response?  A  good  security  solution 
your  System  Administrators  in  real  time 
intrusions  are  quickly  stopped. 

The  value  of  your  security  solutions  i 
and  effective  response  to  security  events 
emerge  and  maintenance  of  mandated  cone 
network  compliance  cannot  be  overestimati 


To  read  the  full  report,  go  to 


y 


TNT 


Software 


Founded  in  1996,  TNT  Software  is  headquartered  in  Vancouver,  Washington.  TNT  Software,  a  respected  leader  in  providing  centralized 
itoring  solutions  for  Microsoft  Windows  operating  systems,  is  a  Microsoft  Gold  Certified  Partner.  From  easy  installation  to  flexible  re  I 
TNT  Software  gives  IT  professionals  the  Power-to-See™  the  health  and  status  of  their  environment  at  a  single  glance.  Take  a  30-daJ 
test  drive  of  ELM  Enterprise  Manager  at  www.tntsoftware.com 
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and  other  technology  topics,  visit 

www.technology-reports.com 


read  a  full  report  on  each  topic,  visit  the  www.technolog 


Know  Your  Type:  Keystroke 
lamics  -  "The  Internet  Solution" 


rising  just  a  small  fraction  of  the  biomet- 

cape,  the  behavioral  biometric  known  as 
ce  dynamics  is  perhaps  the  least  known 
ic  in  a  market  dominated  by  well  known 

biometrics  such  as  fingerprint  recogni- 
facial  recognition.  A  behavioral  biometric 

on  behavioral  patterns  that  are  uniquely 
able  to  an  individual.  Further,  the  pat- 
e  just  as  unique  as  some  of  the  more  wetl- 
and widely  touted  physical  biometrics. 

the  mathematical  foundation  of  a  behav- 
ed biometric  algorithm  is  complicated,  the 
itself  is  squarely  rooted  in  behavioral  char- 


acteristics and  patterns  first  identified  by  telegraph 
operators  in  the  1930s.  This  enables  the  technolo- 
gy to  provide  a  highly  accurate  and  efficient 
authentication  solution  for  high  volume  transac- 
tion environments  conducted  over  the  Internet. 

Keystroke  dynamics  is  based  on  the  distinctive 
characteristics  found  in  typed  sequences  of  char- 
acters. These  distinctive  features  include  the 
duration  for  which  keys  are  held  and  the  elapsed 
time  between  successive  keystrokes.  It  is  current- 
ly deployed  as  a  companion  to  standard  pass- 
word authentication,  providing  true  2-factor  bio- 
metric authentication,  a  significant  improvement 


over  passwords  alone.  The  technology  can  be 
implemented  effectively  for  operating  system 
login,  transactional  authentication,  application 
security,  or  anywhere  passwords  or  pass-phrase 
authentication  methods  are  implemented. 

This  biometric  technology  provides  depend- 
able, immediate  and  unobstructed  access  to 
online  accounts  at  any  time  and  any  place.  It  is 
portable,  reliable,  low-cost,  easy  to  implement 
and  use,  it  does  not  require  a  special  sensor  or 
device,  and  it  does  not  require  a  user  to  change 
their  behavior  to  use  it.  Implementing  key- 
stroke dynamics  can  solve  the  problem  of 
account-hijacking  identity  theft  which  uses 
stolen  credentials  primarily  from  phishing, 
pharming  and  hacking. 


To  read  the  full  report,  go  to 
www.technology-reports.com/bio-password.asp 


BioPassword®  is  a  patented  software-only  solution  that  uses  keystroke  dynamics,  a  security  technology  based  on  biometrics,  to  accurate- 

"•••• -"'    ly  identify  a  user  by  the  way  they  type.  BioPassword  products  provide  scalable,  easy  to  deploy,  and  easy  to  support  user  authentication  at 

)PASSWORD"  an  affordable  price.  Supported  by  a  large  network  of  technology  partners  and  resellers,  BioPassword  solutions  are  licensed  to  thousands 
n* Keystroke oynomtcssoiurw  0f  users  at  over  thirty  global  organizations  under  the  brand  name  B-ldentified™.  BioPassword,  Inc.  425-649-1100  www.biopassword.com 


protected  Laptops:  A  Substantial 
lancial  and  Legal  Risk 


^s  businesses  risk  huge  financial  and  legal 
issions  if  they  do  not  protect  internal,  partner 
»tomer  data. 

12004  CSI/FBI  Computer  Crime  and  Security 
found  that  53%  of  organizations  surveyed 
perienced  unauthorized  access  to  company 
i/er  the  previous  year,  with  financial  losses 
>,  over  $140  million.  The  FBI  also  estimates 
%  of  network  penetration  results  from  unpro- 
data  on  stolen  laptops,  and  with  businesses 
5-8%  of  notebooks  per  year;  laptops  pose  a 
ant  security  concern. 
l    GMAC    Financial    Services    informing 


200,000  customers  in  May,  2004  that  their  personal 
data  might  have  been  compromised  when  two  lap- 
tops were  stolen  from  an  employee's  car;  the 
University  of  California  warning  145,000  blood 
donors  in  June,  2004  that  due  to  a  stolen  laptop  they 
were  potential  identity  theft  targets;  and  MCI  admit- 
ting a  laptop  stolen  in  May,  2005  contained  16,500 
current  and  former  employees'  personal  information: 
Clearly  an  unprotected  laptop  also  means  an  unpro- 
tected network. 

So,  what  is  the  best  way  to  protect  data7  As  direct 
hard  drive  access  enables  attackers  to  bypass  an 
operating  system  or  even  the  boot  record  used  to 


start  up  a  laptop,  the  best  prevention  is  to  encrypt  the 
entire  drive  -  all  software  and  data  -  including  the 
boot  record,  operating  system,  user  data,  applica- 
tions, unused  space,  and  deleted  files. 

Full-disk  encryption  encrypts  the  entire  hard 
drive,  without  affecting  laptop  performance  or  user 
log-on!  Some  solutions  even  integrate  with  token 
(USB  or  smartcard)  authentication  at  pre-boot  to  fur- 
ther enhance  data  and  network  security 

As  full-disk  encryption  protects  not  only  internal 
data,  but  also  customer  and  partner  information,  it  is 
increasingly  viewed  as  a  market  differentiator  -  with 
more  organizations,  including  government  agencies, 
preferring  to  work  with  companies  that  encrypt  all 
data  to  substantially  reduce  the  financial  and  legal 
risks  associated  with  mobile  computing. 


To  read  the  full  report,  go  to 
www.technology-reports.com/winmagic.asp 


"V  WinMagic's  SecureDoc  protects  data  stored  on  desktops,  laptops  and  PDA's  by  encrypting  the  entire  hard  drive  at  256-bit  AES,  and  integrates 

L_T  with  passwords,  tokens,  biometrics,  and/or  PKI  authentication  at  pre-boot.  SecureDoc  fulfills  the  requirements  of  the  most  security-conscious 

MMMAGIC  users  DV  focusing  on  concrete  security  features,  while  still  offering  unparalleled  flexibility.  For  a  free  full-disk  encryption  white  paper,  please 

w*  security  Vjsjt  www.winmagic.com,  call  1-888-879-5879  (North  America)/+1 905  502-7000  (worldwide),  or  email  info@winmagic.com. 


Personal  Business  Restaurants 


Museum  eateries  are 
emerging  as  destinati ; 
in  their  own  right. 

BY  ELLEN  HOFFMAN 
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ad 
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MUSEUMS         - 
long  been  paj^ 
fine  taste,  b 
are  also    be 
masters     of 
tastes  good 
templating 
Oldenberg's  sprawling  51-foot  long 
bridge  and  Cherry  sculpture  at  Mir 
lis'  Walker  Art  Center  stirs  your  a 
for  instance,  visit  the  elegant  nev 
Restaurant  For  $8  you  can  sa^ 
"Spoon,  Cube,  and  Cherry,"    a  tq 
dark,    crunchy    chocolate,    fille 
creamy  chocolate  mousse,  topped 
scoop  of  vanilla  ice  cream,  and  a 
chocolate  replica  of  a  spoon  era 
maraschino  cherry. 

Forget  dried- out  ham  and  che 
white  bread  in  a  dimly  lit  basemei 
teria.  After  years  of  hearing  com 
about  how  fine  food  and  fine  art 
mix,  more  and  more  museums  ; 
grading  their  eateries.  They  real  \ 
"you  learn  about  art  through  all 
senses,"  says  Marjorie  Schwarzer 
tor  of  museum  studies  at  Jo 
Kennedy  University  in  Berkeley,  C 
fine  dining  experience  can  comp 
the  mission  of  the  museum 

Certainly,  the  idea  is  proving  to  1 
with  visitors.  When  the  Indianapol 
seum  of  Art  announced  the  open 
May  6  of  its  Puck's  restaurant, 
flooded  with  calls  from  patron: 
wanted  to  reserve  tables  for  Mothe 
brunch.  That  meant  some  ft 
marked  the  holiday  on  Saturday  i 
of  Sunday.  The  Modern— at  Nev 
City's  newly  refurbished  Musei 
Modern  Art— has  little  trouble  coll 
$125  a  person  for  a  seven-course  t 
menu.  There's  a  more  moderately 
menu,  too,  but  dining  at  these  resta 
is  not  cheap.  For  a  three-course  c 
expect  to  spend  about  $40  per  pers 
fore  drinks,  tax,  and  tip. 

Big-name  restaurateurs  such  as 
gang  Puck,  whose  Wolfgang  Puck 
ing  runs  the  Indianapolis  and  Minnt 
eateries  as  well  as  museum  restaur 
Chicago  and  St.  Louis,  like  the  add 
publicity  and  reach  they  get  by  o; 
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misine  in  highly  trafficked  destina- 
■nues.  Puck  has  signed  on  to  create 
spots  at  the  new  home  of  the  New- 
slated  to  open  in  2007  in  Washing- 
id  at  San  Francisco's  de  Young  Mu- 
where  he's  planning  a  cafe.  Puck 
{ loves  to  while  away  an  afternoon  in 
lleries  and  "stay  for  dinner  and  a 
—and  he  thinks  others  will,  too. 
seum  officials  are  also  hoping  to  at- 
'"  lose  who  might  not  otherwise  go  to 
eum  and  encourage  those  who  do 
fto  stick  around  longer,  says  Bur- 
(Calif.)  restaurant  consultant  Art 
fk.  Visitors,  he  says,  too  often  "go 
|>  lunch  and  don't  come  back." 
s  more,  museums  can   use  the 
rants  for  fund-raising  events,  win- 
!  d  dining  donors. 

IE  THE  WALLS  HAVE  SPIES 
HO  BEST  PAIRS  the  palate  and 
;?  Judging  by  its  waiting  list,  The 
rn.  The  restaurant,  which  opened 
b.  7,  offers  French  and  American 
i  a  milieu  where  the  furniture  and 
/are  were  created  by  top  Danish  de- 
Ls.  Would-be  diners  are  being  ad- 
:o  reserve  spots  28  days  in  advance. 
ier  museums  win  points,  too,  for  in- 
ing  their  decor  with  their  mission, 
an  top  Zola,  the  spiffy  restaurant  at 
ternational  Spy  Museum  in  Wash- 
l.  Black  silhouettes  of  faceless  fig- 
1  trench  coats  march  across  8 -foot- 
foot  tempered  glass  panels  that  line 
ning  room.  Diners  in  booths  can 


even  look  through  peepholes  into  the 
kitchen.  Gertrude's  Restaurant  at  the 
Baltimore  Museum  of  Art  features  al  fres- 
co dining  in  the  sculpture  garden,  where 
local  crabcakes  and  oysters  are  on  offer 
near  Four  Dishes,  a  12-foot-high  Alexan- 
der Calder  work. 

Restaurant  critics  have  warmed  to  the 
trend.  The  food  at  such  spots  as  The  Mod- 
ern, Puck's,  and  20.21— named  to  reflect 
the  Minneapolis  museum's  20th  century 
and  21st  century  bent— has  won  kudos 


from  local  reviewers.  If  you  go  to  20.21,  be 
sure  to  try  the  spinach  risotto  starter, 
which  is  perfectly  smooth  and  accented 
with  sweet  shrimp  and  morel  mush- 
rooms. The  Cantonese  duck,  with  roasted 
crispy  chunks  in  wild  huckleberry  sauce, 
is  strikingly  unfatty  compared  with  simi- 
lar fare  at  less  discerning  restaurants. 

Chefs  love  to  get  playful  when  impor- 
tant shows  come  to  town.  Chef  Tracey 
Hopkins  created  a  chicken  dish  topped  by 
a  red  lobster  shell  that  looked  like  a  phone 
receiver  when  the  Philadelphia  Museum 
of  Art  staged  a  Salvador  Dali  exhibit  fea- 
turing the  artist's  sculpture  of  a  phone.  At 
the  Dallas  Museum  of  Alt' s  Seventeen 
Seventeen  Restaurant,  Executive  Chef 
Dan  Landsberg  served  a  tower  of  crimini 
mushrooms  and  arborio  rice  mimicking  a 
granite  work  by  sculptor  Jesus  Morales. 

You  can't  have  a  top-drawer  eatery 
without  a  worthy  wine  list.  The  Modern's 
stretches  to  58  pages.  Zola's  11-page  list 
features  an  ample  selection  of  half-bottles 
and  wines  by  the  glass. 

Museums  both  at  home  and  abroad 
have  climbed  on  the  bandwagon.  In  Lon- 
don, the  Restaurant  at  the  Tate  Modern  is 
luring  crowds.  In  Paris,  the  biggest 
names  in  museum  dining  are  at  contem- 
porary galleries— the  Restaurant  Georges 
at  the  Pompidou  Center  and  Tokyo  Eat  at 
the  Palais  de  Tokyo.  Back  in  the  U.S.,  din- 
ing spots  at  the  Denver  Art  Museum  and 
the  de  Young  are  being  overhauled. 
These  days,  looking  at  art  is  now  a  feast 
for  more  than  just  the  eyes.  II 
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oss  the  nation  that 
winning  kudos: 


MUSEUM 


RESTAURANT        WEBSITE 


AMERICAN  VISIONARY 
ART  MUSEUM,  BALTIMORE 

BALTIMORE  MUSEUM 
OF  ART 

DALLAS  MUSEUM  OF  ART 


J.  PAUL  GETTY  MUSEUM, 
LOS  ANGELES 

INDIANAPOLIS  MUSEUM 
OF  ART 


Joy  America  Cafe 


avam.org/joyamerica/ 
index.html 


Latin  American, 
Mexican 


Gertrude's 


Seventeen 
Seventeen 


johnshields.com/restaurant/ 
rest/gertrudes.html 


wynnwood.com/rest 
1717.asp 


The  Restaurant        getty.edu/visit/eat.html 


Chesapeake  Bay  crab, 
rockfish,  oysters 


Eclectic,  from  espresso- 
marinated  beef  to  Peking  duck 

Mediterranean- 
Californian 


Puck's 


INTERNATIONAL  SPY 
MUSEUM,  WASHINGTON 


Zola 


MUSEUM  OF  MODERN  ART, 
NEW  YORK 

PHILADELPHIA  MUSEUM 
OF  ART 


The  Modern 


Museum 
Restaurant 


ima-art.org  (*) 


zoladc.com 


themodernnyc.com 


WALKER  ART  CENTER, 

MINNEAPOLIS 


20.21  Restaurant 
]   &Bar 

visitor  information,  then  restaurants 


philamuseum.org/ 
mformation/dining.shtml 

info.walkerart.org/ 
visit/dining.wac 


Eclectic,  from  grilled  steak  to 
tuna  sashimi 


American,  from  lobster 
rolls  to  Smores  Fondue 


French  and  American,  with 
Alsatian  accents 


Exhibit-related,  such  as  a 
Parisian  menu  for  Degas  show 

Asian-influenced 
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A  Workout  Pro 
Close  at  Hand 

High-tech  sport  watches  can  monitor  your 
performance  in  minute  detail,  bytoddi  gutner 


LIKE  MANY  OF  US  WHO 
run,  bike,  and  swim,  I'm 
always  seeking  to  improve 
my  performance.  As  a 
triathlete,  I  have  set  per- 
sonal records  at  each  race. 
As  I  began  training  for  my 
third  triathlon,  I  wanted  to  keep  up  that 
streak.  My  aim  was  to  shave  a  few  min- 
utes off  the  half-mile  swim,  15-mile  bike 
ride,  and  3-mile  run— technically,  a 
"sprint  triathlon."  But  instead  of  hiring  a 
trainer  to  put  me  through  my  paces,  I  re- 
lied on  the  latest  entrants  in  the  exercise 
market:  wrist-worn  fitness  computers. 
First  designed  as  sports  watches,  these 
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high-tech  gadgets  from  Garmin,  Timex, 
Nike,  and  Polar  have  become  all  the  rage, 
especially  among  growing  numbers  of 
triathletes.  The  devices,  which  sell  for 
$300  to  $370,  tell  me  how  many  beats 
per  minute  (BPM)  my  heart  pumps  (via  a 
chest  strap)  and  the  number  of  calories 
I'm  burning.  They  measure  how  fast  and 
how  far  I  run,  bike,  and,  in  some  cases, 
swim.  And,  to  make  tracking  my  per- 
formance easy,  preset  alarms  guide  me 
through  my  warm  up,  speed  workout, 
and  cool-down  period. 

The  mini  fitness  computers  prove  in- 
valuable after  the  workout— when  I  mon- 
itor my  progress.  I  can  download  data  on 


to  my  PC  for  an  intensive  analysi 
plete  with  color-coded  graphs  a 
charts.  For  example,  on  a  recent  3 
run,  I  averaged  8.45  minutes  pe 
traveled  7.1  miles  per  hour,  burn 
calories,  and  had  an  average  heart 
143  BPM.  After  14.4  minutes  into 
at  the  1.7  mile  mark,  I  hit  my  pe> 
formance  at  156  BPM,  or  84%  of  m 
imum  heart  rate.  Such  data  helped 
goals  for  my  next  run— and  the  wo  i 
off  on  July  31,  when  I  trimmed  7  n 
and  32  seconds  off  my  triathlon  tii 

The  Garmin  Forerunner  301  a 
Timex  Bodylink  5E671  rely  on  the 
Positioning  System  (GPS),  whic 
track  running  and  biking  route 
where  in  the  world.  The  Garmin  ca  } 
igate  me  back  to  my  starting  point: 
ing  when  I  retrace  my  steps  incoi 
One  drawback:  Heavy  tree  foliage  c  \\t, 
scure  satellite  signals,  compromisi  tir. 
curacy.  Another  is  that  neither 
clocks  distance  and  speed  indoors 

Unlike  the  satellite-based  syster  Ld 
Nike  Triax  Elite  HRM/SDM  and  th<  i 
S625X  use  a  watch  and  a  small  sen 
tached  to  your  shoe.  They  track  th 
distances  the  foot  travels.  The  d; 
biking  and  swimming  are  limited  t 
and  heart  rate,  since  the  devices  a 
signed  mostiy  for  running.  Polar 
separate  speed  and  distance 
($39.95)  that  can  be  mounted  on  afc-r 
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il 
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TERMINATOR  STYLE 

OF  THE  FOUR  WATCHES,  the  G 
and  the  Polar  are  my  favorites— 
your  needs  should  dictate  your 
People  who  tend  to  exercise  ir 
might  prefer  the  Polar,  for  instanc 
cause  the  technology  does  not  r< 
beaming  up  to  a  satellite. 

The  Garmin's  set-up  directions 
breeze.  After  putting  the  heart  rate 
itor  on  my  chest,  I  simply  strap  the 
runner  on  my  wrist,  turn  it  on,  a 

PaceYours< 


<jp 

«  GARMIN 
FORERUI 
$299.99 

800800-1 
garmin.coi 

POLAR  S625X» 
$369.95 

800290-6330 
polarusa.com 

ranting  More  Than  Steps 

V 


alkingtostayfit? 

Pedometers 
i  V  help.  The  new 
i  els  do  more  than  count 
'is.  SportBrain's  iXStep 
i  sand  Walkstyles' 
i  lTrak,  both  worn  at  the 
k  measure  calories 
led,  distance  traveled, 
heartbeats  per  minute. 
|they  connect  to  your 
p  upload  the  data  to  a 
I  site  for  online  analysis, 
/vore  both  pedometers 


for  a  month  and  started 
acting  differently.  I  no 
longer  cursed  when  I  had  to 
run  down  two  flights  of 
stairs  for  the  laundry.  I 
parked  far  from  the  train 
station.  One  night,  I 
marched  around  my 
bedroom  for  10  minutes 
until  the  day's  count  hit 
10,000  steps. 

Of  the  two,  I  prefer 
DashTrak.  It  costs  more 
($129  vs.  $50),  but  you  get 


more.  With  its  slim  design,  it 
can  be  worn  under  a  dress. 
The  covered  face  protects 
against  accidentally 
pushing  the  step-counting 
button.  What's  more,  a  clip 
lets  it  fasten  tightly,  while 

SPORTBRAIN  » 

iSTEPXl 
$49.95 

sportbrain.com 


the  SportBrain  continually 
pops  off. 

For  questions,  DashTrak 
provides  live  customer- 
service  representatives. 
SportBrain  relies  on  e- 
mail— and  answers  take  up 
to  48  hours.  The  DashTrak 
plugs  into  an  outlet  for 
recharges,  while  the 


SportBrain  runs  on 
batteries. 

Both  manufacturers 
have  Web  sites,  but 
DashTrak's  site  tracked  my 
step  totals  along  with 
others  wearing  the  unit.  I 
now  know  I  have  a  lot  more 
walking  to  do. 

-  Toddi  Gutner 


ta  I  want  to  see  (time,  speed,  dis- 
heart  rate)  clearly  appear  in  the 
h  by  1-inch  window.  In  contrast, 
mex  system  includes  not  only  the 
i  and  chest  strap,  but  also  an  arm 
for  the  GPS  signals  and  a  waist- 
mounted  data  recorder.  With  it,  I 
te  the  Terminator,  and  I  don't  wel- 
the  extra  10  ounces, 
en  I  switch  between  swimming, 
L  and  running,  the  Garmin  screen 
>ts  me  on  which  of  six  well-marked 
is  to  push.  On  bike  rides  along 
/  shaded  paths,  the  device  may  flash 
f  warning  that  the  GPS  signal  is 
When  I  swim,  the  water  blocks  the 
gnals,  though  the  time  and  heart 
;till  come  through.  For  diehards, 
n  sells  a  mounting  kit  ($24.99)  that 
tu  attach  the  unit  to  a  goggles  strap 
iive  GPS  signals.  The  Polar  also  lets 
«  only  the  time  and  heart  rate  while 
water. 

:  Garmin  comes  with  a  charger, 

can  be  plugged  into  a  standard 

utlet.  Fully  charged,  the  unit  pro- 

14  hours  of  workout  time.  To  down- 


«  NIKE  TRI AX  ELITE 
HRM/SDM 
$369 

800595-6453 
nike.com 


BODYLINK» 


[-4639 
im 


load  my  exercise  data,  I  simply  plug  the 
device  into  a  computer  via  a  USB  port. 
Other  devices  require  you  to  buy  addi- 
tional equipment.  For  Polar,  you'll  need 
an  infrared  wand  which  runs  from  $19  to 
$30.  With  the  Timex,  the  data  recorder 
costs  an  extra  $75. 

The  big  selling  point  for  the  Garmin  is 
its  built-in  workout  buddy,  or  virtual  part- 
ner. I  can  program  a  little  stick  person  (on 


WALKSTYLES  » 

DASHTRAK 

$129.00 

866 WALKSTYLES* 
walkstyles.com 

•Starting  Aug  15 


a  bike,  if  I'd  like)  to  move  at  a  certain 
speed  and  distance,  and  the  device  in- 
forms me  how  far  ahead  or  behind  I  am 
from  my  buddy.  On  one  bike  ride,  my  vir- 
tual partner  surged  a  quarter-mile  ahead. 
I  sped  up,  ultimately  beating  the  little  fel- 
low and  improving  my  overall  biking 
time— and  I  didn't  have  to  worry  that  my 
training  partner  would  be  annoyed  by  my 
competitive  streak.  II 


million 


split-second  securities  trades 
a  day  for  three  of  the  world's 
leading  investment  firms. 

Huge  order  volumes  are  executed  swiftly 
and  securely  across  platforms  around  the 
globe.  It  all  happens  when  CA  software 
automates  systems  and  processes.  To 
manage  your  customers'  transactions  with 
this  kind  of  speed  and  reliability,  call  a  CA 
representative  at  1-888-423-1000  or  visit 
ca.com/didyouknow. 


Simplify 

Automate 

Secure 
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Personal  Business  Cell  Phones 


Prepaid  Cell  Plans 
Sound  Better 

Lower  costs  and  whizzier  features  may  attract  more 
fans— especially  finicky  teens,  by  jessi  hempel 


11 

Hi 
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ONCE  PRICEY  OPTIONS 
for  those  who  didn't 
have  the  credit  to  qualify 
for  traditional  plans, 
prepaid  cell  phones  have 
come  down  to  Earth.  As 
their  costs  plummet  and 
handsets  improve— offering  text  messag- 
ing, personalized  ring  tones,  and  even 


games— these  phones  are  becoming  en- 
ticing alternatives  for  anyone  who  has 
had  enough  of  frightening  overage  fees 
and  restrictive  two-year  contracts. 

Prepaids  might  save  you  money,  but 
they're  also  a  good  way  for  new  users  to 
try  the  technology.  Senior  citizens  who 
haven't  used  a  cell  phone  may  appreciate 
the  simplicity,  while  teens  buying  a  first 
mobile  can  learn  the  responsibility  that 
comes  with  it  without  running  up  a  tab. 
And  parents  paying  for  their  kids'  talking 
habits  can  be  sure  they  won't  wind  up 
owing  $400  at  month's  end. 

Prepaid  plans  are  just  what  they  sound 
like.  You  buy  a  "starter  kit"  at  a  retailer 
such  as  Best  Buy  or  Circuit  City.  It  in- 


cludes the  phone,  some  accessori. 
anywhere  from  10  to  60  minutes 
You  then  open  an  account  with  tht 
less  company  and  pay  for  airtii 
front.  When  you  run  out  of  minut< 
buy  more.  If  you  decide  you  no 
want  the  plan,  simply  let  it  expire. 

There  are  other  benefits.  You 
monthly  taxes,  which  can  add  mor 
$15  to  a  New  York  City  bill.  Am 
plans  aren't  peppered  with  extra  cl 
such  as  activation  fees.  Generally, 
buy  new  minutes  before  the  old  or 
pire,  you  can  carry  the  old  ones  ovt 

Choosing  the  best  plan  can  be 
There  are  many  variations,  and  no 
er  offers  a  clearly  superior  deal, 
charge  from  10<?  to  60<t  a  minute, 
some  accounts,  daily  access  fees  al 
ply.  Such  plans  usually  offer  lowe 
minute  rates,  which  might  be  go< 
the  garrulous.  But  watch  out  for  e 
tion  dates.  Some  carriers  make  yo 
minutes  or  cash  each  month  to 
your  account  active.  Others  compe 
for  higher  per-minute  rates  by  of 
free  or  discounted  minutes  durin 
peak  hours.  Many  include  fees  for 
ing,  international  long  distance,  fid 
multimedia  messages,  and  downlo 
games  and  ring  tones. 

As  with  traditional  plans,  consi 
should  read  the  fine  print.  But  unlik 
predecessors,  today's  prepaid  plans 
have  you  forking  over  your  life  savir 
talk  you  thought  was  cheap.  ■ 


Comparing  the  Options 
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NAME 


STARTER  Kir   PREPAID  PLAN 


TEXT 


COMMENTS 


BOOST  MOBILE 


$59.99 


20Mnin.  primetime;  lOtf/tnin.  nights 
and  weekends 


lOtf/fnsg.  sent; 
free  to  receive 


Targets  the  teen  cool  crowd.  Has  a  walkie-talkie 
feature. 


CINGULAR 
GOPHONE 


69.99 


$1  per  day  that  you  use  your  phone 
and  10$  or  25Mnin.  or  monthly 
rollover  plan 


5tf/msg.  sent; 
50/tnsg.  received 


Confusing  plans  will  have  you  obsessing 
overtimes,  dates,  and  amounts. 


T-MOBILE 
TOGO 


79.99 


$10/30  min.;  $25/130  min.; 
$50/400  min.;  $100/1,000  min. 


100/msg.  sent; 
free  to  receive 


Big  discount  on  minutes  after  you  spend  $100 
in  air  time 


TRACFONE 


29.99 


Several  plans,  ranging  from  200/min. 
to  50^/min.  with  an  option  for  a  year- 
long double-minute  plan  for  $129.99 


Varies 


Cheap  handset  options,  good  for  use  as  a 
glove-compartment  safety  phone 


VERIZON  WIRE- 
LESS IMPULSE 


99.99 


lOtf/tnin.  with  99^/tiay  access  charge 


50/tnsg.  sent; 
50/tnsg.  received 


$20  activation  fee,  but  you  get  unlimited 
in-network  calls 


VIRGIN  MOBILE 


49.99 


25tf/fnin.  for  the  first  10  min.  daily, 
lOMnin.  after,  or  choice  of  two 
new  plans 


iOtf/imsg.  sent; 
free  to  receive 


Most  straightforward  and  hip.  Fun  features: 
"Rescue"  rings  for  escapes  from  bad  dates, 
celebrity  voice-mail  greetings 


"jtes  before  any  rebates 
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THE SPUR  At 

13  mpg,  it's  a 
glutton  for  gas 


umptuous 
nd  Speedy 

tley's  $165,000  Flying  Spur 
an  has  lots  of  power  beneath  its 
veneer.  BY  KATHLEEN  kerwin 


F  YOU'RE  GOING  TO  HELL,  GO 
in  style.  I  took  a  test  spin  of  Bent- 
ley  Motors'  2006  Continental 
Flying  Spur  in  southeast  Michi- 
gan, where  there  is  indeed  a 
town  named  Hell.  Trouble  is,  in  a 
.  car  this  impressive,  any  road  is 
short.  When  it  came  time  to  hand 
he  keys— auto  executives  can  be  so 
ssive  of  a  $165,000  car— I  was  al- 
plotting  a  longer  trip. 
Bendey  exudes  luxury:  It's  capa- 
inough  to  lose  a  few  small  children 
sumptuous  leather  rear  seat;  the 
tous  trunk  can  easily  hold  a 
i's  worth  of  luggage;  and  the  con- 
is  adjustable  air  suspension  can 
h  even  the  bumpy  ride  to  Hell, 
ng  through  stop-and-go  traffic,  you 
that  the  Spur's  twin  turbo  12-cylin- 
gine  is  just  spoiling  to  unleash  its 
>rses.  Of  course,  those  chargers  cost 
to  feed.  Just  filling  the  24-gallon 
)f  this  13-mpg  guzzler  can  quickly 
you  back  to  reality.  One  consola- 
"he  Spur  is  a  bargain  compared 
le  $330,000  Rolls-Royce  Phantom 
rcedes'  Maybach. 

;ebovines 

OH,  THOSE  amenities.  Bentley 
t  takes  the  hides  of  11  cows  to 
the  Spur's  interior— Northern 
>ean  bovines,  mind  you,  because 
jet  fewer  insect  bites  to  mar  the 
y  leather.  I  was  afraid  to  ask  how 
trees  died  to  provide  the  car's  half- 
f  walnut. 

i  name  of  the  car,  which  goes  on 
i  September,  harks  back  to  Bendey's 
Continental  Flying  Spur.  Its  engi- 
tg  hails  from  the  Continental  GT 
:  introduced  last  year;  Bentley 
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stretched  GT's  length  by  20  inches  and  its 
wheelbase  by  a  foot. 

The  Spur's  five-second  0-to-60  sprint 
is  modest,  as  supercars  go.  But  its  5,456 
pounds  can  accelerate,  frying  from  50 
mph  to  70  in  2.6  seconds— handy  for 
passing.  All  that  power  is  mated  with  a 
slick  six-speed  automatic  transmission— 
and  really  big  brakes  (the  largest  front 


disks  in  a  production  car).  Electronic  sta- 
bility control  and  all-wheel  drive  help 
keep  the  Bendey  glued  to  the  road. 

Hell  turned  out  to  be  just  a  sleepy 
crossroads  with  an  ice-cream  parlor,  Post 
Office,  and  country  store.  But  while  the 
destination  didn't  live  up  to  its  reputation, 
the  latest  addition  to  the  Bendey  stable 
certainly  did.  ■ 


4  billion 

transactions  per  day  for  the 
world's  busiest  public  agency. 

At  peak  workloads,  that's  51,448  transactions 
per  second  executed  without  a  glitch  when 
CA  software  automates  systems  and 
processes.  If  your  enterprise  needs  to 
manage  critical  business  transactions 
across  platforms,  around  the  world,  with 
this  kind  of  speed  and  reliability,  call  a  CA 
representative  at  1-888-423-1000  or  visit 
ca.com/didyouknow. 
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Don't  Forget 
Home  Equity 

To  business  prof  Dean  Gatzlaff,  your  abode  should  be 
part  of  any  asset  allocation  plan 


FOR  MOST  PEOPLE,  HOME  EQUITY  is  a  large  part  of  total  wealth.  Yet 
asset  allocation  plans— which  try  to  formulate  the  ideal  mix  of 
stocks,  bonds,  and  other  investments— often  fail  to  take  this 
asset  into  account.  Dean  Gatzlaff,  a  professor  of  business  ad- 
ministration at  Florida  State  University's  College  of  Business 
in  Tallahassee,  has  developed  a  method  to  do  just  that.  Asso- 
ciate Editor  Anne  Tergesen  spoke  with  Gatzlaffby  phone. 


Why  include  home  equity  in  an  asset 
allocation  plan? 

Investors  should  attempt  to  maximize 
their  overall  net  worths— not  simply  the 
value  of  their  financial  portfolios.  To  do 
this,  you  need  to  consider  the  value  of  all 
your  assets.  In  theory,  this  would  include 
your  cars,  artwork,  jewelry,  collectibles, 
and  more.  More  practically,  this  means 
treating  home  equity  as  another  asset 
that  diversifies  a  portfolio.  Including 
home  equity  in  an  asset  allocation  mix 
modifies  the  optimal  allocation  to  stocks 
and  bonds. 
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Why  is  real  estate  a  valuable  addition  to 
a  portfolio? 

It  tends  to  behave  differendy  than  stocks 
and  bonds.  For  example,  while  real  estate 
does  well  in  times  of  inflation,  stocks  and 
bonds  often  do  not.  So,  by  adding  real  es- 
tate to  a  portfolio,  it's  possible  to  lower 
risk  and  still  achieve  the  same  return. 

How  much  should  people  ideally  hold  in 
stocks,  bonds,  and  home  equity? 

The  answer  depends  on  a  number  of  fac- 
tors. For  a  homeowner  with  a  mortgage 
covering  about  one  half  of  his  home's  val- 


ue—that's close  to  the 
average— the  answer  is  t 
40%  to  45%  of  net  w< 
home  equity,  with  the  ren 
portion  split  60%-40%  b 
stocks  and  bonds,  respe 
That  allocation  assumes 
aiming  for  an  8%  averagt 
al  return  for  your  entire  p( 
Many  homeowners  ar 
to  that  40%-to-45%  targ 
tionwide,  home  equity 
sents  just  over  40%  of  i 
net  worth. 


What  if  you  have  a  large 
mortgage  relative  to  your 
home's  value? 

As  a  rule  of  thumb,  if  yd! 
with  the  allocation  I  just  oi 
for  every  $1  your  mortgag 
above  one-half  of  your 
value,  you  should  increas 
bond  allocation  by  75<t  an 
stock  allocation  by  25$.  So  if  you 
$500,000  home  and  increase  your 
gage  from  $250,000  to  $350,00<  n 
should  ideally  allocate  $75,000  oft! 
ceeds  to  bonds  and  $25,000  to  stocl 
The  reason  I  recommend  this  is 
your  mortgage  rises,  you  are  taki  it 
more  risk  as  a  debtor.  You  offset  th  \ 
by  buying  more  bonds,  which  mak 
a  creditor. 
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What  if  your  mortgage  is  below  half 
home's  value? 

The  relationship  also  holds  in  reve. 
for  every  $1  your  mortgage  falls 
one-half  of  your   home's   value 
should  decrease  your  allocation  to 
by  75$.  If  you  have  no  mortgage  ai  rTE 
aiming  for  an  8%  return,  an  ideal  i 
tion  would  be  10%  bonds,  30%  hor 
uity,  and  60%  stocks. 


Are  real  estate  investment  trusts  (RI 
good  substitute  for  home  equity? 

REITs  are  backed  by  the  real  estati 
hold.  But  they're  also  stocks,  and  ni 
flows  in  and  out  of  them  a  lot  diffei 
than  it  does  with  directly  held  real  fl 
As  a  result,  REITs  generally  behave 
like  small- cap  stocks  than  like  real  e 
So  you  don't  get  the  same  kind  div 
cation  benefit  from  REITs. 

As  your  wealth  increases,  you  sj 
diversify  your  real  estate  holdings 
elude  income-producing  properti 
well  as  your  housing.  Of  course,  i 
have  a  pension,  you  may  already  ha' 
posure  to  commercial  property, 
many  pension  funds  put  about  5 
their  monev  into  real  estate 
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/ant  a  Hot  Tip? 
uyTIPS 

y  portfolio  needs  inflation  protection— 
the  price  is  right,  by  lauren  young 


■^ 


ONVINCED  THAT  INFLA- 
tion  is  no  longer  a  threat, 
bond  guru  Bill  Gross  has 
been  unloading  his  vast 
holdings  (roughly  $8  bil- 
lion from  his  $86  billion 
PIMCO  Total  Return 
iccording  to  Morningstar)  in  Trea- 
tflation-Indexed  Securities  (TIPS), 
te  Gross's  Pacific  Investment  Man- 
nt  is  one  of  the  largest  bond  man- 
n  the  U.S.,  his  decision  helped  trig- 
11-off  in  the  TIPS  market. 
,  other  bond  mavens  say  TIPS  are  a 
leal— even  if  Bill  Gross  is  selling 
TIPS  are  designed  to  protect  your 
al  against  the  ravages  of  inflation, 
dng  that  traditional  bonds  do  not 
Since  TIPS  have  this  special  at- 
|  they  zig  when  other  securities  zag, 
diversification  to  your  portfolio. 

G-TERMPLAY 

S  GROSS  so  down  on  TIPS?  Pros 
m  are  paid  to  beat  the  market,  and 
ravitate  to  the  securities  that  they 
vill  perform  best  before  their  next 
to  shareholders  or  clients.  Individ- 
restors,  on  the  other  hand,  are  be- 
t  only  to  themselves,  and  are  not  so 
ned  with  short-term  performance, 
re  a  long-term  play, 
e's  how  they  work:  Like  conven- 
bonds,  inflation-proof  bonds  pay 
st  twice  a  year.  The  interest  rate  is 
now  about  2%  for  10-year  TIPS,  be- 
the  principal  will  adjust  to  offset 
:rease  in  inflation.  But  here's  what 
them  attractive  now:  The  U.S. 
try  bond  yields  4.3%,  which  is 
2.3  percentage  points  higher  than 
mparable  TIPS  yield.  So  if  inflation 
bove  2.3%,  you  will  be  better  off 
;  invested  in  the  TIPS  as  opposed  to 
rular  bonds. 
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Portfolio  strategists  say 
you  should  put  5%  to  10% 
of  your  fixed-income  alloca-  — 

tion  in  TIPS.  "TIPS  should  &  ^ 
be  part  of  every  fixed-in- 
come portfolio,"  says  Donald  Ellenberger, 
a  government  bond  manager  at  Federat- 
ed Investors.  They  should  also  be  held  in 
a  tax-deferred  retirement  account.  That's 
because  the  inflation  adjustment  is  tax- 
able but  doesn't  give  you  any  current  in- 


come. You  can  buy  new-issue  TIPS  direct- 
ly from  the  U.S.  Treasury  Dept.,  through  a 
broker,  or  even  in  a  mutual  fund.  More 
than  20  fund  companies,  including  Fi- 
delity, T.  Rowe  Price,  and  Vanguard  offer 
TIPS  funds. 

Few  in  the  bond  market  foresee  a 
spike  in  inflation  that  would  put  TIPS  at 
the  top  of  the  performance  charts.  Still, 
Daniel  Dektar,  chief  investment  officer  at 
Smith  Breeden,  a  fixed- 
income  management 
firm,  thinks  there's  room 
for  them  to  shine.  "The 
bond  market  usually  is  a 
little  shortsighted  on 
inflation,"  says  Dektar. 
"It  can't  see  anything 
too  different  from  the  re- 
cent past." 

Even  Gross  acknowl- 
edges that  TIPS  have  a 
place  in  a  diversified 
portfolio.  At  an  invest- 
ment conference  in  June,  he  told  atten- 
dees that  TIPS  offered  "a  decent  piece  of 
insurance  protection  in  case  we're 
wrong."  Since  the  cost  has  fallen  in  re- 
cent weeks,  nov/s  a  good  time  to  buy 
that  policy.  ■ 


billion 

in  loans  for  a  leading  provider. 

In  a  highly  regulated  industry,  eight 
million  borrowers  count  on  fast, 
reliable  service  when  CA  software 
automates  systems  and  processes. 
To  manage  your  customer  relationships 
with  the  same  degree  of  confidence,  call 
a  CA  representative  at  1-888-423-1000 
or  visit  ca.com/didyouknow. 
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SKIN  CARE 

SUNSCREEN 
EVEN  THE  KIDS 
WILL  LOVE 

WHEN  I  WHIP  OUT  A 

a  bottle  of  sun- 
screen, my  three 
boys— ages  7, 5, 
and  2— run  the 
other  way.  They 
don't  like  inter- 
rupting their  play 
to  let  me  spread 
lotion  over  their 
skin.  That's  why  I 
was  eager  to  try  Spwipes,  a  towelette 
slathered  with  SPF  30  that  comes  in 
easy-to-carry  individual  packages. 

The  wipes  were  too  watery  for  me. 
But  the  boys  liked  them,  since  the 
sunscreen  went  on  fast  and  without  a  lot 
of  rubbing  or  mess.  As  a  test,  I  used  the 
Spwipes  on  their  right  sides,  and  the 
bottled  stuff  on  the  left.  A  few  hours 
later,  the  skin  on  both  sides  looked  the 
same— suggesting  equal  protection. 

The  convenience  will  cost  you:  A 10- 
pack  sells  for  $8.99— and  adults  may 
have  to  use  more  than  one  wipe.  Plus, 
since  distribution  is  spotty— the  startup 
company  isn't  sure  where  distributors 
have  placed  the  product— you  may  have 
to  buy  the  wipes  at  spwipes.com.  Of 
course,  that  means  you'll  pay  extra  for 
shipping.  -Anne  Tergesen 

IRAs 

DON'T  BLOW 
THAT  BEQUEST 

USE  IT  OR  LOSE  IT.  Inherit  an  individual 
retirement  account  from  someone  who 
dies  after  turning  70/2,  and  you  must 
take  your  benefactor's  required 
distribution  by  Dec.  31.  Otherwise,  you'll 
face  a  50%  penalty  on  the  money  you 
should  have  taken  out. 

But  if  you  prefer  that  the  money  go  to 
the  beneficiary  next  in  line,  the  Internal 
Revenue  Service  will  now  let  you  disavow 
all  or  part  of  the  IRA  even  after  you  take 
that  initial  required  distribution.  The 
only  hitch:  You  have  to  demur  within 
nine  months  of  the  account  owner's 
death.  -Anne  Tergesen 
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INVESTING 


Off-Key  Analysts 

THE  SECURITIES  &  EXCHANGE  COMMISSION'S  fair-disclosure  rule-" Reg  FD"-le  | 
field  between  analysts  and  investors,  but  at  a  cost.  Analyst  earnings  estimates 
proving  less  accurate.  The  October,  2000,  rule  was  supposed  to  stop  companit 
tipping  off  analysts  on  important  information.  It  has  done  that,  according  to 
update  of  a  study  first  presented  to  the  American  Finance  Assn.  in  2003.  "The 
effectiveness  of  SEC  enforcement  has  increased,  and  so  has  compliance,"  says  J 
author  Mark  Chen,  an  assistant  professor  at  the  University  of  Maryland. 

The  study  compared  estimates  for  about  five  years  before  Reg  FD  with  the  f  I 
years  after.  The  researchers  wondered  whether  secret  tip-offs  were  helping  imj 
analysts'  earnings  predictions.  Sure  enough,  without  the  help,  the  forecasts  arl 
longer  as  good.  They're  2<t  to  3<t  a  share  less  accurate  for  an  average  $10  stock] 
accounting  for  such  variables  as  analysts'  experience.  Perhaps  disturbing  for  \1 
Street,  the  forecasts  have  worsened  over  time,  Chen  says.  While  the  playing  fiei 
leveling,  the  guesswork  is  growing.  -Aaron  Pr\ 


GOLF 

IN  ALABAMA,  IT  SEEMS  all  roads 

lead  to  a  Robert  Trent  Jones  golf 
course.  Thanks  to  funding  from 
Retirement  Systems  of  Alabama,  a 
trail  of  courses  by  the  famed 
designer  takes  in  432  holes  at  10 
sites  (including  the  new  Ross 
Bridge  course  opening  on  Sept.  1  in 
Hoover,  near  Birmingham). 

Greens  fees  range  from  $37  to 
$75,  varying  by  course  and  season. 
Through  Aug.  3l,  three  days  of 
unlimited  golf  cost  $120 

(rtjgolf.COm).  -Monica  Gagnier 
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>  With  Sprint,  BMW  is  beautiful. 
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^Sprint 


Innovation  is  at  the  heart  of  BMW,  which  is  why  they  partnered  with  Sprint  to  help  roll  out 
the  all-new  3  Series  in  a  way  that  was  as  innovative  as  the  car  itself.  Together,  they  introduced 
wireless  kiosks  to  find  hard-to-reach,  first-time  buyers  in  unexpected  places.  Powered  by 
Sprint  PCS  Connection  Cards™  these  kiosks  let  potential  customers  experience  and  interact 
with  BMW,  then  instantly  relay  their  contact  information  to  dealers.  And  to  date,  Sprint  has 
helped  generate  more  than  56,000  leads  for  BMW.  With  Sprint,  more  people  experience  BMW, 
and  more  cars  roll  off  the  line.  Engineering  a  new  way  to  drive  sales  -  now,  that's  beautiful. 
With  Sprint,  business  is  beautiful. 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP. 


©2005  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Spnnt  Communications  Company  LP  The  BMW  "Roundel."  "Kidney  Grill"  and  "3  Series"  are  registered  trademarks  of  BMW  AG. 


Personal  Business  Inside  Wall  Stre 


BY  GENE  G.  MARCIAL 

BRINK'S  MAY  JETTISON  ITS  AIR  DELIVERY  UNIT-AND  SOAR  HI 
ULTRASOUND  FROM  MISONIX  BEAMS  IN  ON  PROSTATE  CANCE 
ROBUST  BUSINESS  RESULTS  ARE  BOOSTING  CHARLES  SCHWA 


Will  Brink's  Dump  BAX? 

SOMETIME  IN  THE  NEXT  few  months,  Brink's  (BCO)  is 
expected  to  jettison  its  air-freight  delivery  unit,  BAX 
Global,  which  has  been  a  drag  on  its  earnings.  If  it  does 
sell,  as  some  pros  think  it  will,  it  should  boost  the  stock,  which 
despite  a  recent  rally  to  38  is  still  below  its  52-week  high  of 
39.91.  The  capital-intensive  and  slim-margin  BAX  business 
accounts  for  50%  of  Brink's  revenues  and  20%  of  operating 
profits.  Two  other  businesses— armored-car  bank  transport  and 
electronic  security  systems  for  the  home— provide  the  rest. 
Brink's  largest  shareholder,  MCM  Management,  is  urging  the 
board  to  sell  BAX  as  a  means  of  upping  the  stock's  valuation— 
and  bolstering  the  company's  finances.  The  proceeds,  says 
MCM  in  a  letter  to  the  board  in  April,  should  be  used  to  clean 
up  its  balance  sheet,  partly  by  paying  off  liabilities  from  the 
coal  operations  that  it  left  in  2000.  Management  has  told 


analysts  it  is  looking  at  all  options. 
Steven  Cohen,  chief  investment  officer 
at  Kellner  DiLeo  Cohen,  which  owns 
shares,  says  that  over  the  years,  BAX's 
profitability  has  been  poor  because  of 
stiff  competition  and  high  capital 
requirements.  Brink's  is  selling  at  a 
40%  discount  to  its  peers  because  of 
the  low  value  investors  put  on  BAX, 
which  he  pegs  at  $650  million,  based 
on  five  times  its  EBITDA.  He  figures 
Brink's  will  earn  $1.95  a  share  in  2005 
on  sales  of  $5.2  billion  and  $2.35  a  share  in  2006  on  $5i 
billion.  Cohen  says  Brink's  is  worth  55  a  share  on  a  sum- 
parts  valuation.  Michael  Hoffman  of  securities  firm  Friec 
Billings,  Ramsey  Group  says  that  Brink's  is  undervalued 
that  the  fastest  way  to  unlock  its  value  is  to  sell  BAX.  Hoff  ton 
rates  Brink's  "outperform." 


State  Stwjt  cce-A 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  befon 
prospectus  carefully  before  investing.  *Usual  brokerage  commission  applies.  Since  inception  in  1993,  the  SPDR  Trust  has  dismbut 
American  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  S&.P  makes  no  representation* 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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onix  Zaps  Prostate  Cancer 

ISONIX  (MSON),  a  maker  of  medical  and  scientific  gear, 
!  has  investors  interested  in  its  new  ultrasound  device 
1  for  prostate  cancer.  Shares  of 
•-known  outfit  have  risen  from 
Apr.  18  to  6.50  on  Aug.  3.  Its 
te  500  device  is  in  Phase  2  and 
clinical  trials  in  the  U.S.— and  is 
in  the  market  in  Britain,  China, 
Dan,  Mexico,  and  Russia,  says 
chael  McManus  Jr.  Over  3,000 
nts  have  been  successfully  done, 
.  Sonablate,  which  uses  high- 
focused  ultrasound,  beams  in 
heat  that  attacks  prostate  cancer 
targets  the  tissue,  he  says,  without  injuring  adjacent 
Isual  treatment  is  removal  of  the  prostate  gland.)  John 
f  securities  firm  Taglich  Brothers,  which  owns  shares, 
earnings  of  20<t  a  share  in  2005  on  sales  of  $44  million 
:  in  2006  on  $55  million.  He  rates  it  "speculative  buy." 

ind  Schwab's  Steady  Gains 

ARKET  TECHNICIANS  are  a  breed  apart:  While  most 
analysts  look  at  fundamentals  like  earnings,  techies 
zero  in  on  trading  patterns,  such  as  price  behavior  and 
They  are  impressed  with  Charles  Schwab  (SCH).  When 
Irled  in  mid-July  that  it  was  a  takeover  target,  shares 
to  a  52-week  high  of  13.91  on  July  28,  up  from  11  in 
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early  July  Founder  Chuck  Schwab,  who  last  year  reassumed  the 
role  of  CEO,  quickly  asserted  that  neither  he  nor  the  board 
would  sell.  The  stock  softened  for  a  day  but  didn't  dive.  It  closed 
at  13.37  on  Aug.  3.  Healthy  second-quarter  results— with 
earnings  up  75%  from  last  year— helped.  Technically,  the  stock 
broke  out  of  a  one-year  range  between  8  and  12,  priming  it  for 
further  rises,  says  Bernie  Schaeffer  of  Schaeffer's  Investment 
Research,  who  sees  Schwab  hitting  20  this  year,  noting  that  it 
had  dived  from  40  in  July,  2000,  to  6.25  in  March,  2003. 
Schwab  is  slashing  costs  and  cutting  its  dependence  on  the 
volatile  trading  business— now  17%  of  revenues  vs.  60%  in 
2000.  Some  80%  comes  from  nontrading  services,  such  as 
managing  clients'  assets,  which  total  $1.1  trillion,  up  11%  from  a 
year  ago.  Schaeffer  also  notes  that  short-sellers'  interest  in 
Schwab  exceeds  30  million  shares,  seven 
times  its  daily  trading  volume.  When 
analysts  upgrade  their  ratings,  the  stock 
will  jump,  and  the  shorts,  Schaeffer 
says,  will  have  to  buy  shares  to  cover. 
"And  there's  the  takeover  kicker."  Mike 
Hecht  of  Banc  of  America  Securities, 
tags  Schwab  a  buy  and  sees  strong 
earnings  growth  ahead.  He  expects 
earnings  of  58(f  a  share  in  2005  and  72<t 
in  2006.  Banc  of  America  owns  shares 
and  has  done  banking  for  Schwab.  ■ 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/  today.htm  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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iddaddy  of  all  ETFs. 

;(ETFs)  have  become  one  of  the  world's  fastest  growing  investments.  It  all  started  with  Spiders  (SPY),  the  first  of  the  species. 
>est  market  value  among  the  more  than  140  ETFs  that  exist  today.  Each  Spider  puts  the  strength  of  the  entire  S&P  500  to  work  in 
leading  companies  in  every  share.  Spiders  are  tax-efficient  and  have  low  management  fees*  Like  stocks,  they  can  be 
e,  Spiders  are  subject  to  similar  risks.  This  granddaddy's  been  around,  but  can  still  add  some  muscle  to  any  portfolio. 
>ol  AmexrSPY.  The  entire  S&P  500  in  every  share. 


AMERICAN 

STOCK  EXCHANGE- 

prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  call  1-800-THE  AMEX.  Please  read  the 
ing-term  capital  gains.  S&P  500*  and  SPDR*  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and 
investing  in  SPDRs.  ©2005  American  Stock  Exchange  LLC 
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COMMENTARY 

Traders  jacked  up  the  price  of  oil, 
to  more  than  $62,  in  the  wake  of 
Saudi  King  Fahd's  death.  Crude 
was  not  the  only  commodity  to 
jump:  steel  prices  rose,  too. 
Meanwhile,  the  10-year  Treasury 
yield  edged  past  4.3%  before 
ending  at  4.29%.  Stocks  moved 
higher  on  the  strength  of  better- 
than-expected  earnings.  NASDAQ 
rose  1.4%  as  investors  bet  on 
strong  profits  in  the  tech  sector. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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U.S.  MARKETS 

AUG  3 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P500 

1245.0 

0.7 

2.7 

13.2 

Dow  Jones  Industrials 

10,697.6 

0.6 

-0.8 

5.7 

NASDAQ  Composite 

2216.8 

.  1.4v 

15 

19.2 

S&P  MidCap  400 

723.1 

1.0 

9.0 

26.1 

S&P  SmallCap  600 

355.8 

1.7 

&2 

4.1 

28.6 

DJ  Wilshire  5000 
SECTORS 

12,439.5 

0.8 

16.4 

BusinessWeek  50* 

742.4 

1.2 

5.4 

17.1 

BW  Info  Tech  100" 

375.1 

1.7 

0.5 

16.4 

S&P/BARRA  Growth 

597.5 

0.7 

2.7 

11.1 

S&P/BARRA  Value 

643.1 

0.7 

2.8 

15.3 

S&P  Energy 

369.8 

1.1 

28.1 

41.1 

S&P  Financials 

405.0 

0.1 

-L5 

7.9 

S&P  REIT 

160.6 

1.6 

1L1 

32.3 

S&P  Transportation 

224.7 

1.8 

-7.0 

12.5 

S&P  Utilities                             165.7 

2.0 

17.0 

34.6 

GSTI  internet 

179.7 

2.8 

0.8 

29.7 

PSE  Technology 

812.3 

0.7 

4.3 

23.2 

GLOBAL  MARKETS           uxu  week 

S&P  Euro  Plus  (U.S.  Dollar)        1445.1  3.6 

London  (FT-SE 100)                  5332.3  1.3 

Paris  (CAC  40)                       4495.5  1.4 

Frankfurt  (DAX)                        4923.1  1.4 

Tokyo  (NIKKEI  225)  11.981.8  1.2 

Hong  Kong  (Hang  Seng)  15,118.5  2.1 

Toronto  (S&P/TSX  Composite)  10.598.8  0.9 

Mexico  City  (IPC)  14,616.0  3.1 
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FUNDAMENTALS  aug.2  weekagi 

S&P  500  Dividend  Yield  L97%  2.00% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  19.5  19.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.6  15.5 

First  Call  Earnings  Surprise*  4.14%  3.90% 

TECHNICAL  INDICATORS  aug.2 

S&P  500  200-day  average                U86.6  1183.5 

Stocks  above  200-day  average  71.0%  69.0% 

Options:  Put/call  ratio  0.74  0.74 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.40  5.11 


BEST-PERFORMING 
GROUPS 

LAST 
MONTH' 

LAST  12 
MONTHS* 

Internet  Retailers 

35.5 

Fertilizers  &  Ag.  Chems. 

86.6 

Biotechnology 

26.2 

Homebuilding 

85.9 

Steel 

25.6 

Oil  &  Gas  Refining 

83.3 

Employment  Services 

22.6 

Managed  Health  Care 

78.4 

Semiconductor  Equip. 

15.9 

Oil  &  Gas  Drilling 

76.4 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Latin  America 

9.6 

Latin  America 

69.0 

Diversified  Emerg.  Mkts. 

9.0 

Natural  Resources 

48.7 

Pacific/Asia  ex-Japan 

7.7 

Diversified  Emerg.  Mkts. 

47.2 

Natural  Resources 

LAGGARDS 

7.3 

Real  Estate 

LAGGARDS 

39.1 

Domestic  Hybrid 

2.1 

Japan 

7.4 

Financial 

2.5 

Domestic  Hybrid 

11.8 

Japan 

2.5 

Precious  Metals 

12.2 

Large-cap  Value 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

2.8 

% 

Large-cap  Blend 

52-WEEK  TOTAL  RETURN 
LEADERS 

15.0 

% 

WORST-PERFORMING 
GROUPS 

Health-Care  Facilities 
Distillers  &  Vintners 
Educational  Services 
Home  Furnishings 
Comptr.  Stge.  &  Perphs. 


LAST 

month* 
-9.6 

-6.3 
-4.5 
-4.2 
-3.1 


IT  Consulting 
Insurance  Brokers 
Automobiles 
Paper  Products 
Brewers 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


UK  3 

2.86% 
3.45 

429 
450 

5.81 


l 

fc*3 


2.83% 

3.39 

3.99 

4.26 
4.47 

tBanxQi 


ProFunds  Biotech.  Inv. 
ProFunds  UltraOTC  Inv 
Rydex  Dyn,  Veloc.  100  H 
ProFunds  Internet  Inv. 

LAGGARDS 

ProFunds  UltSh.  OTC  Inv. 
Rydex  Dyn.  Vent.  100  H 
Potomac  Sm.  Cap/Sh.  Inv. 
ProFds.  USh.  Sm.  Cap  Inv. 


27.8  T.  Rowe  Price  Emg.  Europe  74.8 

16.1  T.  Rowe  Price  Lat.  Am.         74.3 

16.0  Guinness  Atkn.  Gl.  Energy    73.8 

14.1  iShares  MSCI  Brazil  Idx.       73.7 

LAGGARDS 

-14.1  Ameritor  Investment         -53.8 

-14.1  ProFds.  USh.  Sm.  Cap  Inv.  -41.1 

-10.3  ProFds.  USh.  Mid  Cap  Inv.  -39.0 

-10.1  Potomac  Sm.  Cap/Sh.  Inv.  -30.6 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 

Taxable  Equivalent 


I 

•re- 


insured Revenue  Bonds 

Taxable  Equivalent 


1.88 


THE  WEEK  AHEAD 


PRODUCTIVITY  &  COSTS 

Tuesday,  Aug.  9,  8:30  a.m. 
EDT  »  Output  per  hour  worked  is 
forecast  to  have  risen  at  a  1.5% 
annual  rate  in  the  second  quarter, 
after  a  2.9%  gain  in  the  first.  That's 
the  median  estimate  from 
economists  polled  by  Action 
Economics  LLC.  Unit  labor  costs 
most  likely  grew  3.5%,  following  a 
first-quarter  gain  of  3.3%. 
FOMC  MEETING  Tuesday,  Aug. 
9,  9a.m.  EDT  »  The  Federal 


Reserve's  Open  Market  Committee 
meets  to  set  monetary  policy. 
Every  economist  queried  by  Action 
Economics  expects  a  quarter-point 
interest  rate  hike,  to  3.5%. 
RETAIL  SALES  Thursday,  Aug. 
11.  8:30  a.m.  EDT  »  Retail 
sales  probably  grew  0.9%  in  July, 
on  top  of  a  1.7%  jump  in  June. 
Excluding  motor  vehicles,  sales 
likely  rose  0.6%,  after  a  0.7%  gain. 
INTERNATIONAL  TRADE  Friday, 
Aug.  12,  8:30  a.m.  EDT  »  The 


June  foreign  trade  deficit  probably 
widened  to  $57  billion.  Import 
growth  is  expected  to  outstrip  the 
increase  in  exports.  The  May  trade 
gap  stood  at  $55.3  billion. 
EXPORT-IMPORT  PRICES  Friday, 
Aug.  12,  8:30  a.m.  EDT  » 
Export  prices  most  likely  increased 
by  0.2%  during  July,  after  holding 
steady  in  June.  Import  prices 
probably  leaped  by  0.8%  on 
elevated  oil  prices.  In  June  import 
prices  grew  1%. 


The  BusinessWeek  production 
inched  up  to  252.4  for  the 
ended  July  23,  a  12.7%  increas. 
the  previous  year.  Before  calcii 
of  the  four-week  moving  averai 
index  fell  to  248.7. 


BusinessWeek  on 


For  the  BW50,  more  investm 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.comAnagazine^    ! 
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Big  Mess  on  Campus 


BINGE  What  Your  College  Student  Won't  Tell  You 

By  Barrett  Seaman;  Wiley;  310pp;  $25.95 


At  just  after  2  a.m.  on  a  Sunday  morning 
in  October,  Hamilton  College's  security 
chief  received  an  emergency  phone  call. 
A  first-year  female  student  at  the  elite 
upstate  New  York  liberal  arts  school  had 
collapsed  after  downing  22  one-ounce 
shots  of  vodka  in  a  drinking  game.  The 
incident  was  far  from  unusual:  She  was 

one  of  20  inebriated  students  who  had  to  be  rushed  to  the 
hospital  that  semester. 

There  are  many  such  chilling  anecdotes  in  Binge,  Barrett 
Seaman's  disturbing  account  of  his  odyssey  through 
undergraduate  life  at  the  start  of  the  21st  century. 
Unlike  lots  of  higher- education  guides  that  are 
aimed  at  students,  this  book  is  clearly  meant  for 
parents.  And  as  the  subtitle—  What  Your  College 
Student  Won't  Tell  You— suggests,  it's  a  sobering 
antidote  to  the  institutions'  glossy  PR  broadsides. 

Seaman,  a  former  White  House  correspondent 
and  editor  at  Time,  covers  the  waterfront  of 
problems  that  afflict  higher  ed.  (In  fact,  he 
probably  stretches  too  far,  giving  little  coverage 
to  some  of  the  most  interesting  topics.)  His 
targets  range  from  the  continuing  struggle  to 
integrate  minority  students  to  the  growing 
volume  of  mental-health  woes  and  the  culture  of 
"hooking  up"  that  has  largely  replaced  conventional  dating. 

The  author  restricted  his  research  to  the  most  selective 
colleges.  Making  no  secret  of  his  project,  he  arranged  to  live 
on  the  campuses  of  12  such  schools,  including  Harvard, 
Middlebury,  Duke,  Stanford,  the  University  of  Virginia,  and 
Canada's  McGill.  Seaman  himself  is  a  product  of  this  world, 
but  of  a  very  different  era:  He  graduated  from  Hamilton  in 
1967,  when  it  was  still  male-only  and  telecommunications 
consisted  of  a  pay  phone  in  the  dormitory  hallway.  His  efforts 
to  fit  into  the  radically  different  environment  of  today's  co-ed 
housing  make  for  some  awkward  and  comical  moments.  At  a 
Berkeley  co-op  house,  for  example,  he  stumbled  across  a  nude 
hot- tub  party  attended  by  both  sexes.  "People  are  pretty 
casual  about  nudity  here,"  he  was  advised. 

On  balance,  though,  Binge  is  more  unsettling  than 
amusing,  making  a  persuasive  case  that  in  most  respects  the 
residential  college  experience  has  deteriorated  in  recent  years. 
Sure,  college  students  have  been  imbibing  to  excess  for 
decades.  But  Seaman  provides  powerful  evidence  that  binge 
drinking  is  more  prevalent  and  more  deadly  today.  And  like 
Tom  Wolfe— who  used  similar  methods  to  research  his  2004 
best-selling  novel,  I  Am  Charlotte  Simmons— Seaman  takes  a 
dim  view  of  the  college  sex  scene.  Not  only  is  the  coupling 
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more  superficial,  but  date  rape  is  also  up.  One  of  his  few 
encouraging  findings:  Use  of  hard  drugs  is  down. 

The  decline  in  academic  rigor  that  Seaman  documeni 
more  disturbing,  in  some  ways,  than  his  accounts  of  the 
scene.  Partly  in  response  to  grade  inflation,  many  studei 
spend  surprisingly  little  time  studying.  That  trend  has  b 
accentuated  by  the  widespread  elimination  of  Friday  cla  ^ 
which  means  the  hard-partying  kicks  off  on  Thursday  ni  [£  ( 
Cheating  is  also  all  too  common,  reports  Seaman,  citing 
study  by  a  Middlebury  psychologist  in  which  an  outrigh  0 
majority  of  students  admitted  to  it.  And  in  another 
acceleration  of  a  long-term  trend,  many  undergrads  havi 
meaningful  contact  with  their  professors,  especially  at  b  I: 
research  universities  such  as  Berkeley  and  Stanford.  Oni  nk 
reason:  a  system  that  rewards  aspiring  professors  more 
research  and  writing  than  for  what  they  impart  to  studei  k  ; 
Binge  is  hardly  comprehensive.  Focusing  oi  . 
distinguished  schools,  it  all  but  ignores  the 
thousands  of  less  prestigious  private,  public,!  n 
community  colleges  that  educate  most  U.S.  sti  ki 
dents.  It  also  says  little  about  the  growing  fina  Lai; 
stratification  that  leaves  most  institutions  witt  t; 
fewer  resources  than  those  of  the  privileged  fe  :  -- 
Still,  there's  no  question  that  the  elite  colle  r;: 
set  the  tone  for  higher  education,  and  Seama  re 
makes  a  strong  case  for  major  changes.  For     r. 
starters,  he  says,  professors  should  be  require^ 
spend  more  time  with  undergrads  and  shouli 
rewarded  for  doing  so.  That's  a  reform  that 
Harvard's  embattled  president,  Lawrence  H. 
Summers,  has  been  pushii 
Academic  standards  shoultl; 
also  be  raised. 

As  for  all  the  problems  t 
outside  of  the  classroom,   It 
Seaman  reaches  the  surprLt: 
conclusion  that  top  college  | 
"babying"  their  students  1 
offering  an  enormous  netw| 
of  "Res  life"  advisers  and 
counselors.  He  believes  thi.1 
might  improve  if  students 'I 
given  more  responsibility.  II 
example,  U.S.  colleges  devcfc 
enormous  resources  to  combating  underage  drinking— ail  • 
the  process  may  help  fuel  underground  bingeing.  In  contl; 
at  McGill,  where  students  can  drink  at  18,  alcohol  is 
consumed  in  the  open.  There,  far  fewer  students  are  sent  fr 
the  hospital  for  alcohol  poisoning  than  at  Dartmouth  or 
Middlebury,  each  of  which  is  smaller.  Lowering  the  drink  fr 
age  might  sound  radical.  But  if  college  students  were  treaj 
more  like  adults,  mavbe  they  would  be  less  self-destruc 

-By  William  Sy 
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BY  LAURA  D'ANDREA  TYSON 


vOiat  CNOOC  Leaves  Behind 

[  now-withdrawn  $18.5  billion  acquisition  bid  for  Unocal  Corp.  by 
DOC  Ltd.,  China's  third-largest  oil  company  and  one  that  is  70%  owned 
the  Chinese  government,  encountered  a  buzz  saw  of  opposition, 
iosing  America's  deep  anxiety  about  China's  rapid  emergence  as  a 
bal  economic  power.  Even  though  the  CNOOC  bid  failed,  the  concerns 


by  the  deal's  opponents  still  warrant  dispassionate 
leration.  With  the  possible  help  of  their  government  and 
)0  billion  in  foreign-exchange  reserves,  Chinese 
anies  are  poised  to  become  bidders  for  U.S.  companies 
a  variety  of  sectors.  Yet,  despite  the  protectionist  rhetoric 
|tS.  politicians  over  the  CNOOC  bid,  there's  already  a 
work  in  place  to  adequately  assess  whether  such 
ases  will  serve  America's  economic  interest. 
rt,  all  acquisitions  of  American  companies,  whether  they 
e  domestic  or  foreign  buyers  or  whether  these  buyers  are 
e  or  state-owned  companies,  are  routinely  assessed  for 
mpact  on  market  competition.  When  the  Justice  Dept. 
tnines  that  an  acquisition  would  significantly  reduce 
tition,  it  can  be  blocked  altogether  or  its 
val  can  be  made  conditional  on  substantial 
lodifications  such  as  divestitures  by  the 
ing  or  the  acquired  company.  So,  if  it  had 
approved  by  the  Unocal  board,  the  CNOOC 
3uld  automatically  be  subject  to  regulatory 
I  for  possible  anticompetitive  effects.  Since 
•d  accounts  for  less  than  1%  of  global  oil 
ction,  the  bid,  perhaps  with  minor 
kations,  would  almost  certainly  have 
i  the  standard  competition  tests. 


Existing 
mechanisms 


can  assess 
risks  to 
U.S.  national 
security 


<D,  U.S.  LAW  ALSO  PERMITS,  but  does  not 
:e,  an  inter- agency  review  of  a  foreign 
sition  of  an  American  company  whenever  there  is 
ible  evidence"  that  an  acquisition  might  pose  a  threat  to 
lal  security.  Since  its  inauguration  in  1988,  this  review 
ss  has  been  mainly  applied  to  foreign  acquisitions  of 
ican  companies  producing  military  goods  or 
onents.  Recently,  such  reviews  have  been  extended  to 
;n  acquisitions  involving  "strategic"  dual-use 
ologies  in  the  telecommunications,  Internet,  and 
uter  industries.  This  extension  is  justifiable  particularly 
a  potential  military  adversary  like  China  is  involved, 
eview  committee  recently  approved  the  sale  of  IBM's 
nal-computer  unit  to  China's  Lenovo  Group  Ltd.  after 
sing  a  few  security-enhancing  conditions  on  the  deal, 
ngress  called  for  a  national  security  review  of  the  CNOOC 


bid  if  it  moved  forward— a  sensible  request.  Oil  may  not  be  a 
strategic  technology,  but  it  is  the  ultimate  geopolitical 
commodity.  And  China  has  emerged  as  a  major  player  on  the 
global  oil  market,  accounting  for  more  than  40%  of  the 
increase  in  global  oil  demand  in  recent  years.  But  a  CNOOC- 
Unocal  deal  would  almost  certainly  have  passed  an  objective 
national  security  test.  Energy  experts  say  there  is  no  reason  the 
U.S.  should  care  who  owns  a  particular  oil  company  if  its 
reserves  are  too  small  to  influence  the  world  price.  Unocal 
clearly  falls  within  this  group.  And  China's  purchase  of  Unocal 
could  have  meant  more  investment  in  global  oil  exploration 
and  drilling  than  Unocal  or  other  American  companies  have 
been  willing  to  make.  So,  far  from  posing  a  national  security 
threat,  Chinese  state  ownership  of  a  few  hitherto 
private  companies  could  actually  mean  an 
increase  in  global  oil  reserves  and  an  easing  of 
prices.  The  primary  beneficiary  would  be  the  U.S., 
which  accounts  for  more  than  one-quarter  of 
global  oil  consumption,  vs.  only  8%  for  China. 

Still,  neither  the  competition  nor  the  national 
security  tests  address  "fairness"  concerns  voiced 
by  opponents  of  the  CNOOC  bid,  who  objected  to 
a  deal  because  China  limits  the  shares  U.S.  firms 
can  own  in  several  sectors  including  energy  and 
financial  services.  But,  despite  such  restrictions, 
China  is  remarkably  open  to  foreign  direct 
investment.  Last  year,  American  companies  put 
$60  billion  into  China  (including  Hong  Kong),  vs.  only  $2 
billion  of  direct  investment  by  China  in  the  U.S.  Blocking  an 
investment  like  CNOOC's  to  compel  China  to  eliminate  its 
remaining  investment  restrictions  could  provoke  Beijing  to 
retaliate  by  curtailing  future  American  investment  in  China. 
Instead,  the  U.S.  should  use  the  WTO  to  challenge  such  limits. 

Will  a  Chinese  acquisition  of  any  particular  U.S.  company 
harm  the  nation's  economic  interests?  Existing  mechanisms  for 
rigorous  analysis  of  a  deal's  competitive  and  national  security 
impact  should  yield  the  right  answer.  Protectionist  sentiment 
and  alarmist  China-bashing  will  not.  ■ 

Laura  D'Andrea  Tyson  is  dean  of  London  Business  School 
(ltyson@london.edu) 
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IdeasEditorials 

Housing:  Even 
More  Red  Flags 


THE  COMMERCE  DEPT.  on  Aug.  2 
reported  that  consumer  spending  surged 
a  robust  0.8%  in  June,  even  as  the 
personal  savings  rate  dropped  to  zero. 
Thankfully,  that's  not  quite  as  scary  as  it 
sounds:  The  peculiar  methodology  government  bean- 
counters  use  to  measure  new  car  sales  and  capital 
gains  sometimes  undercounts  the  rate.  But  that  zero 
savings  figure  does  suggest  just  how  dependent  U.S. 
consumers  have  become  on  a  single  source  to  fund  their 
purchasing  power:  the  American  home  (page  42).  Forget  all 
that  Depression-era  prattle  about  deprivation  and  sacrifice. 
Why  bother  to  save  when  you're  living  in  a  piggy  bank? 

If  all  this  sounds  a  bit  too  good  to  be  true,  it  probably  is. 
History  tells  us  that  we  can  never  be  certain  of  the  existence 
of  bubbles  until  after  they  pop.  But  the  current  U.S.  housing 
frenzy  is  certainly  starting  to  pass  the  smell  test,  at  least  in 
certain  markets.  Existing  home  prices  have  skyrocketed  29% 
since  2003,  with  white-hot  markets  like  Las  Vegas  and  San 
Diego  seeing  even  greater  gains.  According  to  a  survey  by  the 
National  Association  of  Realtors,  last  year  23%  of  homes  were 
bought  as  investments  and  an  additional  13%  as  vacation 
homes.  That  means  more  than  a  third  of  homes  that  changed 
hands  in  2004  were  not  primary  residences.  Many  of  those 

buyers  are  no  doubt  riding  a  horse 
called  price  appreciation,  and  so 
far  they  have  been  richly 
rewarded— or  simply  lucky. 
More  worrisome,  there  is 
growing  evidence  that  even  owners 
of  primary  residences  are  raising 
their  bets  by  increasing  their 
leverage.  A  new  report  by  mortgage 
giant  Freddie  Mac  shows  a 
continuing  surge  in  so-called  cash- 
out  mortgage  refinancings,  where  a 
homeowner  pockets  cash  while 
increasing  the  size  of  his  mortgage 
principal.  For  instance,  74%  of  Freddie  Mac-owned  loans  that 
were  refinanced  in  the  second  quarter  resulted  in  new 
mortgages  with  loan  amounts  that  were  at  least  5%  higher 
than  the  original  mortgage  balances,  the  highest  such  share 
since  early  2000.  In  contrast,  only  9%  of  Freddie's  refinancings 
resulted  in  lower  loan  amounts.  In  other  words,  the  current 
borrower  strategy  is  to  take  the  money  and  run. 

Real  estate's  current  spate  of  "irrational  exuberance"  is  fine 
as  long  as  personal  income  growth  holds  up,  loan-to-value 
ratios  don't  increase,  and  financial  institutions  are  careful  to 
hand  off  risky  loans  and  mortgage  securities  (which  could 
quickly  drop  in  value  if  cash-strapped  owners  start  to  default 
on  their  loans)  to  other  investors.  But  that's  a  lot  of  ifs — 
especially  at  a  time  when  fee-hungry  lenders  seem  fixated  on 
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Particularly 
worrisome 
is  the  surge 
in  cash-out 
mortgage 
refinancings 


near- term  profits  and  the  lure  of  cheap  money  actually 
penalizes  people  for  being  too  cautious. 

All  these  are  among  the  reasons  why  Fed  Chairman  Als| 
Greenspan  has  been  warning  for  months  of  froth  in  the 
housing  market  and  why  the  Fed  has  begun  reminding  bJ 
to  be  sure  they're  adequately  checking  credit  when  makin| 
these  loans.  So  far,  Greenspan's  warnings  have  been  to  nc 
refinancing-fueled  consumer  spending  continues  apace, : 
housing  speculation  remains  favored  cocktail  party  chattt 
from  Manhattan  to  Monterey.  That's  why  it's  time  for  buyl 
ask  if  they  really  intend  to  live  in  a  home  for  the  five,  ten,  <  | 
even  thirty  years  they  are  financing  it.  If  not,  they  would  1 
wise  to  leave  the  speculation  to  the  commodity  traders. 
Unfortunately,  a  sure  thing  often  becomes  a  sucker  bet. 


The  NRA  Shoul 
Hold  Its  Fire 


IT  WOULD  BE  EASY  to  overlook  the  nation  J 
boycott  the  National  Rifle  Assn.  announce^ 
Aug.  1  against  ConocoPhillips  as  a  local 
squabble.  The  NRA  is  angry  that  the  energ 
company,  which  operates  a  large  refinery  i  I 
Oklahoma,  has  sued  to  bar  enforcement  of  a  statj 
law  that  allows  workers  to  keep  firearms  in  lockt| 
cars  they  park  at  work.  But  this  conflict  has 

implications  far  beyond  the  Panhandle  State.  The  NRA 
championed  the  Oklahoma  law  after  Weyerhaeuser  Co.  is 
2002  fired  12  workers  at  a  mill  there  after  discovering  firel 
in  their  vehicles  on  company  property  during  a  drug  searj 
Now  it  has  announced  plans  to  push  for  similar  laws 
nationwide  guaranteeing  workers  the  right  to  bring  guns! 
onto  company  parking  lots.  That  doesn't  bode  well  for  thi 
workplace:  The  Bureau  of  Labor  Statistics  says  there  werl 
632  workplace  homicides  in  2003,  the  latest  year  for  whiij 
data  are  available. 

To  be  sure,  many  of  those  killings  were  not  committed  | 
guns,  and  millions  of  American  gun  owners  are  law-abic 
citizens  who  simply  want  to  exercise  their  constitutional  | 
to  own  a  firearm.  But  employers—  whom  courts  repeated 
have  held  liable  for  the  welfare  of  employees  when  on 
company  property— must  also  have  the  freedom  to  set  rul| 
ensure  their  workers'  safety  while  on  their  premises. 
Otherwise,  all  employees  and  shareholders  could  suffer 
should  there  be  a  shooting  incident  resulting  in  a  court 
judgment  that  endangers  a  business  financially. 

Although  no  one  should  lightly  entertain  restricting 
anyone's  rights,  the  NRA's  boycott  is  understandable,  but  | 
unwise.  If  businesses  have  the  right  to  restrict  workplace 
behavior  in  mundane  areas  such  as  smoking  and  appropij 
on-the-job  language  and  dress,  they  surely  also  must  be 
allowed  to  take  extraordinary  measures  to  assure  worker 
safety  in  potential  matters  of  life  and  death. 
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Special  Report:  Is  the 
Hedge-Fund  Party  Over? 

As  institutional  investors  pile  in,  it's  getting  harder 
to  produce  fat  returns.  That  means  lower  fees,  and 
the  response  from  some  funds  is  to  close  up  shop. 
Plus:  S&P  looks  at  the  industry's  July  performance 


BusinessWeek  weekend 


Tine  in  His  Weekend  for 
(Teaching  colege  kids  to  manage  money  I 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  dips  go  to  www.businessweekweekend.com 
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BENTLEY 


i  AND  PERFORMANCE   United  under  a  "winged  B",  Breitling 

>y  share  the  same  concern  for  perfection.  Extreme  standards  of 
I  precision  and  authenticity.  A  world  where  cutting-edge  techno- 

jes  with  noble  traditions.  The  ultimate  blend  of  prestige  and 
[ice   Symbolizing  this  communion  of  ideals,  Breitling  participated 

mg  of  the  instrumentation  and  designed  the  dashboard  clock  for 
y  Continental  GT;  Breitling  also  accompanied  the  victory  of  Team 

the  legendary  Le  Mans  24  Hours  race. 


•^ 


.  > 


VITY  AND  TECHNICAL  EXCELLENCE.  For  devotees  of  fine 
ms,  Breitling  has  created  a  line  of  exceptional  chronographs 
breitling  for  Bentley".  The  culmination  of  sophisticated  aesthetic 
these  wrist  instruments  mirror  the  signature  features  of  the  great 
ir  manufacturer,  such  as  the  knurled  finish  on  the  bezel,  inspired 
entley  controls.  Dedicated  to  the  automobile  world,  they  are 
.hed  by  several  exclusive  technical  characteristics,  including  a 
tachometer,  and  are  all  propelled  by  high-performance  "motors". 


ROYAL 
MAUI 


W1IO\  VAl  I  n  SHOPPING  CEN1  ER,  S  \\  DIECX 
M9.294.81 60 

H   \Z.-\C  \MI\O  REAL  MALL,  CARLSBAD,  CA 
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WIRELESS  BEYOND  HOTSPOTS.  AT  LAST. 

Make  the  most  of  your  travel  time  with  the  new  Sony*'  VAIO"  T-300  Series 

Notebook.  The  most  mobile  notebook  on  the  planet.  Built  for  life  beyond 

hotspots  with  integrated  wireless  Wide  Area  Network  (WAN)  technology*. 

So  you  can  go  on-line  virtually  anywhere  the  Cingular  Wireless  national 

EDGE  network  is  available.  With  an  ultra-portable  size  and  long  battery  life". 

the  internet  is  now  just  a  press  of  a  button  away.  It  may  just  make  your 

travel  time  the  most  productive  part  of  the  day.  sony.com/vaio1 

X  cingular 

raising  the  bar  iJl* 
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31  GULCH 

ANING  UP 


IRS  the  law  firm 
;rg  Traurig  and  its 

ersial  lobbyist,  Jack 
jff,  got  huge  checks 
isino-rich  Indian 
^ow  bucks  are  flowing 
er  way.  In  July,  sources 
firm  settled  with  the 
i  Chippewa  Indian  Tribe 
ligan  for  more  than 
llion  that  the  tribe  says 
efrauded  of  by 
off,  who  no  longer 
it  the  firm,  and  PR 
ant  Michael  Scanlon. 
se  says  they  charged 
;eous  fees"  for  work  it 
record  of  receiving.  A 
man  for  Abramoff  says 

I    he  had  no 
comment,  and 
Scanlon 
couldn't  be 
reached.  An 
attorney  says 
the  tribe  "will 
not  disclose 
any  details  re- 
lated to  the 
agreement."  A 
woman  at  the  firm 
Any  settlement  or  talks 
lfidential." 
letter  to  the  tribe, 
\lvarez,  the  firm's  CEO, 
ized  for  several  things, 
ing  private  e-mails, 
ed  by  investigators,  in 
Abramoff  called  tribal 
s  "morons"  and 
ceys."  The  letter  was 
hed  in  The  Observer,  a 
aper  controlled  by 

-Eamonjavers 


WHEELER-DEALERS 


Ruperts  Red  Chip? 


OFF 

woes 


THE  INCREASINGLY  lucrative 
Russian  TV  market  has  been 
one  of  the  few  beyond  Rupert 
Murdoch's  global  reach.  But 
when  he  met  Russian 
President  Vladimir  Putin  in 
St.  Petersburg  this  June, 
Murdoch  got  the  surprising 
news  that  the  Kremlin  might 
be  willing  to  lift  its 
virtual  monopoly  on 
national  TV  networks. 
That's  all  the  media 
mogul  needed  to  hear. 
On  Aug.  1,  News  Corp. 
execs  flew  to  Moscow  to 
explore  taking  a 
minority  stake  in  Ren- 
TV,  the  No.  6  network. 


On  the  face  of  it,  Ren-TV 
might  not  seem  like  a  prize. 
Its  audience  share  tops  out  at 
5%.  But  it  could  be  one  of  the 
few  chances  for  Murdoch  to 
get  a  foothold  in  a  market 
where  TV  ad  spending 
rocketed  33%,  to  $970 
million,  in  the  first  half  of 


"We  can  now 
succeed  in  separ- 
ating spammers 
from  their  money." 

-Microsoft  General  Counsel 

Brad  Smith  on  winning  a  $7 

million  settlement  from  alleged 

"spam  king"  Scott  Richter 


2005,  according  to  the 
Association  of  Russian 
Communications  Agencies. 
News  Corp.  is  interested  in 
taking  a  35%  stake  in  Ren- 
TV,  says  a  source  at  Severstal 
Group,  a  private  Russian  steel 
company  that  in  July  paid 
$100  million  for  a  70%  stake 
in  Ren-TV  that  had  been  held 
by  power  monopoly  Unified 
Energy  System.  The  other  30% 
was  bought  by  German 
broadcaster  RTL. 

The  Kremlin  may  see 
Murdoch  as  the  ideal  foreign 
investor.  After  all,  he's  accus- 
tomed to  dealing  with  auth- 
oritarian regimes.  In  China, 
his  satellite  network  Star  TV 
stopped  broadcasting  the 
BBC  in  1994  for  fear  of 
offending  Beijing  authorities. 

But  Murdoch's  bid  is  no 
sure  thing.  He  faces  a  rival 
offer  from  the  network's 
founders.  Also,  if  Murdoch 
takes  a  35%  stake  and  RTL 
retains  30%,  he  needs  a 
waiver  from  laws  limiting 
foreign  shareholders  to  a 
network  stake  of  less  than 
50%.  And  some  Russian 
media  would  oppose  letting 
such  a  powerful  foreigner  in 
the  door.  "In  Russia,  there's  a 
saying:  Keep  out  of  someone 
else's  vegetable  garden,"  says 
Anton  Sergeyev,  a  spokesman 
for  Gazprom-Media,  state- 
controlled  owner  of  No.  4 
broadcaster  NTV. 

-Catherine  Belton 


I  WANT  MY  REN-TV  Known  for  its 
objective  news,  the  network  also  has  a 
racy  side.  It  turns  out  Kholyastiki 
("Bachelors"),  about  the  lives  of  single 
men  in  Moscow,  and  it  has  licensing  deals 
with  Fox  to  beam  The  X-Files,  AllyMcBeal, 
and  The  Simpsons  across  Russia. 
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TRADE  WINDS 

JUST  TRY 
SELLING  HALF 
APANTSUIT 

EIGHT  MONTHS  after  the  end  of 
import  quotas  opened  the 
floodgates  for  cheap  Chinese 
garments,  U.S.  ports  of  entry 


are  in  turmoil.  But  it's  not  the 
85%  surge  in  apparel  imports 
that  has  caused  this  problem. 
It's  the  "safeguard"  quotas 
that  were  written  into  trade 
agreements  to  protect  U.S. 
suppliers.  The  old  quotas 
were  at  least  predictable;  the 
new  ones  kick  in  whenever 
imports  in  an  apparel 
category  grow  more  than  6% 
to  75%  annually  and  when 
the  feds  or  industry  groups 
complain.  Limits  were  set 
this  summer  on  13  major 
categories,  including  jeans 
and  other  cotton  pants,  as 
well  as  socks  and  T-shirts. 

Imports  never  hit  the  old 
quota  ceiling  so  early  in  the 
year.  Suddenly,  customs 
officials  are  blocking  some 
shipments  as  they  arrive  in 
harbors  and  airports, 
throwing  importers  for  a 
loop.  At  Transport  Express,  a 
shipping  and  warehouse 
outfit  near  the  port  of  Long 
Beach,  Calif,  workers  are 
separating  the  tops  from 
5,000  women's  pantsuits— 
the  bottoms  made  quota,  but 
the  tops  didn't.  Like  other 
importers,  high-end  sweater 
wholesaler  Michael  Simon  air- 
freighted goods  in  an  attempt 


to  beat  the  embargoes.  But 
1,000  sweaters,  destined  for 
better  boutiques,  missed  the 
deadline  by  mere  hours. 
"That  leaves  us  with  inven- 
tory to  sell  next  year  for  next 
to  nothing,"  gripes  company 
President  Michael  Simon. 

More  clothing  categories- 
such  as  men's  and  women's 
button-down  cotton  shirts- 
are  likely  to  be 
hit  in  coming 
weeks.  The  big 
question  is 
whether  the 
quotas  will 
cause  shortfalls 
of  key  merch- 
andise for  the 
fall  and  holiday 
seasons.  Los 
Angeles  cus- 
toms lawyer 
Richard 
Wortman 
believes  if  s  a 
^^m  good  possibility. 

Importers  are  learning  a  new 
meaning  for  the  term 
"China  price."  -Robert Berner 


TURMOIL 

Quotas 
still  bite 


EX  LIBRIS 


AND  NOW,  THE  MOVIE?  Enthusiastic  reader 
have  kept  Freakonomics,  the  surprisingly 
accessible  book  that  uses  economics  to  exj  * 
issues  like  school  cheating  and  drug  deale 
profits,  on  The  New  York  Times1  best-seller  li 
since  its  April  debut.  Sales,  which  hit  337,(1 1 
copies,  according  to  Nielsen  BookScan,  ha 
leveled  off  a  bit.  But  authors  Steven  Levitt  an 
Stephen  Dubner  may  have  a  plan  to  extend 
brand  with  knickknacks.  T-shirts  with  the  cc 
image  (a  mutant  apple-orange)  are  available 
from  Freakonomics.com,  with  baseball  cap 
mugs,  and  (maybe)  pocket  protectors  on  th 
way.  The  authors  have  even  talked  about 
creating  a  board  game.         -Elizabeth  W 


DRAWN  &  QUARTERED 
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H  A  Harman  International'  Company 


iPocT  OUTSPOKEN. 

JBL  ON  STAGED  SHARE  MUSIC  OUT  LOUD  WITH  THIS  HIGH-PERFORMANCE  SOUND  SYSTEM  FOR  YOUR  MP3  PIAYER. 

WWW.JBL.COAA/JBLONSTAGE 
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FACE  TIME 
LISA  RENSTROM 


A  RED-STATE 
SOCCER  MOM 
GOES  GREEN 

Before  she  became  an 
environmentalist,  Lisa 
Renstrom  was  a  business- 
woman and  a  red-state 
soccer  mom.  So  in  her  new 
job  as  president  of  the  Sierra 
Club,  she  hopes  to  reach  out 
to  Americans  who  haven't 
thought  of  themselves  as 
green  but  who  share  the 
group's  goals,  including  evan- 
gelicals, new  immigrants,  and 
executives.  Next  month  she'll 
put  that  strategy  to  the  test 
when  she  welcomes  the 
public  to  the  113-year-old 
group's  first  national 
convention.  "I  believe 
everybody's  an  environ- 
mentalist at  heart,"  she  says. 

Renstrom,  45,  joined  the 
Sierra  Club  in  1994.  She  spent 
a  decade  running  a  pair  of 
Acapulco  hotels  built  by  her 
father.  When  her  husband  took 
a  job  in  Charlotte,  N.C.,  she 
intended  to  be  a  full-time 
mom.  But  soon  after  her  first 
club  meeting,  Renstrom  began 
rising  through  the  ranks.  She 
won  a  seat  on  its  board,  trad- 
ed her  luxury  car  for  a  hybrid, 
and  coaxed  her  mother  and 
husband  to  do  the  same. 
And  he's  a  Republican,  she 
points  out.        -Andrew  Park 


PLANE  TALK 

NORTHWEST: 
THAT SODA 
MAY COST YOU 

THERE  IS  NO  FREE  LUNCH  on 

most  airlines  anymore.  Soon 
there  may  be  no  free  soft 
drinks,  either.  In  another 
sign  of  just  how  tightly  it  is 
turning  the  cost  screws. 
Northwest  Airlines  is  studying 
whether  to  start  charging 
passengers  for  sodas,  its 
flight  attendants'  union 
reports. 

Northwest  is  already  the 
industry  leader  in  in-flight 
cutbacks:  It  charges  for 
snacks,  meals,  and  alcoholic 
beverages,  and  stopped 
handing  out  magazines  and 
free  bags  of  pretzels  on 
domestic  flights  in  June. 
Earlier,  it  quit  offering  pillows 
and  movies,  except  on 
overseas  trips.  The  reason,  of 
course,  is  money.  Northwest, 


which  has  been  in 
the  red  since  2001,  is 
warning  it  could  file  for 
Chapter  11  bankruptcy  if  it 
can't  cut  costs  enough.  Those 
freebies  do  add  up:  By  drop- 
ping pretzels,  Northwest  fig- 
ures it  saves  $2  million  a  year. 

Northwest  spokesman 
Kurt  Ebenhoch  says  the 
carrier  has  no  immediate 
plans  to  discontinue  its 
complimentary  beverage 
service— but  indicates  that 


AFTER  9/11 

ZAPPING 
INFO  TO  THE 
LOCAL COPS 

THE  18,000  police 

departments  in  the  U.S.  don't 
like  sharing  information, 
even  though  it  would  help 
solve  crimes— and  fight  ter- 
rorism. The  FBI  spent  $170 
million  in  a  failed  attempt  to 
change  that.  But  a  group  of 


LICENSE,  PLEASE 

Data  by  computer 
in  Florida 

Florida  detectives 
and  professors  at 
the  University  of 
Central  Florida 
thinks  it  has  a 
smarter,  cheaper 
way  to  get  cops  to 
exchange  data  by  computer 
on  things  like  pawn  shop  rec- 
ords and  traffic  stops.  But 
can  they  persuade  the  feds  to 
take  it  nationwide? 

The  current  federal  data- 
sharing  system  is  spotty  and 
slow.  Local  police  dont  find  it 
up-to-date  or  useful  in 
alerting  them  to  potential  ter- 
rorists or  other  miscreants. 
The  Florida  system  gives 
cops  more  control  over  what 
data  to  share  and  over  polic- 
ies and  procedures.  And  it 
cost  just  $500,000  to 


could  change.  1 
Professional  Flight  A 
dants  Assn.  says  that  man 
ment  is  struggling  with  1 
practical  selling  soft  drini 
would  be,  especially  on  s 
hops.  Image  is  another 
Already,  Northwest  is 
real  cheapskate,"  says 
Jones,  self-appointed  " 
frugalist"  at  Onetravel 
But  the  bottom  line  is  tfad 
bottom  line.  Could  pay  to 
be  next?  -Michael/ 


launch— much  of  it  from 
police  dues  and  a  Justice 
Dept.  grant.  Cops  have 
to  nab  burglars  and  bi 
a  multinational  theft  ringl 

Proponents  point  out 
local  crime  data  can  lea 
big  breaks.  September  11 
mastermind  Mohammad 
was  stopped  for  a  traffic 
violation  in  Defray  Bea 
Fla.,  in  mid-2001— but  he 
was  let  go  because  offii 
didn't  know  of  a  bench 
warrant  for  Atta  the  ncfl 
county  over.  Yet  when  the 
Florida  folks  tried  to  sellt 
Homeland  Security  Dept.  or 
the  idea,  they  got  reb 
"'We  sent  the  money  to 
Florida.  Go  talk  to  them,! 
what  they  told  us."  says  E 
Scott,  former  chief  detectrl 
at  the  Orange  County  She 
Office.  His  group  will  try 
again  in  a  meeting  set  for 
August.        -Paul  Magna 
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active  pursuit  of  life  is  something  we  all  strive  for.  To  help  keep 
joints  healthy,  millions  have  turned  to  dietary  supplements  like 
xJroitin  and  glucosamine  pills.  One  nutritional  company  saw 
pportunity  in  making  a  drinkable  version  of  these  supplements 
turned  to  Cargill  for  help.  Our  scientists  created  a  good 
ng  liquid  form  of  chondroitin  and  glucosamine  that  made  their 
-mulated  product  possible.  The  result  is  a  supplement  for  joint 
th  that's  easy  to  swallow. . .  providing  a  new  choice  for  consumers 
le  marketplace.  This  is  how  Cargill  works  with  customers 

llaborate      >      create      >      succeed 


v.cargill.com 

largi.  Incorporated 


Cargill 


Nourishing  Ideas.  Nourishing  People: 
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The  Rise  of  Chindia 


AT  AN  ELITE  TECH  SCHOOL  near  Calcutta,  someone  is  trying  tc 
invent  the  next  BlackBeny,  but  one  that  will  sell  at  a  frac 
of  the  U.S.  price.  Outside  Bombay,  they're  putting  the 
finishing  touches  on  a  $2,200  people's  car.  In  a  world-ck 
Shanghai  lab,  a  Chinese  team  is  mapping  breakthrough 

"Chindia"  is  fast  emerging 
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We  hope  these  stories,  and  many  c 
special  features  on  businessweek.cor 
will  surprise  and  provoke  you,  and  hi 
you  plan  for  the  future. 

MANAGING  EDITOR,  INTERNATIONAL 


cancer  research.  Now  go  to  the 
infamous  Dharavi  slum  in 
Bombay,  and  see  teachers 
combating  a  staggering 
national  illiteracy  rate  of  37%. 
At  a  workers'  rights  center  in 
Guangzhou,  hear  the  strident 
voices  of  an  embryonic  union 
movement  that  alarms 
Beijing's  authoritarian  leaders. 

The  next  superpowers? 
Societies  on  the  brink  of 
chaos?  The  countries  that  will 
take  all  of  our  jobs?  Since 
India  and  China  have  one-third  of  the 
world's  people,  almost  anything  you  say 
about  them  will  be  partly  right.  With 
this  special  double  issue,  we've  reached 
beyond  the  fray  to  envision  China,  India, 
and  the  U.S.  evolving  into  a  global 
triumvirate  that  will  dominate  the 
century.  China  and  India  will  be  both 
allies  and  counterweights  to  America— 
at  the  expense  of  Japan  and  Europe. 

China's  competitive  edge  is  sMfting 
from  low-cost  workers  to  state-of-the-art 
manufacturing.  India  is  creating  world- 
class  innovation  hubs,  and  its 
companies  are  far  better  performers 
than  China's.  And  a  market-driven 
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ROLLOVER     IRA 


The  New  T.  Rowe  Price 
FlexChoice  Rollover 

Lets  you  choose  how  to  make  the  most 
of  your  old  401  (k). 


Broad  selection  of  funds  — We  have  a  wide  range  of  over  60  no-load T.  Rowe  Price  funds  to  choose 
from  for  your  FlexChoice  Rollover  IRA.You  can  also  choose  from  over  1,000  other  funds  from  leading 
fund  families.* 

Low  cost  — T.  Rowe  Price  offers  100%  no-load  funds  with  no  sales  charges  or  commissions.  And 
our  expenses  are  low— almost  all  our  funds  for  individual  investors  have  lower  expenses  than 
their  Lipper  averages.** 

Proven  performance  —  For  each  1-,  5-,  and  10-year  period  ended  6/30/05,  over  70%  of  our  funds  beat 
their  Lipper  average.***  AIIT.  Rowe  Price  funds  are  managed  in-house  by  one  of  the  most  experienced 
and  respected  groups  of  fund  managers  in  the  industry.  Results  will  vary  for  other  periods.  All  funds  are 
subject  to  market  risk.  Past  performance  cannot  guarantee  future  results. 

Rollover  Specialists  to  help  —  Our  Rollover  Specialists  are  here  to  answer  any  questions  you  may  have 
about  rolling  over  withT.  Rowe  Price.  If  you  want,  they  can  help  you  select  the  right  funds  for  your 
FlexChoice  Rollover  IRA  based  on  your  long-term  goals  and  tolerance  for  risk.  They  can  even  help  take 
care  of  the  paperwork  and  open  your  IRA  right  over  the  phone.  So  call  one  of  our  Rollover  Specialists 
today—  it's  easy  to  get  started. 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 


TROWEPRICE.COM/ROLLOVER 


1-888-789-6510 


T.RoweFVice 


-Ik* 


INVEST    WITH    CONFIDENCE 


*Non-T.  Rowe  Price  mutual  funds  available  through  I.  Rowe  Price  Brokerage,  a  division  of  T.  Rowe  Price  Investment  Services,  Inc.  Member  NASD/SIPC.  **II4  of  116  funds  (excluding 
institutional  and  bank  institutional  funds  as  defined  by  Lipper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end  data  available  as  of  3/31/05. 
(Source  for  data:  Lipper  Inc.)  **  *  Based  on  cumulative  total  return,  97  of  1 32, 65  of  87,  and  44  of  61  T.  Rowe  Price  funds  (including  all  share  classes  and  excluding  funds  used  in  insurance 
products)  outperformed  their  Lipper  average  for  the  1-,  5-,  and  10-year  periods  ended  6/30/05,  respectively.  Not  all  funds  outperformed  for  all  periods.  (Source  for  data:  Lipper  Inc.)  T.  Rowe 
Price  Investment  Services,  Inc.,  Distributor.  IRARFC072098 


ReadersReport 


Indians  don't  want  to  be 
treated  as  second-rate 
customers  in  their  own 
country,  especially  by  a 
foreign  multinational." 

-Aseem  Prakash 
Brampton,  Ont. 


GET  CREATIVE! 

Hour  to  BuU  kmntne  Companies 


THE  CRITICAL  ROLE 
OF  CREATIVITY 

"GET  CREATIVE!"  (Special  Report,  Aug. 
1)  does  an  excellent  job  of  describing  ad- 
vances at  one  end  of  the  value  chain:  the 
original  equipment  manufacturer  (OEM) 
and  its  customers.  Unfortunately,  it  ig- 
nores the  other  end:  the  firm's  supply 
base.  In  our  study  of  supply  chain  inno- 
vation, we  found  that  only  a  small  per- 
centage of  companies  recognized  their 
suppliers  as  a  source  of  innovation,  and 
even  fewer  bothered  to  measure  their  val- 
ue. What's  most  perplexing  about  this 
myopia  is  that  the  innovation  derived 
from  the  supply  chain  is  typically  the  least 
cosdy  and  least  risky  investment,  and  of- 
ten the  fastest  to  market. 

Those  few  companies  that  did  use  their 
supply  chain  as  a  source  of  innovation 
were  market  leaders.  Procter  &  Gamble 
Co.  is  aiming  to  gain  50%  of  its  innovation 
from  outside  its  castle  walls,  much  from 
its  suppliers.  Toyota  Motor  Corp.  gets 
more  than  half  of  its  innovations  from  its 
supply  base.  Cisco  Systems  Inc.  joins 
forces  with  other  suppliers  to  provide  in- 
novative solutions  to  Internet  customers. 

-David  N.Burt 

Supply  Chain  Management  Institute 

University  of  San  Diego 

San  Diego 

Robert  Porter  Lynch,  CEO 

Warren  Co. 

Providence 

Editor's  note:  Writer  Lynch  is  chairman 

emeritus  of  the  Association  of  Strategic 

Alliance  Professionals. 

"YOU  STATE:  "Marketing  has  too  few  tools 
for  ferreting  out  the  unarticulated  needs 
of  consumers."  I  wholeheartedly  agree.  At 
IBM,  we  used  creative  workshops  with 
customers  to  empower  them  to  express 
their  latent  wants  and  needs.  These 
brainstorming  sessions  were  not  aimed  at 
finding  solutions  but  rather  at  identifying 
challenges  for  us  to  improve  our  delivery 


CORRECTIONS  &  CLARIFICATIONS 

"When  you  still  want  to  work"  (Retirement 
Guide,  July  25)  should  have  said  that  Liliane 
Ford  Kates  attended  Marymount  Manhattan 
College,  not  Marymount  College. 

In  "Blogging  as  you  go  belly  up"  (Information 
Technology,  Aug.  15),  consultant  B.L. 
Ochman  was  quoted  incorrectly.  She  did  not 
urge  her  client  to  create  a  "scandal."  Her 
words:  "Do  something  controversial." 


of  innovative  products  and  services  that 
met  customer  needs  and  raised  our  mar- 
ket acceptance  rate.  They  also  prevented 
us  from  making  some  marketing  invest- 
ment mistakes. 

-Robert  W  Burian 
Fairfield,  Conn. 

EVERYONE  IN  OUR  COMPANY  read  "Get 
Creative!"  It  was  a  thought-provoking  ar- 
ticle and  led  to  reflections  on  how  many  of 
these  ideas  may  have  been  spawned  by 
Tom  Peters.  For  example,  in  1995,  Peters 
was  ranting  about  how  "Innovation  is 
everything!"  In  2000,  he  restated  it  as 
"Design  is  everything."  The  five  steps  on 
the  evolution  of  the  creative  company  are 
succinctly  covered  in  his  recent  book,  Re- 
imagine!  Cirque  du  Soleil  is  a  "wow"  ex- 
perience ...  a  description  right  out  of  Pe- 
ters' book,  The  Pursuit  of  Wow!  The  only 
way  to  effect  true  innovation  is  for  it  to  be 
on  the  agenda  of  every  meeting,  in  every 
single  department,  in  every  division,  and 
in  the  boardroom. 

If  Peters  didn't  spawn  it,  he  certainly  fu- 
eled it  with  his  technicolor  definitions  of 
"excellence."  As  you  so  well  highlighted, 
innovation  is  the  difFerentiating  factor,  and 
companies  that  ignore  the  power  of  ele- 
gant and  functional  innovation  will  lose. 
-JuliAnn  Reynolds 
President  &  CEO 
Tom  Peters  Co. 
Boston 


while  IT  IS  TRUE  that  the  inno\ 
to-imitation  cycle  has  shrunk  to  zer 
globalization  might  as  well  be  called  | 
moditization,  you  can't  adopt  an : 
tion-led  strategy  for  one  part  oj 
world— the  West— and  a  different : 
gy  (e.g.,  pushing  products)  for  an] 
part  of  the  world— India  or  China—] 
daily  when  the  majority  of  your 
customers  reside  there. 

First,  if  you  adopt  a  split  strateg 
for  the  West  and  another  for 
you're  going  to  alienate  your  customd 
India  (or  China).  Indians  don't  wantl 
treated  as  second-rate  consumers  in  I 
own  country,  especially  by  a  fo 
multinational.  Second,  if  you  take  i 
novation-led  paradigm  to  India, 
sumers  will  love  it,  but  competitor 
mestic  Indian  firms)  won't  let  you  | 
their  customers.  They  will  lift  up 
game  by  using  the  bar  you  have  set  I 

Indians  might  not  know  how  to  I 
vate  for  the  Western  customer,  but] 
know  how  to  do  it  in  their  own  bac 
When  someone  attacks  your  livelil 
people  become  amazingly  innovatrv 
-Aseem  Pre 
Bramptor 

I  APPLAUD  THE  TREND  toward  1 
sign  and  creative  problem  solving  t| 
embraced  at  large  companies.  But  mc 
it  is  still  focused  on  the  short-term 
big  thing"  consumable  product  with] 
regard  for  environmental  impact.  If  j 
al    corporations    are    excited    by  1 
prospects  of  marketing  to  3  billion  | 
people  in  fast-growing  developing 
tries,  they  had  better  get  serious  aboi 
dle-to-cradle  product  design  or  the  i 
planet  will  soon  be  buried  under  a  ] 
its  own  wasteful  "innovation." 

-James 
Madison,\ 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connectiorl 
relationship  with  the  subject  of  their  comments.  All  hi 
must  include  an  address  and  daytime  and  eveningpM 
numbers.  We  reserve  the  right  to  edit  letters  for  clarin 
space  and  to  use  them  in  all  electronic  and  print  edftf 
E-mail:  bwreader@businessweek.com 
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The  full  text  of  BusinessWeek.  BusinessWeek  Top  News,  I 
access  to  BusinessWeek  archives  starting  in  1991  are  i 
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Competing  with  other  companies  really 
means  competing  with  their  supply 
chains.  So  where  do  you  find  an  edge? 


WHAT  CAN  BROWN  DO  FOR  YOU? 


how  carefully  you  plan,  there  will  still 
ome  unforeseen  event  to  change  the  picture 
affect  the  movement  of  your  goods.  Clearly, 
more  flexible  your  supply  chain,  the  greater 
3dge  you  can  have  over  competitors  who  can't 
>!  Which  is  why  you  should  go  with  UPS'. 

■rever  your  products  are  in  the  supply  chain, 
:an  help  monitor  their  progress  and  provide 
with  options  to  meet  unexpected  disruptions 
hanges  in  deadlines. 

a  problem  with  a  major  supplier. 


We  can  help  you  move  raw  materials  and  open 
distribution  channels  to  other  plants.  Or  another 
country.  Or  what  if  a  major  customer  suddenly 
needs  an  order  much  faster  than  anticipated? 
We  can  quickly  deploy  our  vast  and  varied 
transportation  network  to  speed  your  goods 
to  market,  regardless  of  capacity. 

Every  day,  our  global  experience  and  reach  can 
give  you  greater  flexibility  in  your  company's 
supply  chain.  To  outmaneuver  your  competition. 

UPS.com/supplychain  1  -800-742-5727 


Technology&You 


BY  CLIFF  EDWARDS 


Couch  Potatoes,  Don't  Budge 

TiVo,  pioneer  of  personal  videorecorders,  has  gotten  a  lot  of  mileage  out 
the  slogan  "television  your  way."  The  point  is  that  you  can  watch  shows  I 
whenever  you  want,  without  the  ads— but  you  still  have  to  sit  in  front  of  | 
TV.  Now,  by  piggybacking  on  broadband  services,  several  companies  let 
you  watch  TV  not  just  any  way  you  want  but  also  any  place. 


One  of  the  most  promising  ap- 
proaches is  Slingbox  from  Sling  Media 
in  San  Mateo,  Calif.  The  $250  device, 
about  the  size  and  shape  of  a  gold  bar, 
connects  to  your  TV,  cable,  satellite,  or 
digital  video  recorder  set-top  box.  Sling- 
box then  uses  your  home  network  to 
stream  programming  to  a  computer  in 
your  house— Windows  2000  or  high- 
er—or out  over  the  Net  to  your  laptop. 

At  first  blush,  it  seems  like  a  great 
choice  for  frequent  travelers  or  TV 
junkies  who,  like  me,  want  to  watch 
their  local  news  on  the  road.  But  after 
trying  Slingbox  for  a  month  or  so,  I  found  it's  not  quite  ready 
for  a  prime-time  audience.  Despite  a  stellar  support  staff  and  an 
easy  installation  process,  there  were  too  many  technical  glitch- 
es and  hoops  to  jump  through  for  me  to  recommend  Slingbox 
to  the  masses.  That  said,  the  device  is  an  improvement  over 
similar  efforts  such  as  Orb  Networks'  free  Orb  streaming  TV 
service  or  Sony's  $1,000  Location  Free  TV.  When  Slingbox 
works  well,  you  get  clear,  fairly  crisp  pictures  and  sound.  You 
need  no  extra  equipment  and  pay  no  monthly  fee.  It's  an  im- 
portant step  toward  TV-on-the-go,  or  what  Sling  Media 
founder  Blake  Krikorian  calls  media  "place  shifting." 

TO  GET  STARTED,  you  simply  hook  Slingbox  up  to  your  set-top 
box  or  TV  using  cables  the  company  supplies.  Slingbox  does  not 
work  with  high-definition  boxes,  so  I  connected  the  unit  to  a 
combo  DirecTV-TiVo  box  in  my  den.  At  this  point,  the  less  tech- 
nically savvy  may  get  nervous.  Hooking  Slingbox  into  my  home 
Wi-Fi  network  required  running  an  Ethernet  cable  to  my  home 
'  router.  Then  I  installed  Sling  Media  software  on  a  PC  connect- 
ed to  the  same  router.  (Sling  Media  says  a  Mac  version  and 
handheld  edition  are  in  the  works.) 

Inside  the  house,  Slingbox  worked  as  advertised  when  I  tried 
it  first  with  a  Dell  Inspiron  6000d  laptop  and  then  with  a  tiny 
Toshiba  Libretto  laptop.  When  I  watched  the  five  premiere  of 
TNT's  Over  There,  the  pictures  looked  nearly  as  sharp  as  those 
on  TV,  even  in  full-screen  mode,  and  were  less  choppy  than  on 
other  streaming-video  services.  The  on-screen  navigation  aids, 
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similar  to  TiVo's,  made  it  easy  to 
through     menus,     fast-forwa 
pause— although  there  is  a 
three-second  lag  after  each  cor 

The  big  challenge  is  trying  to  vl 

TV  outside  the  home,  which  ought  [ 

Slingback's  main  selling  point  \ 

need  to  fiddle  with  your  router's  f 

settings  and  be  on  the  lookout  fori 

wall  and  Internet  security  progi 

running  on  your  home  network,  v  j 

may  balk  at  Slingbox5  efforts  to  "s 

your  programs  out  onto  the  Net! 

people    who    have    purer;  | 

routers  in  the  past  year,  there 

automated  wizard  that  will 

most  of  this  work.  I  got  it  all  s<j 

in  less  than  20  minutes. 

But  when  I  tried  to  use  Slin  I 
wirelessly  at  a  hotel  during  a  til 
Toronto,  the  picture  seized  up  f 
hotel  offering  free  wireless 
down  the  road  from  my  offic 
software  could  not  find  the  Inttl 
address  assigned  to  my  Slin§| 
And  on  a  trip  to  San  Diego,  ml 
tempt  at  access  on  a  wired  Ethtj 
connection  in  my  hotel  resulted  in  an  error  message  say 
firewall  security  might  be  blocking  the  connection.  Turns  oul 
DSL  line  at  home  was  too  slow.  Upgrading  to  a  speedier  con| 
tion  smoothed  out  my  Slingbox  experience. 

I  was  impressed  by  how  quickly  Sling  Media  reps  respoil 
to  problems.  The  company  is  constandy  updating  its  softvl 
and  it  has  one  of  the  best  Web  support  sites  I've  seen.  Somj 
pects  of  the  setup  may  scare  off  mainstream  customers.  Bu 
hoping  Sling  Media  will  quickly  make  this  new  breed  of  go- 1 
where  TV  as  easy  as  sitting  on  the  couch  with  a  remote. 


".llsilU'^Wi 


Slingbox 
offers  video 
onthego, 
but  technical 
glitches  are 
a  problem 


Steve  Wildstrom  is  on  vacation.  For  a  colled 
of  his  past  columns  and  online-only  reviews  of  technology  prodiK I 
go  to  Technology  &  You  at  www.businessweek.com/go/techmavej 
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cell  phone  stuck  to  an  ear,  WiFi  PDA  in  hand,  and  the  kids'  soccer  schedule  in  the  briefcase. 

Find  out  how  to  stay  on  top  of  it  all  at  CEOOO.com. 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Content  Like  Air  Kisses 

Jason  Binn's  fast-growing  empire  of  luxury  magazines  is  either  the  future 
publishing  or  a  key  signifier  of  an  ultra-shallow  society.  5  Or  both.  J  Binn 
(born  Binstock)  is  the  37-year-old  CEO  of  Niche  Media  LLC.  Niche  publish 
free  glossies  that  target  the  upper  crust  of  New  York,  Los  Angeles,  Aspen, 
and  the  Hamptons.  Binn  also  has  a  stake  in  separately  held  SoBeNews  (as 


South  Beach),  which  publishes  Vegas  and  Ocean  Drive.  Binn's 
job  is  uniquely  suited  to  his  signature  traits:  imperviousness 
to  ridicule  and  a  penchant  for  self-promotion.  He  has 
leveraged  being  a  besotted  fan  into  close  friendships  with 
stars  (on  stage  together  at  one  Binn  gala  were  Russell 
Simmons,  Heidi  Klum,  and  Bill  Clinton).  He's  very 
good— and  relentless— at  winning  over  audiences,  whether 
they're  readers,  advertisers,  or  celebrities. 

His  magazines,  which  are  placed  in  luxe  settings  such  as 
limos  and  posh  hotels  and  mailed  to  select  addresses,  are 
stuffed  with  paeans  to  local  figures  and  merchants  and  first- 
person  celebrity  musings.  Ad  pages  depict  the  fantasy 
baubles  of  the  moneyed  life.  The  editorial  pages  are  perhaps 
best  known  for  copious  photos  depicting  local  swells'  social 
whirl.  If  life  in  the  big  city  is  high  school  with  money,  then 
Binn's  mags  are  the  yearbooks,  the  mirrors  in  which  readers 
wish  to  see  their  reflections.  (Full  disclosure:  This 
columnist's  photograph  has  appeared  twice  in  Binn's 
magazines.)  Us  Weekly  caters  to  readers'  appetite  for 
celebrity-gawking;  Binn's  mags  cater  to  readers'  hunger  to 
gaze  at  themselves. 

SEPTEMBER  BRINGS  NICHE'S  entries  into  Boston  and 
Washington:  Boston  Common  and  Capitol  File.  Next  year,  Niche 
launches  in  Chicago  and  Atiantic  City.  In  late  2004,  Niche 
applied  for  trademarks  for  titles  relating  to  Houston,  Seattle, 
San  Diego,  Sun  Valley,  Palm  Springs,  Palm  Beach,  and  Phoenix. 
And  Binn  hints  that  the  model  could  work  inter- 
nationally. "Fve  never  had  a  bad  launch,"  he  boasts 

Going  abroad  may  not  be  a  bad  idea.  Binn's 
market  is  getting  crowded.  Capitol  File  will  be  one 
of  three  free  luxury  launches  in  D.C 
next  year.  Last  year,  Chicago's 
Modern  Luxury  LLC  chain  snagged 
a  reported  $50  million  investment 
from  Shamrock  Partners  Ltd.;  it 
just  launched  titles  in  San  Diego 

NIGHT  OUT  Binn  (far  right) 
at  a  publicity  event  in  LA. 
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and  Houston.  Urban  Publishers  Inc.  puts  out  PaperCity  ii 
four  markets  and  wants  to  expand. 

Good  God.  Is  this  where  magazines  are  heading? 

Shifts  in  culture— we  are  all  celebrity  hounds  now— an 
business  have  propelled  Binn's  climb  to  semi-respectabil 
As  big-name  magazine  publishers  struggle  to  stem  erodii 
circulation  and  advertising  revenue,  Binn's  publishing-lii 
formula  suddenly  looks  good.  "What  Jason  has  created  is 
party  everyone  wants  to  be  a  part  of,"  says  one  executive  i 
major  magazine  publisher.  "More  publishers  should  pay 
attention  to  his  cost  structure"— modest,  thanks  to  tiny  s^ 
Although  many  have  wondered  which  ads  are  actually  pa 
for  in  a  Niche  magazine,  industry  executives  who  have  se 
the  financial  data  say  Binn's  magazines  last  year  posted 
around  $40  million  in  revenue.  These  executives  say  Bim 
discussed  potential  deals,  fruitlessly,  with  major  compani 

"They're  a  form  of  targeted  marketing,"  says  Agency  2 
LLC  Chairman  Donald  P.  Ziccardi,  who  has  bought  ads  ir 
Niche  titles  for  clients  like  Ellen  Tracy.  "The  circulations ; 

relatively  small"— the  bigges 
LA.  Confidential,  at  66,000- 
"but  they're  so  focused."  The 

JaSOIl  BUlll'S         glossv>  oversize  format,  and 
•*—  sheer  number  of  luxury  ads 

{Aspen  Peak's  summer-fall  is* 
weighs  in  at  300  pages)  is  a 
consumer  experience  that  do 
translate  online,  which  migh 
grab  traditional  publishers  ri 
of  losing  readers'  attention 
the  Web. 

«     Lunch  is  ending  at  the  Four  Seas 
As  Binn  leaves,  he  chats  up  Details 
Editor-in-Chief  Dan  Peres,  who  te 
Binn:  "You're  mockable,  but  you'r 
grinning  all  the  way  to  the  bank 
^^^^    Binn  heard  a  put-down,  i 
-^^^^     didn't  show.  He  had  wi 
over  another  audienc 
He  was  beaming 

E-mail:  joi 
@businesswt 


Vanity  sells: 
Jason  Binn's 
fluffmags 
have  proved 
awinning 
formula 


Your  priceless  innovations. 
Delivered  precisely  as  promised. 


The  world's  largest  semiconductor  foundry 
delivers  advanced  technologies  in  ways 
customers  value  most.  Considering  how 
much  you  put  into  your  designs,  it's  critical 
to  know  your  foundry  can  consistently 
deliver.  Nobody  does  like  TSMC.  As  the 
world's  most  established,  dedicated 
foundry,  we  have  a  track  record  of  success 
that's  second-to-none,  bring  proven  IP  to 
the  table,  and  commit  that  we'll  never 
compete  with  you.  Together,  we'll  reliably 
generate  fast  time-to-market,  rapid  ROI, 
and  ongoing  peace-of-mind. 
www.tsmc.com 


jm 


ft  '"HI  III  III  I  ll 
■  I..  ■>!  Ill  III  1  II 
J ."■■  ..I    «|l    111    Ik. 


^M? 


Empowering  Innovation" 


Copyright  ©  TSMC.  Ltd.  2005.  All  Rights  Reserved. 


You  Don't  Need  to  Be  an  Acrobat 
To  Get  Better  PDF  for  Business 


01 


Now  Everyone  Can  Convert,  Create,  and  Edit  PDF  -  for  Under  $100 

Introducing  ScanSoft®  PDF  Converter  Professional  3 


Everyday,  business  professionals  like  you  are  faced  with  the 
challenge  of  working  smarter  and  faster.  Using  PDF  files  to 
share  information  and  collaborate  has  helped  deliver  more 
efficiency. .  .at  a  high  price. 

ScanSoft  PDF  Converter  Professional  3 
is  a  complete  business  PDF  solution 
that  gives  you  everything  you  need— at 
a  price  that  allows  you  to  put  PDF  on 
every'  desktop.  For  under  $100, 
you  get  100%  industry-standard 
PDF  creation  from  all  of  your 
applications;  an  easy  way  to  view, 
edit  and  customize  all  of  your  PDF 
documents;  and  the  security  of 
encryption  and  digital  signatures. 


What's  more,  PDF  Converter 
Professional  3  gives  you  features  not  available  anywhere 
else  — innovations  that  will  make  your  business  more 
efficient  than  ever  before. 


Business  PDF               PDF  Converter       Adobe  Acrobat 
Features                  Professional  3           Standard  7 

Price 

$99 

$299 

Create  secure  PDF  fites  from 
any  PC  application 

• 

• 

Save  PDF  to  fu»y  formattsd 
Word  or  Excel  files 

• 

Make  any  PDF  form  filable 
with  one  dck 

• 

fit  save  and  cfcjrtaly  sign 
PDF  forms 

• 

• 

Edt  annotatE  fighioM  and 
customize  PDF  files 

• 

• 

Fill  any  PDF  Form.  What  good  is  an  electronic  PDF  form  if  voi 
have  to  print  it  and  fill  it  out  by  hand?  With  PDF  Convener 
FormTyper^  feature,  all  you  need  to  do  is  click,  and  every  PDI 

form  can  be  filled,  saved  and  submittet 

electronicaDv. 


Convert  and  Edit.  Now  you  can  tun 
any  PDF  file  into  a  fully-formattec 
Word  or  Excel  document   for  eas\ 


and 
reduce  costs.  Find  out  why.  Try 
ScanSoft  PDF  Converter  Professional  3 
today  —  and  see  why  its  called  "Better 
PDF  for  Business"'." 


Accelerate  File  Sharing.  Create  PDr 
files  faster  than  ever  before  —  up  to  3> 
faster  than  the  competition. 

Millions  of  business  users  rely 
on  ScanSoft  producti\4ty  applications 
to  improve  their 
efficiency 
out    why. 


To  learn  more  visit  www.ScanSoft.com/BusinessPDF 


To  purchase  or  learn  more  about  ScanSoft  Open  License  program  contact  your  preferred  reseller  or  call  1-800-380- 1234 
CDW>#S^rum    D*UL     ^    pcS^tat  <%gg?     COMPUSA  gSS 

s*— <*^  '  '  that  <ws  aasyr 

ScanSoft.  Producovvy  Without  Boundaries,  the  PDF  Converter  Professional  logo.  FormTyper.  Better  PDF  for  Bmmra.  and  the  ScanSoft  logo  are  trademarks  anoVor 
of  ScanSoft.  Inc.  or  m  subtxnanes  in  tbe  United  States  and.  or  other  countries.  Adobe  and  Acrobat  are  trademarks  or  regntered  trademarks  of  Adobe  Systems  1st 
United  States  and  or  other  coutnes.  Word  and  Excel  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  anoVor  other 
»cs  may  be  the  trademarks  of  their  respective  owner*.    O  2O06  ScanSoft.  Inc.  AB  rights  reserved. 


tn  the 
\.J«Ser 


ScanSoft' 

Productivity 

without  Boundaries' 


vMES  C.  COOPER  &  KATHLEEN  MADIGAN 


>oubts  About 

he  Productivity  Slowdown 

it's  the  Fed  to  do  about  widely  differing  measures  of  output  per  hour? 


.S.  ECONOMY 


Many  expectations  about  the  economy  in  2005  have 
n  predicated  on  the  performance  in  productivity.  Conventional 
iom  held  that  slower  growth  in  output  per  hour  worked— a  typical 
id  this  far  into  a  recovery— would  prompt  companies  to  hire  more, 
abor  costs,  intensify  the  pressures  under  inflation,  and  cause  the 


il  Reserve  to  keep  raising  interest  rates. 
I  lo  and  behold,  the  latest  news  seems  to  fulfill  those 
sts.  On  Aug.  9,  the  Bureau  of  Labor  Statistics  said 
the  second  quarter,  the  most  widely  followed 
re  of  productivity,  output  per  hour  in  the  nonfarm 
'jss  sector,  grew  at  a  2.2.%  annual  rate  from  the  first 
r.  Over  the  past  year,  productivity  increased  just 
down  sharply  from  the  5%  yearly  pace  seen  at  the 
'2003. 

it  report  came  just  days  after  the  BLS  said  nonfarm 
Is  jumped  by  a  large  207,000  in  July,  with  upward 
>ns  to  the  May  and  June  data.  And  as  expected,  the 
ked  rates  on  Aug.  9  by  a  quarter-point  for  the  10th 
a  15  months,  to  3.5%.  Looks  like  conventional 
m  is  knocking  down  all  the  pins,  right? 
daps,  but  what's  overlooked  in  the  above  numbers 
fact  that  the  BLS  actually  calculates  a  second  broad 
ire  of  productivity,  one  that  shows  a  more  robust 
and  one  that  happens  to  be  followed  closely  by  the 
his  measure  covers  only  the  nonfinancial  corporate 
,  and  it  shows  productivity  in  the  first  quarter  grew 
Tom  a  year  ago.  (The  BLS  reports  these  data  with  a 
lonth  lag.)  That  pace  is  actually  faster  than  the  4.5% 
clip  recorded  at  the  end  of  2003  (chart). 
t  conflicting  signs  in  productivity  come  at  a  crucial 
Labor  markets  are  tightening,  and  the  continued 
i  oil  prices  threatens  to  spill  over  into  the  prices  of 
goods  and  services.  Correctly  gauging  the  pattern  of 
ctivity  is  crucial  to  deciding  how  much  inflation 
tial  there  is  in  the  economy  and  how  much  further 
td  will  have  to  lift  rates  to  sustain  its  goal  of 
hued  price  stability. 

I  IN  MIND  THAT  NEITHER  set  of  data  is  necessarily 
\  than  the  other.  They  just  use  different  measures  of 
It.  In  the  widely  cited  nonfarm  business  sector 
t  of  productivity,  output  is  derived  from  data  similar 
It  which  goes  into  the  gross  domestic  product, 
iictivity  in  the  nonfinancial  corporate  sector  uses  an 
it  measure  derived  from  the  equivalent  gauge  of 
pmic  activity,  gross  domestic  income.  Theoretically, 
[due  of  products  and  the  income  they  generate 
d  be  the  same.  Fed  Chairman  Alan  Greenspan  has 


called  the  two  standards,  "conceptually  equivalent."  But 
since  the  government  uses  different  sources  of 
information  to  tally  up  GDP  and  GDI,  the  numbers  rarely 
match  in  practice. 

What  raises  this  debate  into  the  realm  of  policy 
importance  is  that,  in  the  past,  Greenspan  has  tracked 
this  second  set  of  productivity  data  closely.  In  his  July  20 

testimony  before 


TWO  PRODUCTIVITY 
GAUGES,  TWO  STORIES 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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I  NONFARM  BUSINESSES 
I  NONFINANCIAL  CORPOR 


tTIONS 


I '03 II     III     IV    I '04  II    III    IV    I '05  II 
Data:  Bureau  of  Labor  Statistics.  Global  Insight  Inc. 


Congress,  Greenspan 
noted  the  divergent 
trends  in  both  measures, 
and  concluded  that  more 
evidence  would  be 
needed  to  gauge  the 
extent  of  the  productivity 
slowdown.  And  although 
further  revisions  by  the 
BLS  will  eventually  tell 
the  true  story,  what  the 
data  seem  to  be  saying 
now  is  that  productivity 
has  not  slowed  down  by  as  much  as  the  nonfarm 
business  trend  shows,  but  it  is  not  as  strong  as  the 
nonfinancial  numbers  indicate. 

WHERE  BOTH  MEASURES  do  agree  is  that  labor 
compensation  surged  in  recent  quarters,  reflecting  large 
bonus  payments  and  other  profit-related  pay  such  as 
stock  option  exercises.  But  given  the  two  measures' 
different  growth  rates  for  productivity,  they  indicate 
disparate  trends  in  unit  labor  costs  and  profit  margins. 
Those,  in  turn,  imply  different  responses  from  the  Fed. 

In  the  nonfarm  business  measure,  smaller  gains  in 
efficiency  are  no  longer  offsetting  increases  in  labor 
compensation.  As  a  result,  it  now  costs  businesses  far 
more  to  make  and  sell  one  unit  of  their  product.  Last 
quarter,  nonfarm  unit  labor  costs,  which  have  typically 
been  a  key  driver  of  inflation  during  periods  of  strong 
demand,  were  up  4.3%  from  a  year  ago,  the  fastest  yearly 
clip  in  nearly  five  years. 

As  a  result,  businesses  are  faced  with  either  raising 
prices  faster  in  order  to  keep  up  or  watching  their  profit 
margins  shrink.  If  more  companies  choose  the  former, 
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the  Fed  vrill  have  to  move  more  aggressively  than  the 
financial  markets  now  expect. 

But  within  the  nonfinancial  sector,  faster  productivity 
means  unit  labor  costs  are  up  by  just  1.4%  from  a  year 
ago,  about  the  same  clip  as  prices.  Consequendy, 
businesses  have  litde  need  to  protect  margins,  and  the 
Fed  can  worry  less  about  cost  pressures  feeding  into 
inflation  expectations.  Policymakers  can  continue  with 
their  "measured"  pace  of  quarter-point  hikes  (chart). 

Which  is  right?  As  Greenspan  noted,  it  might  take  a 
while  to  sort  it  all  out.  However,  one  advantage  of  the 
nonfinancial  corporate  numbers  is  that,  since  they  rely 
more  on  income-based  reporting,  they  give  more  of  an 
"apples  and  apples"  comparison  between  compensation 
and  output.  The  data  from  the  nonfarm  business  sector, 
meanwhile,  offer  a  sort  of  "apples  and  oranges" 
comparison  of  compensation  and  output  per  hour. 

Moreover,  the  surprising  strength  of  profits  so  far  this 
year  suggests  that  the  more  sanguine  reading  of  unit 
labor  costs  from  the  nonfinancial  sector  may  well  be 
closer  to  the  truth.  That  means  profits  and  compensation 
should  do  equally  well  in  the  second  half,  especially  since 
the  latest  data  on  orders,  inventories,  and  sales  suggest 
real  GDP  is  on  track  to  grow  at  a  4%  annual  rate. 

A  NEW,  LOOMING  QUESTION  for  the  second  half, 
though,  is  whether  monthly  job  gains  of  200,000  or  more 
can  offset  the  drag  from  $65-per-barrel  oil.  The  average 
price  for  a  gallon  of  gasoline  hit  a  record  $2.37  in  the 
week  of  Aug.  8.  If  oil  stays  near  $65,  then  a  gallon  of  gas 


could  hit  $2.60  soon,  with  drivers  in  some  cities  HI 
shelling  out  well  more  than  $3. 

But  so  far,  the  oil  spike  hasn't  stopped  demand, 
latest  news  from  car  dealers  and  other  retail  outlet 
consumers  have  not  pared  back  their  other  purcha 
afford  the  higher  tab  at  the  gas  pump.  Even  in  its  A 

policy  statement,  t 


HOW  FAST  ARE  UNIT 
LABOR  COSTS  RISING? 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


noted  that  "aggreg 
spending,  despite  r 
energy  prices,  appe 
have  strengthened 
late  winter." 

A  major  reason  1 
is  tighter  job  marke 
which  are  pushing 
raises.  In  July  the  a 
hourly  pay  for  prod 
workers  rose  0.4%  | 
June.  Over  the  pas 
wages  rose  2.7%,  uj 
a  2%  pace  a  year  ago,  keeping  household  budgets  a  | 
ahead  of  inflation. 

For  the  economy  as  a  whole,  the  acceleration  in  ] 
indicates  workers  are  starting  to  benefit  more  from 
productivity  gains  than  capital  is.  A  better  balance 
between  personal  income  and  corporate  earnings 
mean  that  both  consumers  and  businesses  can  keep| 
spending  in  the  second  half,  even  with  the  higher  er 
bills.  That  will  be  good  for  the  economy,  no  matter  \j| 
measure  of  productivity  you  choose  to  follow. 


I  '03 II    III    IV    I '04  II     III    IV    I '05  II 
Data:  Bureau  of  Labor  Statistics 


CHILE 


Inflation  Fears— for  Good  Reason 


THE  ECONOMIC  PARTY  in  Chile  is 
in  full  swing.  No  wonder,  then,  that 
the  central  bank  is  under  pressure  to 
remove  the  punch  bowl  quickly. 

The  latest  monthly  business 
activity  index  shows  the  economy 
grew  6.4%  in  the  year  ended  in  June. 
The  gain  supports  most  forecasts  that 
Chile  will  grow  by  about  6%  this  year, 
after  expanding  6.1%  in  2004. 

Growth  is  broad-based.  First, 
healthy  job  gains  are 
fueling  consumer 
spending.  For  the 
three  months  ended  in 
May,  jobs  rose  by 
239,000  from  the 
same  period  in  2004, 
the  strongest  showing 
in  12  years.  Second, 
businesses  are 
investing  more  in  new 
plants  and  equipment. 
Production  of  capital 
goods  was  up  by  39% 


CHILE'S  ECONOMY 
IS  ROARING  AHEAD 


PERCENT  CHANGE  FROM  A  YEAR  AGO 

MONTHLY  INDEX  OF 
ECONOMIC  ACTIVITY 


JAN.  '02 

Data:  Global  Insight  Inc. 


in  the  year  ended  in  the  second 
quarter,  and  imports  of  business 
equipment  are  also  surging. 

Last,  record  high  prices  and  solid 
demand  from  China  has  increased 
foreign  sales  of  copper,  Chile's  No.  1 
export.  Total  exports  in  the  first  seven 
months  of  2005  jumped  by  23%  from 
the  same  period  in  2004.  But  even  so, 
the  trade  surplus  is  shrinking  because 
consumer  demand  for  cars  and 
electronics,  along 
with  high  oil  prices 
and  capital  spending, 
is  boosting  imports. 
With  the  economy 
booming,  it's  not 
surprising  that  the 
central  bank  of  Chile 
is  worrying  about 
inflation.  In  July,  total 
consumer  prices  were 
up  3.1%  from  their 
year-ago  levels,  while 
core  prices,  which 


JUNE  'J5 


exclude  food,  fuel,  and  some  othl 
items,  rose  2.4%.  Plus,  tighter  la 
markets  suggest  cost  pressures  % 
keep  building  into  2006,  especia 
since  the  government  has  appro' 
plan  to  lift  the  minimum  wage  b 
12%  over  the  next  two  years. 

The  central  bank  began  to  lift 
interest  rates  gradually  in  Septer 
2004,  when  it  was  clear  the  rear 
was  on  firm  footing.  Now,  with 
growth  so  strong  and  widespreai 
investors  are  thinking  the  bankr 
hike  rates  at  each  meeting  for  the 
of  2005.  If  so,  the  overnight  polk 
rate  will  hit  4.75%  by  yearend. 

In  December,  Chileans  will  ele 
new  president.  The  front-runner, 
former  Defense  Minister  MicheD 
Bachelet,  has  promised  to  mainC 
Chile's  fiscal  surplus,  while  taltinj 
steps  to  ensure  that  the  country's 
economic  vigor  trickles  down  to  i 
poorest  citizens,  who  so  far  have 
shared  little  in  Chile's  prosperity. 
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Don't  let  inefficient  printers  brazenly  take  your  hard-earned  profits  without  putting  up  a  fight.  Combat  them 
with  Toshiba's  Encompass,™  an  innovative  tool  that  sniffs  out  inefficiencies,  gives  you  strategies  to  maximize 
your  office  machines  and  helps  you  to  put  an  end  to  the  stealing.  To  learn  more,  go  to  endthestealing.com 


TOSHIBA 

Don't  copy.  Lead. ' 
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TECHNOLOGY  ^ll  I  ^A    y^|# 

from  BLACK 

MARKETto 

FREE  M  ARKE 

Frustrated  computer-security  firms 
are  offering  to  buy  tips  from  the  very 
hackers  who  bedevil  them 

BY  BRIAN  GROW  AND  STEVE  HAMM 


i 


HE  RUSSIAN  HACKER 
known  as  "Bit"  had 
something  valuable  to 
sell.  He  had  spotted  a  de- 
fect in  Microsoft  Corp.'s 
Internet  Explorer  Web 
browser  that  makes  it  vul- 
nerable to  attack— and  figured  out  how  to 
exploit  it.  In  an  underground  chat  room 
frequented  by  virus  writers,  Bit  made  his 
pitch.  "I'm  selling  a  zero-day  exploit  for 
Internet  Explorer,"  read  the  ad  posted  at 
http://forum.web-hack.ru  on  July  16.  The 
price?  $300. 

Bit  has  plenty  of  places  to  peddle  his 
wares.  Web-hack.ru  is  just  one  storefront 
in  a  massive  underground  trade  in  com- 
puter vulnerabilities— the  flaws  in  soft- 
ware that  malicious  hackers  love  to  ex- 
ploit. Organized  crime  pays  top  dollar  for 
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information  that  helps  it  break  into  cor- 
porate databases  and  pilfer  people's  iden- 
tities, say  security  analysts.  The  data  are 
plentiful.  Like  Bit,  hundreds  of  hackers 
barter  tips  at  Web-Hack.ru  on  how  to 
crack  technology  from  Microsoft's  Win- 
dows XP  to  the  Symbian  operating  system 
used  in  millions  of  mobile  phones. 

PAYOLA? 

NOW  THERE'S  A  NEW  TWIST.  A  handful 
of  computer-security  firms  are  creating  le- 
gitimate markets  in  hacker  intelligence 
and  offering  to  buy  tips  from  some  of  the 
very  people  who  bedevil  them.  The  mar- 
kets are  controversial,  since  they  reward 
hackers  for  uncovering  computer  loop- 
holes and,  to  some  outsiders,  look  like  the 
payoffs  of  a  protection  racket.  But  securi- 
ty firms  argue  that  this  free-market  ap- 


proach will  give  them  critical  infon 
tion  so  they  can  boost  protection  i 
their  clients. 

Next  week  security  outfit  TippingPcl 
will  launch  its  market  in  vulnerabilit 
called  Zero  Day  Initiative.  The  term  "z 
day"  refers  to  the  goal  of  some  hacker 
exploit  software  flaws  before  the  » 
ware's  maker  has  any  notice  to  fix  th« 
As  part  of  the  program,  TippingPoint* 
offer  the  equivalent  of  frequent-f 
points  for  hackers.  Repeat  contribut 
can  amass  points  that  generate  bonu 
of  as  much  as  $20,000.  "If  the  infon 
tion  comes  from  somebody  who  wo 
have  otherwise  sold  it  on  the  black  rr 
ket,  it's  a  great  thing,"  says  Marc  Wi 
beek-LeMair,  chief  technology  officei 
3Com  Corp.,  which  owns  TippingPo 
"This  is  the  way  of  the  future." 
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A  flood  of  Chinese  < 

I  Internet  IPOs?  « 


Fans  and  audiences 
stay  home  in  droves 
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marketing  strategies 
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If  s  all  part  of  a  fresh 
effort  by  the  tech  indus- 
try to  come  to  grips  with 
hackers.  Technology  de- 
fenses alone  can't  stop 
the  rising  flood  of  com- 
puter viruses,  break-ins, 
and  fraud.  So  some  tech 
companies  are  begin- 
ning to  try  to  develop 
relationships  in  the 
hacker  community.  The 
goal  is  to  secure  the  help 
of  responsible  hackers 
known  as  White  Hats, 
fight  off  the  malicious 
Black  Hats,  and  win 
over  those  who  are  in 
between.  "Understand- 
ing the  people  behind 
the  keyboard,  the 
mouse,  and  the  code- 
writing  is  really  impor- 
tant to  mitigating  their 
attacks,"  says  Daniel  J. 
Larkin,  chief  of  the  FBI's 
Internet  Crime  Com- 
plaint Center. 

The  importance  of 
hacker  relations  was  un- 
derscored recently  when 
Cisco  Systems  Inc.  got 
into  an  ugly  dispute  at  the  Black  Hat  con- 
ference in  Las  Vegas,  an  annual  gathering 
of  security  experts  and  hackers.  A  securi- 
ty researcher,  Michael  Lynn,  had  planned 
to  give  a  presentation  on  weaknesses  in 
Cisco's  Internet  Operating  System  to 
help  Cisco  customers  protect  themselves. 
But  Cisco  and  Lynn's  employer,  Internet 
Security  Systems  Inc.,  cut  a  deal  to  stop 
the  talk.  Lynn  resigned  and  gave  the  talk 
anyway  on  July  27.  Cisco  slapped  him 
with  an  injunction  the  next  day  that  de- 
manded the  names  of  "anyone  to  whom 
he  disclosed... sold,  or  offered  to  sell. ..any 
Cisco  code  or  any  vulnerabilities." 

It  was  tantamount  to  declaring  war  on 
hackers.  "They  were  too  heavy-handed, 
and  now  the  hacker  community  is  pissed 


:  •_ 


off  at  them,"  says  Kevin  D.  Mitnick,  a  no- 
torious computer  whiz  who  was  jailed  for 
hacking  and  has  since  set  up  his  own 
computer-security  consultancy.  Ever 
since  the  suit,  an  army  of  programmers 
has  been  working  to  break  Cisco's  tech- 
nology, security  experts  say.  Cisco  says  it  is 
rethinking  its  policy  of  having  only  ad-hoc 
interactions  with  hackers.  "We're  talking 
internally  about  what  we  should  be  doing 
beyond  what  we're  already  doing,"  says 
Robert  Gleichauf,  chief  technology  officer 
of  Cisco's  security-technology  group. 
Lynn  could  not  be  reached  for  comment. 
Microsoft  may  be  at  the  other  extreme. 
Because  of  its  Windows  monopoly  and 
history  of  bullying  rivals,  the  giant  has 
been  a  favorite  target  of  hackers  and  has 


Pssst.  Wanna  Buy  Some  Code? 


long  viewed  them  with  disdain.  Buv 
the  company  is  actively  cultivating  p 
in  the  community.  At  the  same  Las ' 
conference  where  Cisco  got  into  its  p 
spat,  Microsoft  threw  a  party  at  Pur 
glitzy  nightclub  in  Caesars  Palace, 
opened  the  bar  to  more  than  450  set 
researchers  and  solo  hackers.  "One . 
native  is  to  take  an  acrimonious  relj 
ship.  Another  is  to  recognize  that 
people  are  passionate  about  secu 
says  Kevin  Kean,  director  of  securii 
sponse  at  Microsoft.  "The  party  is  an 
est  attempt  to  develop  that  commun 

CHARM  OFFENSIVE 

THAT'S  JUST  ONE  part  of  Micro: 
charm  offensive.  In  March  the  Redn 
(Wash.)  firm  hosted  a  two-day  Blu€ 
Summit  (the  evenf  s  name  refers  b 
crosoft's  blue  logo).  The  meeting  all 
hackers  to  hobnob  with  senior  execu  t 
such  as  Windows  czar  James  E. 
Another  summit  is  scheduled  for 
The  industry's  tactics  seem  to  be 
ning  over  some 
intended  targets^Jj 
Kaminsky,  a  26-yeaL  - 
self-professed    oHm 
who  runs  his  ownM^ 
rity  outfit,  DoxPareL . 
search,  from  his  hf 
in  Seattle,  says  the  likes  of  Microsoft  L 
typically  shunned  him  and  his  h 
friends.  But  in  March  he  was  invite  1^ 
speak  at  the  Blue  Hat  Summit.  Nov 
intrigued  by  the  Zero  Day  Initiative  t- 
says  the  hacker  community  is  bu 
with  hope  that  ZDI  will  snare  some  < 
most  dangerous  code  from  the  darkjj 
ners  of  the  Web.  "The  best  way  to  st< 
security  problem  is  to  know  how  it's 
ing  written,"  says  Kaminsky.  "You 
get  the  developers  inside  the  walls.*1 
TippingPoint  has  developed  its 
gram  with  great  care.  To  keep  out  hacl 
who  may  exploit  the  market,  the  compj- 
requires  all  participants  to  provide  pll 
IDs  and  undergo  background  check! 
will  also  only  make  payments  for  the  L 


ID,  PLEASE 

TippingPoint 
does  back- 
ground checks 
on  hackers 


The  greater  the 
vulnerability,  the 
more  buyers  are 
willing  to  pay.  Here's 
how  the  market 
works: 


T 


HOW  POPULAR? 

Finding  a  bug  in 
Microsoft's  Internet 
Explorer  browser,  used  by 
billions,  will  generate 
more  cash  than  finding  a 
bug  in  Mozilla's  less 
common  Firefox  browser 


HOW  SERIOUS? 

A  vulnerability  allowing 
hackers  to  break  into  the 
CEO's  computer  or  a 
corporate  database  is 
worth  more  than  one  that 
compromises  a  few 
insignificant  PCs 


HOW  BASIC? 

Discovering  a  flaw  in  the 
original  code  of  a  Cisco 
router  will  pay  more  than 
locating  a  flaw  that 
requires  a  hacker  to  write 
new  code  to  exploit  the 
product's  software 


HOW  EASY? 

Uncovering  a  hole  in  I 
database  software  th 
leads  straight  to  cust 
data  is  more  valuable  I 
finding  a  browser  flaw 
requires  sending 
"phishing"  e- 

Data:  3Com. 
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lities  via  Western  Union  Financial 
*s  Inc.  or  bank  transfers,  not  on- 
oney  transfers,  which  allow  iden- 
o  be  masked. 

GING  HOLES 

'ROGRAM  IS  DESIGNED  to  look 
frequent-flier  program.  There  are 
»vels  of  privileges:  bronze,  silver, 
and  platinum.  In  addition  to  a 
00  bonus,  platinum-level  hackers 
t  triple  reward  points  for  each  new 
hey  discover  that  year.  At  ZDl's 
party,  750  people  attended, 
e  is  this  wealth  of  unharnessed  re- 
i  out  there,"  says  3Com's  Wille- 
^eMair.  "By  putting  a  program 
d  it,  we  can  make  sure  it  is  used  in 
;ht  way." 

ly  evidence  suggests  that  such 
ts  can  deliver  results.  The  Reston 
ecurity  firm  that  pioneered  paying 
lnerabilities  in  2002,  iDEFENSE, 
00  hackers  in  30  countries  have 
id  1,100  security  holes  so  far.  That 
lp  to  about  350  a  year,  compared 
i  total  of  3,780  viruses  found  last 
ccording  to  Carnegie  Mellon  Uni- 
s  government-backed  Computer 
*ency  Response  Team  (CERT), 
lse  says  it  won't  work  with  any 
rs  that  it  knows  have  done  harm. 
t  of  the  converts  is  Vladimir 
win.  The  Russian  security  guru 
information  about  software  flaws 
3  own  Web  site,  after  informing 
ompanies.  Now,  as  a  member  of 
;nse's  bugs-for-bucks  program, 

0  makes  cash  from  his  work— and 
data  about  unpatched  flaws  out  of 
acker  world.  "Getting  money  for 
;ing  disclosure  policy  is  as  good  as 
loice,"  he  says. 

1,  paying  a  ransom  for  tips  makes 
in  the  security  community 
y.  They  worry  the  practice  could 

1  even  more  Black  Hat  hackers 
to  cash  in  and  could  expose  soft- 
holes  faster  than  tech  firms  are 
d  fix  them.  Most  chilling:  Hackers 
participate  could  play  both  sides 

street,  collecting  information  on 

rabilities  for  malicious  use  at  the 

time  they  offer  up  a  few  tips. 

company  has  to  be  concerned  if 

ire  giving  money  to  people  they 

are  trying  to  do  bad,"  says  Gene 

es,  president  of  security  software 

'  McAfee  Inc.  "I  don't  believe 

are  any  circumstances  where 

right,  and  any  companies  doing 

uld  reconsider."  ■ 

—With  Jay  Greene  in  Seattle  and 

Sarah  Lacy  in  San  Mateo,  Calif. 


HAPPY  DAY 

Suddenly 
Li's  company 
is  worth 
billions 


\Q  Listed  [BIDU 


STOCK  OFFERINGS 


THERE'S  MORE  WHERE 
BAIDU  CAME  FROM 

The  search  engine's  runaway  stock  may 
spur  Chinese  Net  IPOs-and  rein  in  M&A 


HOW  DO  YOU  SAY  FEED- 
ing  frenzy  in  Chinese? 
The  moon  shot  of  an  ini- 
tial public  offering  by 
Chinese  Internet  search 
engine  Baidu.com  Inc. 
—whose  $27-a-share 
launch  on  Aug.  4  jumped  fivefold,  to 
$154,  before  settling  back  to  around 
$90— shattered  a  five-year  record  for  the 
best  debut  on  the  NAS- 
DAQ. It  tapped  into  a 
deep  investor  hunger 
for  the  next  Google  Inc. 
—which  has  seen  its 
shares  triple  in  the  past 
year— and  a  desire  to 
profit  from  the  Internet 
in  China,  where  some 
100  million  people  now 
go  online. 

So  will  Baidu's  suc- 
cess unleash  a  flood  of 
China       Net       IPOs?     ^^^^^^ 
There's  good  reason  for 
excitement.  Broadband  subscribers  in 
China  last  year  more  than  doubled,  to 
43  million,  and  Beijing  technology  re- 
search firm  BDA  China  Ltd.  is  forecast- 


Reward 


KEY  CHINESE  NET  COMPANIES  P/E 


Baidu 


Netease 


Shanda 


Sohu 


SINA 


Net  search 


Web  portal 


Online  games 


Web  portal 


Web  portal 


earnings  Data: 


worth  $208  million  in  2004,  will  ex- 
pand to  nearly  $1  billion  by  2009.  Al- 
though the  stampede  into  Baidu  is  part- 
ly based  on  the  search  engine's 
similarity  to  Google,  it  also  reflects  opti- 
mism about  that  potential  growth. 
That's  why  many  analysts  are  bullish  on 
Chinese  Internet  companies.  "We  will 
see  an  expansion  of  the  valuations. 
Baidu  helped  that,"  says  Piper  Jaffray 
analyst  Safa  Rashtchy. 
Indeed,  some  Chinese 
tech  companies  that 
have  been  considering 
a  flotation  might  now 
jump  in.  "Given  the 
success  of  Baidu,  I'm 
sure  some  other  Google 
look-alikes  will  be  in- 
spired to  [do  an]  IPO," 
says  Khiem  Do,  head  of 
Asian  equities  at  Baring 
Asset  Management. 

At  the  same  time, 
Baidu's  offering  could 
put  a  damper  on  a  wave  of  mergers  and 
acquisitions  among  Chinese  Net  compa- 
nies that  had  been  picking  up.  Yahoo! 
Inc.  last  year  paid  $120  million  for  con- 
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ing    the    online    advertising    market,      trol  of  Beijing  3721  Technology  Co.,  and 
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it  now  appears  to  be  close  to  a  $1  billion 
deal  to  buy  a  one-third  stake  in  Aliba- 
ba.com.  an  online  marketplace  for  small 
and  midsize  Chinese  companies.  And  in 
February  online  game  pioneer  Shanda 
Interactive  Entertainment  Ltd.  bought  a 
19%  stake  in  portal  Sina.com.  x\fter 
Baidu's  performance,  however,  Chinese 
Net  entrepreneurs  may  believe  their 
companies  are  worth  more  than  poten- 
tial acquirers  are  willing  to  pay.  "The 
Baidu  IPO  pushes  valuations  beyond  the 
point  where  many  M&A  deals  can  get 
done,"  says  David  Liu,  a  managing  di- 
rector at  investment  bank  Jefferies  &  Co. 

'CROWD  PSYCHOLOGY' 

ALL  THIS  DOESN'T  MEAN  Baidu  truly 
warrants  its  own  sky-high  valuation. 
Baidu,  co-founded  five  years  ago  by  for- 
mer Infoseek  engineer  Robin  Yanhong 
Li,  is  the  mainland's  No.  1  search  en- 
gine, with  45%  of  the  market.  But  the 
company  earned  just  $1.45  million  on 
$14  million  in  sales  in  2004.  At  $90  per 
share,  Baidu's  market  capitalization  is 
nearly  $3  billion— which  values  it  at 
more  than  1,800  times  12-month  trail- 
ing earnings,  compared  with  price- 
earnings  ratios  of  70  or  so  for  Google 
and  Yahoo.  And  Baidu  faces  intense 
competition.  Its  rivals  include  well- 
heeled  U.S.  search  providers  such  as 
Google  (which  owns  2.6%  of  Baidu), 
smaller  Chinese  search  sites,  e-com- 
merce  players  like  Alibaba,  and  portals 
Netease,  Sina,  and  Sohu.  "We  are  in  the 
realm  of  crowd  psychology,"  says  Dun- 
can Clark,  BDA's  managing  director. 

Investors  might  also  note  that  the 
record  of  Chinese  Net  stocks  has  been 
mixed.  Of  the  10  Chinese  tech  compa- 
nies that  went  public  last  year,  7  are 
trading  below  their  offering  price.  On- 
line 51job  Inc.,  which  went  public  at 
$14  in  September,  2004,  zoomed  to 
$55  before  falling  to  its  current  $13. 
The  one  exception:  Shanda  Interactive, 
the  best-performing  stock  on  the  NAS- 
DAQ last  year.  It  went  public  in  May, 
2004,  at  $11  and  now  trades  at  $37.50, 
up  241%.  Although  Baidu's  IPO  boost- 
ed some  of  the  laggards,  they  quickly 
fell  back  to  where  they  were  before  the 
IPO.  In  a  feeding  frenzy,  it  seems, 
.someone  always  gets  bitten.  ■ 

-By  Brian  Bremner  in  Hong  Kong 

and  Justin  Hibbard  in  San  Mateo,  Calif., 

with  Steve  Rosenbush  and  Heather 

Green  in  New  York 
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For  a  Q&A  with 
Jefferies  &  Co.  Managing  Director  David  Liu, 
please  visit  www.businessweek.com 


ENTERTAINMENT 


TRADING  THE  BLEACH E 
FOR THE COUCH 

Americans  are  staying  away  from  evem 
and  movies  in  droves.  Is  it  a  blip  or  a  trei 


IT  HASN'T  BEEN  MUCH  FUN  THIS 
year  for  the  Boys  of  Summer. 
When  the  Texas  Rangers  went  to 
Oakland,  Calif.,  July  14-17  to  take 
on  the  A's,  one  of  baseball's 
hottest  teams,  only  88,000  fans 
came  for  the  four-day  showdown, 
filling  just  about  half  the  seats  at  McAfee 
Coliseum.  In  Arizona,  despite  a  shot  at  a 
division  title,  the  Diamondbacks  have 
been  playing  to  20%  fewer  fans  than  last 
year.  In  fact,  nearly  half  of  Major  League 
Baseball's  30  clubs  are  luring  smaller 
crowds  this  year 

Empty  seats  aren't  just  a  baseball  phe- 
nomenon. Rock  concert  attendance  was 
off  12%  as  of  June  30.  Even  Eminem  is 
suffering.  Since  the  rapper  took  his  tat- 
toos and  R-rated  lyrics  on  the  road  this 
summer,  his  Anger  Man- 
agement 3  tour  has  played 
to  nearly  half- empty  audi- 
toriums in  cities  like  Chula 
Vista,  Calif.,  and  Auburn, 
Wash.  As  the  summer 
passed  its  halfway  point, 
attendance  at  theme  parks 
was  off  in  some  regions. 
And  in  the  long-suffering 
movie  biz,  ticket  sales  are 
down  by  9%. 

Where  is  everyone?  En- 
tertainment promoters 
blame  everything  from  unseasonable 
weather  to  high  gas  prices  for  the  lousy 
attendance  numbers.  It's  also  no  secret 
that  high  ticket  prices— imprudently 
jacked  up  in  recent  years— are  keeping 
folks  away.  The  quality  of  the  product,  too, 
is  a  factor.  But  industry  watchers  also  be- 
lieve shifting  consumer  behavior  is  at 
work:  Call  it  Cocooning  in  the  Digital 
Age.  With  DVD  players  in  most  homes, 
broadband  connections  proliferating, 
scores  of  new  video  game  titles  being  re- 
leased each  year,  and  nearly  400  cable 


Home 
theaters  and 
broadband 
are  to  blame, 
but  so  are 
ticket  prices 


channels,  consumers  can  be  endles 
tertained  right  in  their  own  living  i 
or  home  theater.  Says  Michael  J. 
McKinsey  &  Co.  partner  for  the  glob 
tertainment  division:  "In  a  lot  of  pj 
out-of-home  entertainment  is  no  lc 
enjoyable.  The  costs  are  too  higr 
there  are  more  and  more  alternative 
people  to  enjoy  in  their  home." 

Of  course,  not  everyone  is  ht 
Folks  are  still  getting  on  planes  foJ 
Vegas,  where  the  likes  of  Elton  Johrj 
Celine    Dion    are    packing    thei 
Tourists  are  streaming  to  Broae 
shows.  And  sports  like  NASCAR  and 
basketball,  which   set  an   attend! 
record  this  past  season,  still  lure  pie 
fans.  But  for  many  other  venuesj 
combination  of  technology  and  shi  ; 
tastes  have  made  it  ini 
ingly  tough  to  get  peopl  i- 
and  off  of  the  couch.      ; , 
Already,        consult  v 
changing  habits  are  sb 
ing  up  in  surveys.  Ace  IY1H 
ing  to  market  researl  -._- 
Parks  Associates,  429i|r 
Net  users  are  less  likell . 
go  to  movies  than  they  tt  - 
five  years  ago.  An  adding 
46%  are  less  likely  to  go  I  - 
concert.  By  contrast,  it- 
are  more  likely  to  reil; 
DVD.  Says  Alexandra  Walker,  a  Wash  j 
ton  (D.C.)  editor  who  typifies  the 
breed  of  consumer:  "We  have  a 
mous  TV— and  a  night  at  the  mc 
keeps  getting  pricier." 

At  the  same  time,  the  digital  distrii: 
tion  of  music  seems  to  be  hitting  thec| 
cert  business  in  unforeseen  ways,  f  I 
sharing  networks,  online-mil 
subscriptions,  and  Apple  CompiJ 
Inc.'s  popular  iTunes  Music  Store 
exposed  music  lovers  to  a  rang 
sounds  they  would  never  have  encoj 


ish 

4 

mojk 
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before.  Many  are  lesser-known  acts 
on't  fill  stadiums.  "There  is  so  much 
to  so  much  music  now,"  says  Ryan 
ber,  editor-in-chief  of  Pitchfork,  a 
ar  online  indie-music  magazine, 
e  is  less  stock  placed  in  going  to  a 
venue  to  see  a  traditional  show." 


LLYWOOD  ending? 

RIVAL  venues  can't  blame  all 
roubles  on  the  explosion  of  home- 
entertainment.  Cinema  chains, 
rt  promoters,  baseball  teams,  and 
have  intensified  their  troubles  by 
I  ticket  prices  in  the  face  of  rising 
Virion.  Last  year,  concert  promoters 
;d  ticket  prices  by  12%,  to  an  aver- 


EMINEM  Even 
the  A-list 
rapper  isn't 
packing 
every  arena 


age  of  $59;  sales  have  been  falling  since. 
Major  public  companies  that  own 
theme  parks— such  as  Viacom,  which 
owns  the  Paramount  Parks,  and  Walt  Dis- 
ney—regularly  jack  up  prices.  Faced  with 
hefty  real  estate  costs,  movie  chains  have 
also  raised  ticket  prices  49%  in  the  past 
decade,  to  an  average  of  $6  and  change, 
according  to  the  Motion  Picture  Associa- 
tion of  America.  That  means  families  of 
four  fork  out  $60  or  more  for  admission 
and  snacks.  "We  know  we're  competing 
with  other  forms  of  entertainment.  But  a 
lot  of  people  still  leave  their  homes  to  en- 
joy quality  entertainment,"  says  Michael 
L.  Campbell,  chief  executive  of  Regal  Cin- 
ema, which  lifts  prices  4%  to  6%  annual- 


ly. He  figures  a  Hollywood  revival  will  end 
the  downturn. 

Maybe,  but  entertainment  companies 
are  clearly  spooked— and  many  are  cut- 
ting prices  in  hopes  of  luring  back  pa- 
trons. Clear  Channel  Communications 
Inc.,  the  nation's  largest  promoter,  says  it 
intends  to  drop  ticket  prices  for  lawn 
seats  from  $40  to  $20.  The  promoter 
hopes  to  make  up  the  difference  with  tick- 
et sales  and  concessions  from  increased 
attendance.  While  Clear  Channel  de- 
clined to  discuss  pricing  for  the  current 
Eminem  tour,  industry  insiders  say  he 
dropped  the  $90  top  ticket  at  some  stops 
to  $69.  Others  have  tried  to  hold  the  line 
on  prices.  The  3,500-screen  AMC  theater 
chain  skipped  this  year's  admission  hike, 
says  a  spokeswoman,  and  is  offering  free 
popcorn  and  soda  to  kids  who  drag  their 
folks  to  see  March  of  the  Penguins.  The 
Universal  Studios  theme  park  in  Holly- 
wood extended  to  July  an  early-season 
promotion  that  gives  away  a  free  pass  for 
every  single  ticket  sold.  Despite  strong 
season  ticket  sales  early  in  the  year,  the 
Los  Angeles  Dodgers  are  giving  away 
General  Motors  cars  every  Tuesday. 

Freebies  and  giveaways  may  bring 
back  the  fans,  in  time.  Concert-ticket  sales 
are  already  picking  up  for  some  acts,  says 
Gary  Bongiovanni,  editor  of  concert- 
tracking  magazine  Pollstar.  And  Disney- 
land, which  saw  first-quarter  attendance 
drop  by  7%,  jump-started  ticket  sales  by 
blitzing  Los  Angeles  with  ads  for  its  re- 
furbished Space  Mountain  ride. 

What  the  folks  who  run  stadiums,  am- 
phitheaters, and  box  offices  need  is  a 
strong  final  quarter.  A  hot  playoff  race 
could  help;  the  Oakland  A's  managed  to 
fill  their  stadium  for  a  mid-August  show- 
down with  the  Los  Angeles  Angels.  And 
the  Rolling  Stones,  Paul  McCartney,  and 
U2— a  trio  of  legendary  acts  that  draw  a 
range  of  ages— hit  the  road  later  this  year 
and  will  almost  certainly  sell  out.  Folks,  it 
seems,  will  still  turn  out  for  a  big- event 
show  or  playoff  game.  But  when  the 
thrills  pall,  many  will  opt  to  stay  home.  ■ 
-By  Ronald  Grover  in  Los  Angeles 


leet  You  Back  at  the  Cocoon 
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ROCK  CONCERTS 

Attendance  was  off  12% 
through  June  30-and 
even  top  acts  like 
Eminem  are  having 
trouble  filling  seats 


MOVIES 

Amid  such  big  bombs 
as  The  Island,  cinemas 
have  attracted  9% 
fewer  moviegoers  so  far 
this  year 


BASEBALL 

After  a  record  2004, 14 
of  30  Major  League 
teams  are  selling  fewer 
tickets-even  some 
pennant  contenders 


THEME  PARKS 

Attendance  has  been 
spotty  this  year  at 
some  Disney  venues, 
while  Paramount  Parks 
is  off  3%  to  date 


Data:  Pohstar.  Exhibitor  Relations.  Sports  Business  Journal  company  reports 
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A  CHILL  IN  THE  AIR  FOR 
ECONOMIC  REFORM 

But  Japan's  recovery  has  enough 
momentum  that  deadlock  won't  derail  it 


JAPANESE  PRIME  MINISTER 
Junichiro  Koizumi's  four- 
year  drive  to  overhaul  the 
world's  second-largest  econ- 
omy appears  to  be  over.  By 
dissolving  the  Lower  House 
of  Parliament  after  losing  a 
key  vote  on  Aug.  8,  Koizumi  has  set  the 
stage  for  his  final  act  as  Premier.  That's 
because  even  if  his  government  survives  a 
snap  election  next  month,  refuseniks  in 
the  ruling  party  are  now  in  cahoots  with 
opposition  parties  to  block  Koizumi's 
agenda.  What's  more,  his  term  as  party 
head  is  supposed  to  run  out  this  time  next 
year,  making  him  a  lame  duck. 

That  doesn't  mean  the  slow-burn  re- 
covery Koizumi  helped  engineer  is  also 
dead  in  the  water.  The  Japanese  economy 
has  built  up  enough  momentum  that  the 
political  uncertainty— and  likely  grid- 
lock—ahead can't  bring  it  to  a  halt,  say 
economists.  Indeed,  the  International 
Monetary  Fund  raised  its  economic  fore- 
cast the  same  day  Koizumi  called  for  elec- 
tions. The  IMF  now  says  Japan's  gross  do- 
mestic product  will  grow  1.8%  this  year,  a 
big  upward  revision  from  the  0.8%  it  pre- 
dicted as  recently  as  April.  "Whether  you 
have  a  policy  vacuum  or  not,  right  now  it 
doesn't  matter  as  far  as  the  economy  is 
concerned,"  says  Jesper  Koll,  chief  Japan 
analyst  at  Merrill  Lynch  &  Co. 

Yet  the  Upper  House's  rejection  of 
Koizumi's  plan  to  privatize  the  postal  sys- 
tem—the trigger  for  the  political  crisis- 
will  be  no  boon  to  longer-term  economic 
growth.  It  signals  that  Koizumi  and  his 
.reformist  allies  have  gone  as  far  as  they 
can  in  their  campaign  to  trim  government 
outlays,  privatize  more  functions,  and  re- 
tool Japan's  inefficient  social  welfare  sys- 
tem. "The  pace  of  the  next  set  of  re- 
forms—whether it's  legal,  fiscal,  or 
health-care  reforms— could  taper  off," 
says  Takahide  Kiuchi,  senior  economist  at 
Nomura  Securities  in  Tokyo. 


The  defeated  privatization  bill  was  a 
key  test  because  Japan  Post  does  much 
more  than  deliver  the  mail.  It  is  also  the 
world's  largest  bank,  with  $3  trillion  in 
assets,  and  a  major  provider  of  life  insur- 
ance. In  those  roles,  it  competes  with  pri- 
vate thrifts  and  insurers.  Those  trillions 


In  the  Balance 

Japanese  Prime  Minister  Koizumi's 
to-do  list  is  only  half  finished 


REFORMS 
ACCOMPLISHED... 


REFORMS 
PLANNED... 


■  Cut  public  spending 
every  year 


■  Achieve  a  budget  surplus 
by  the  early  2010s 


■  Forced  banks  to  halve 
their  bad-loan  ratios,  to  4% 


■  Increase  national  health- 
care premiums 


■  Imposed  a  cap  on  bank 
deposit  guarantees 


■  Cut  pension  benefits  and 
raise  premiums 


■  Privatized  Japan 
Highway  Public  Corp. 


■  Privatize  postal  savings 
bank 


have  provided  financing  for  hunc 
dubious  public-works  projects, 
wanted  to  hive  off  the  bank  and  insj 
operations  to  curb  such  borrowing 
was  a  threat  to  old-guard  members! 
ruling  Liberal  Democratic  Party] 
want  to  safeguard  funding  for  pork| 
spending  in  their  home  districts, 
anti-reform  camp  is  now  siding  wi| 
position  parties  in  Parliament  to 
more  privatization. 

STRONG  LEGACY 

DESPITE  THE  SETBACK,  Koizumi's 
cy  as  a  reformer  is  secure.  Since  1 
Japan's  Prime  Minister  in  April,  2C 
has  pushed  through  important  cr 
to  strengthen  the  banking  sector,  i 
line  the  bureaucracy,  and  dereguls 
economy.  Unemployment  is  at  a 
year  low  of  4.2%,  corporate  profits 
record  highs,  and  deflation  is 
away.  Bad  loans  at  Japanese  ba 
down  47%  since  Koizumi  took  of 
about  $161  billion. 

The  problem  is  that  wil 
continued  efforts  to  restrul 
the  economy,  Japan  face 
ries  of  challenges.  Govern] 
debt,  while  stable,  stands 
record  140%  of  GDP.  Cor 
and  public  pensions  are  | 
underfunded.  And  the  natij 
ized  medical  system  is  <y\ 
verge  of  insolvency. 

Solving  those  problem  I 
take    strong    leadership,  f 
that's    precisely   what  j| 
may  be  lacking  after  the 
coming  Lower  House  ele 
on  Sept.  11.  The  LDP  coulcJI 
retain  control  of  the 
House,  especially  if  the 
forges  ties  to  smaller 
But  that  won't  help  Koia| 
get       postal       privatiza 
through    the    Upper    Hd 
whose  members  aren't  up 
election  until  2007  And 
main   opposition   group, 
Democratic  Party  of  Japan, 
self  split  on  many  refora 
sues.  "Gridlock  will  occui 
gardless    of  who    wins 
Lower  House  election," 
Robert  Feldman,  chief  ect 
mist  at  Morgan  Stanley  Ja 
Ltd.  in  Tokyo.  All  of  w) 
looks  likely  to  put  the  refon 
agenda  on  ice— even  if  Koiz 
hangs  on  to  power.  ■ 

-By  Ian  Rowlqi 

Kenji  Hall,  with  Ha 

Tashiro,  in 
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NO  EQUITY 

Buyers  are 
banking  on 
ever-rising 
prices 


REAL  ESTATE 


PIGGY  BANK-OR 
HOUSE OF CARDS? 

As  downpayments  shrink  sharply,  highly 
leveraged  homebuyers  maybe  in  for  a  fall 


ULTTTALENT- 
ed  Joaquin  L. 
Thompson  of 
Mableton,Ga., 
is  a  baker,  a 
nurse  for  an 
insurance 
company,  and  now,  a  successful 
real  estate  investor.  On  Aug.  3,  he 
made  $14,500  by  flipping  a 
house  he  owned  for  only  53  days.  A  small 
Atlanta  bank  financed  his  entire  purchase 
price.  All  Thompson  put  up  was  $1,200  in 
earnest  money  that  went  into  escrow.  Not 
bad:  In  less  than  two  months,  Thomson 
walked  away  with  a  1,100%  gain  on  the 
money  he  started  with. 

More  and  more  homebuyers  are  dis- 
covering that  in  a  bull  market,  acquiring 
assets  with  other  people's  money  is  the 
path  to  riches.  They're  borrowing  a  rising 
percentage  of  their  purchase  prices,  con- 
tributing to  the  housing  boom.  The  dan- 
ger is  that  if  prices  begin  to  fall,  people 
who  have  stretched  to  buy  houses  with 
100%  financing  will  be  under  water  on 
their  mortgages  and  at  risk  of  default  if 
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HOUSING 

WATCH 


they  have  to  sell.  "I  always  tell 
people,  look  at  the  worst  sce- 
nario," says  James  R.  Gillespie, 
chief  executive  of  Coldwell 
Banker  Real  Estate  Corp.  But 
many  buyers  ignore  the  warning. 
How  much  leverage  are  buy- 
ers taking  on  these  days?  Sur- 
prisingly, the  Mortgage  Bankers 
Assn.  doesn't  keep  track.  The 
best  numbers  come  from  a  soon-to-be- 
published  study  provided 
to  BusinessWeek  by  SMR 
Research  Corp.  of  Hack- 
ettstown,  N.J.  The  debt-re- 
search firm  collected  data 
nationally  on  2  million 
debt-financed  purchases  of 
owner-occupied  homes 
from  2004  and  more  than 
600,000  through  roughly 
May  of  this  year.  It  found 
that  95.1%  or  more  of  the 
purchase  price  was  bor- 
rowed in  38%  of  all  trans- 
actions so  far  this  year. 
That  was  up  from  34%  of 


J 


THE  STAT 


sales  in  all  of  2004.  In  other  words 
third  of  buyers  have  little  or  no  ec 
their  homes  at  the  time  of  their  pu 
Blame  the  leveraging  trend  on  tl 
availability  of  so-called  piggyback 
says  Stuart  A  Feldstein,  SMR's  prt 
and  founder.  In  the  past,  many 
made  20%  downpayments  to  avo 
ing    private    mortgage    insuranc 
which  the  annual  premium  can  fx 
percent  of  the  loan  amount.  The 
ance  is  required  on  loans  of  mor 
80%  of  a  home's  value  that  are 
Fannie  Mae  or  Freddie  Mac.  Now,  i 
of  paying  for  the  insurance,  buyer: 
take  out  a  first  mortgage  for  80% 
purchase  price  and  a  piggyback  1< 
anywhere  from  10%  to  20%  more 
forthcoming  study  reveals  that 
home  purchases  this  year,  by  doll 
ume,  involved  piggyback  loans,  dr 
cally  up  from  20%  in  2001. 

RISK  OF  FORECLOSURE 

HOW  RISKY  ARE  such  moves?  1 
lenders  give  100%  financing  only  I 
pie  with  very  good  credit  scores,  ii 
ing  they're  highly  likely  to  pay.  Bi 
prime    lenders    will    offer    levtl 
financing  to  weaker  borrowers 
change  for  rates  4  percentage  poil 
more  above  normal.  Borrowers  wf 
for  these  deals  pay  through  the  i| 
and  because  they  have  no  equir\J 
may  find  themselves  unable  to  selll 
going  price  falls  below  what  they  pi 
In  case  the  market  cools  and  tin 
surge  in  defaults,  those  who  stand  tr 
the  most  are  the  overleveraged  1 
themselves.  If  forced  into  foreclosure 
could  have  a  harder  time  borrowing  ^ 
ing  insurance,  and  even  getting  a  job 
many  employers  check  applicants' 
histories.  By  contrast,  lenders  that  s< 
mortgages  they  originate  into  the  se 
ary  market  don't  bear  default  risk  in 
cases.  Buyers  of  AAA-rated  mort 
backed  securities  are  also  safe  becau; 
ing  agencies  like  Stand 
Poor's  make  sure  t 
plenty  of  cash  flow  fo: 


38% 

Share  of  homes 
bought  this  year 
with  95.1%  or 
more  in  borrowed 
money 

Data:  SMR  Research  Corp 
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ment  to  holders,  tr 
buyers  of  lower-rated 
rities  that  have  higher 
would  take  a  hit 

For  now,  howevei 
credit      keeps       flo~ 
Joaquin  Thompson 
ready  onto  his  second  l 
This  time  he's  puttir 
even  less  of  his  own 
ey— $100.  ■ 

-By  Peter  I 
New 
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Keep  that  spark  alive. 

FACT:  Viagra  can  improve  erections 
for  guys  with  ED.  Studies  show 
Viagra  can  also  improve  their 
sexual  relationship  satisfaction. 


Viagra  can  improve  the  ability  to  achieve 
and  maintain  an  erection  for  guys  with 
erectile  dysfunction.  Ask  your  doctor  if 

VIAGRA 
is  right  for  you. 


To  learn  more, 


1-888-4VIAGRA 


^.GRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone, 
ou  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA, 
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js  common  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a 
3f  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

k  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest 
n,  nausea,  or  other  discomforts  during  sex,  seek  medical  help  right  away.  Although  erections 
ting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class, 
3  important  to  seek  immediate  medical  attention.  Erections  lasting  longer  than  six  hours 
1  result  in  long-term  loss  of  potency. 

\GRA  is  covered  under  most  Managed  Care  Plans.' 

Dortant  Information:  Viagra  is  one  of  several  ED  treatments  that  you  and  your  doctor  can  consider. 


;e  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,100  mg)  tablets  on  the  following  page. 
ent  of  members  by  formulary  status  for  HMOs,  PPOs  and  POS  for  Viagra,  Levitra,  and  Cialis.  Formulary  Compass" 
Media  USA,  Inc.  February  2005. 
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Uninsured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help,    i®i    j 
io  matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines.    nGlDTU 


-all  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com. 
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VIAGRA 

(sildenafil  citrate)  tablets 


This  summery  contains  important  information  about  VIAGRA*.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your  doc- 
tor or  pharmacist  if  you  do  not  understand  any  of  this  information  or 
if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However.  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called 
an  erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows 
out  of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you 
have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates, 
your  blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You 
could  get  dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates 
are  found  in  many  prescription  medicines  that  are  used  to  treat 
angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing  of 
the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  ever  had  severe  vision  loss 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 


•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 
•v  are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doc- 
tor about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember.  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medi- 
cines that  are  injected  or  inserted  into  the  penis,  implants  or 
vacuum  pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose 
of  alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a 
few  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common  side 
effects  that  may  occur  are  temporary  changes  in  color  vision  (such 
as  trouble  telling  the  difference  between  blue  and  green  objects  or 
having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunc- 
tion medicines,  including  VIAGRA)  reported  a  sudden  decrease  or 
loss  of  vision  in  one  or  both  eyes.  It  is  not  possible  to  determine 
whether  these  events  are  related  directly  to  these  medicines,  to  other 
factors  such  as  high  blood  pressure  or  diabetes,  or  to  a  combination 
of  these.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop 
taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right 
away. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com.  or 
call  1-888-4VIAGRA 
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COUNTING 


HE  LITTLE  GUYS 
OING  LARGE  AUDITS 


eaper,  more  attentive  second-tier  firms 
scoring  clients  offthe  Big  Four 


^m  WHEN  THE  BOARD 

II    ^m  of  directors  of  Her- 

[m^^M  cules  Inc.,  a  $2  bil- 

m^f^^^m     lion     Wilmington 

■  ■     W     (Del.)      chemicals 

■     V  W      company,  decided 

™  W       earlier  this  year  to 

sider  who  should  audit  their  books, 

took  bids  from  three  of  the  Big 

accounting  firms.  The  incumbent 

or,  PricewaterhouseCoopers  (PWC), 

mong  those  competing.  That  the  big 

would  be  in  the  running  for  Her- 

|  account  is  not  a  surprise.  It  has  op- 

>ns  scattered  throughout  the  U.S., 

pe,  and  Asia. 

t  when  the  bidding  ended,  the  win- 
vas  a  name  you  might  not  expect: 
Seidman.  One  of  the  "Tier  Two"  ac- 
ting firms,  BDO  booked  just  $365 
mi  in  U.S.  revenue  in 
,  vs.  PWC's  $6  billion, 
.vith  25,000  employees 
id  the  world,  com- 
1  with  PWC's  112,000- 
m  network,  it  can't 
h  its  rival's  manpower. 
BDO  convinced  Her- 
board  that  it  could 
i  decisions  faster  and 
its  chemical  industry 
rience  would  help  it  do 
od  job  at  a  good  price. 
re  was  a  sense  that  we 
d  be  important  to  BDO, 
there  will  be  top  man- 
lent  attention  if  we 
problems,"  says  John 
fulff,  Hercules'  nonex- 
ve  chairman. 
>r  years,  the  big  interna- 
accounting  firms- 
Ernst  &  Young,  De- 
&  Touche,  and 
G— had  a  lock  on  com- 
5  with  $1  billion  in 


The  result:  According  to  proxy  adviso- 
ry firm  Glass,  Lewis  &  Co.,  238  companies 
with  revenues  of  $100  million-plus 
switched  auditors  in  2004,  up  from  115  in 
2003.  The  winners  have  been  the  second- 
tier  firms.  But  within  that  group,  none  has 
outdone  BDO.  According  to  Glass  Lewis, 
BDO  gained  71  new  clients  in  2004,  after 
factoring  in  gains  and  defections.  Grant 
Thornton,  McGladrey  &  Pullen  (No.  7), 
and  Crowe  Group  (No.  8)  gained  46  such 
clients  combined. 

All  of  the  Big  Four,  meanwhile,  posted 
significant  net  losses  in  their  client  ros- 
ters. Not  every  company,  of  course,  is  a 
good  candidate  for  a  second-tier  auditor. 
Companies  with  worldwide  operations 
still  need  the  Big  Four's  unparalleled  ge- 
ographical coverage.  "That's  why  Gener- 
al Motors  is  not  in  the  picture  for  us," 
says  BDO  Chief  Executive  Jack  Weisbaum. 

Among  the  second-tier,  what  sets  BDO 
apart?  For  one  thing,  the  firm  has  deep 
expertise  in  areas  such  as  shipping,  retail, 
and  apparel.  That  has  helped  it  do  a  better 
job  of  holding  onto  existing  clients  than 
other  second-tier  firms.  BDO  gained  109 
new  clients  and  lost  38  last  year,  while 
Grant  Thornton  gained  80  and  lost  63. 


sales  or  more.  But  more  and  more  of  these 
companies  are  now  eyeing  the  four  sec- 
ond-tier firms,  especially  Grant  Thornton, 
the  fifth  largest  with  more  than  $700  mil- 
lion in  revenue  last  year,  and  BDO  at  No.  6. 
Reasons  vary.  Many  companies,  like  Her- 
cules, initiate  a  shift  in  a  search  for  better 
service,  a  lower  bill,  or  both. 

In  other  cases,  though,  big  accounting 
firms  are  resigning  because  they  need 
their  manpower  to  focus  on  their  largest, 
most  profitable  clients.  The  requirements 
of  the  Sarbanes-Oxley  Act  have  increased  QUALITY  GROWTH 
the  number  of  hours  required  for  a  typical  BOTH  BDO  AND  GRANT  Thornton  are 
audit  by  more  than  30%,  and  there  is  a  growing  well.  On  Aug.  15,  BDO  will  report 
shortage  of  qualified  auditors  to  take  up  $440  million  in  U.S.  revenue  for  its  fiscal 
the  slack.  The  Big  Four,  says  Jonathan  year  ended  June  30,  a  21%  increase  over 
Hamilton,  editor  of  the  Public  Accounting  last  year's  $365  million.  Grant  Thornton's 
Report,  "had  to  shed  clients  that  in  a  per-  revenue  climbed  more  than  30%  last  year 
feet  world  they  would  like  to  keep."  and  is  likely  to  be  up  close  to  30%  again  in 

2005.  Edward  E.  Nusbaum, 
Grant's  CEO,  says  the  firm 
has  won  50  new  public  com- 
pany clients  so  far  this  year. 
nU7X.^Kr         Historically,  one  of  the 
-^        ▼&  3^R'     top  reasons  the  BDOs  of  the 
'*' I  *«B'     world  could  never  capture 
j*  '-,*^x     the  large-cap  market  was 
7- '  \',^L     the  objections  of  analysts 
and    investment    bankers 
who  argued  that  a  Big  Four 
auditor  was  important  to 
investor     confidence.     So 
.-.--..-:  when   Hercules   made   its 

' ;,: ; ,  move,  Chairman  Wulff  says 

that     managers     worried 
they  might  hear  boos  from 
Wall  Street.  But  that  hasn't 
=  ..;..  happened.  One  cheerleader 

is  Deutsche  Bank  analyst 
David      Begleiter,      who 
J    raves  that  "it's  positive,  ac- 


BDO's  roster  grew 
by  71  clients  last 
year— more  than 
any  other 
accounting  firm's 


JACK  WEISBAUM 

CEO  of  BDO 


tually.  It's  saving  a  lot  of 
money."  ■ 

-By  Nanette  Byrnes  in 
New  York 
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Selling  to 
Mom 
and  Dad 

Army  ads  now 
focus  on  convincing 
parents  that  the 
benefits  of  enlisting 
outweigh  the  risks 

DEFENSE 


MOM'S  VOICE-OVER  "Thanks  for        FATHER  TO  SON  "You're  a  changed     SON  "Ifs  time  for  me  to  be  th\ 

bringing  out  the  best  in  my  child. "    man..  Where  did  that  come  from  ?"  man. "  MOM  "O.K.,  tell  me  m  I 


UNCLE  SAM  WANTS  YOU 
IN  THE  WORST  WAY 

The  Army  is  boosting  its  marketing  and 
trying  new  tacks  to  close  a  recruiting  gap 


JOHN  BURNS  THOUGHT  HE 
would  be  in  Baghdad  or 
Basra  by  now,  perched  in  a 
Humvee  gun  turret.  Burns 
was  "juiced"  to  join  up  after 
the  2001  terrorist  attacks. 
But  when  a  friend  of  his  old- 
er brother  returned  from  two  tours  in  Iraq 
and  described  in  gruesome  detail  "the  ab- 
solute hell"  over  there,  Burns  balked.  His 
parents  were  decidedly  cool  on  the  idea, 
too.  So  Burns  signed  up  for  community 
college  in  Paterson,  N.J.,  instead.  Says  the 
19-year-old,  second-year  business  stu- 
dent: "It  was  the  right  decision  for  me. 
Besides,  I'm  not  sold  that  Iraq  is  the  place 
to  fight  terrorism." 

With  an  insurgency  raging  in  Iraq  and 
casualties  rising,  the  U.S.  Army  faces  one 
of  the  toughest  marketing  challenges 
around.  Turned  off  by  an  increasingly  un- 
popular war,  thousands  of  young  men 
and  women  who  might  typically  have 
joined  the  military  to  get  an  education, 
jump-start  their  careers,  or  simply  to  de- 
fend their  country  are  standing  down.  As 
a  result,  when  the  Army  completes  fiscal 
2005  on  Sept.  30,  it  is  expected  to  be 
7,000  short  of  its  80,000-person  recruit- 
ing goal. 

The  shortfall  has  prompted  top  brass 
to  pump  in  millions  of  extra  marketing 
dollars  and  to  rethink  how  they  go  about 
convincing  young  Americans— and  in- 
creasingly, their  parents— that  the  bene- 


fits of  enlisting  outweigh  the  risks. 
"We've  been  recruiting  during  an  armed 
conflict,"  says  Ray  DeThorne,  executive 
vice-president  of  Leo  Burnett,  the 
Army's  advertising  agency.  "It's  a  com- 
plicated sale." 

TOWN  HALL  MEETINGS 

THE  ARMY  ACKNOWLEDGES  its  tradi- 
tional approach— paeans  to  patriotism 
and  machismo,  and  selling  military 
service  as  a  career  booster— is  no  longer 
enough.  And  it's  not  just  the  rising  body 
count.  Wary  parents  have  laid  down 
some  withering  fire  of  their  own.  "Many 
grew  up  during  the  Vietnam  War  and 
have  different  ideas  about  the  military 
than  the  grandparents  of  today's  re- 
cruits," says  chief  recruit- 
ing marketer  Colonel 
Thomas  Nickerson. 

So  how  does  the  Army 
change  attitudes  and  get 
recruitment  back  on 
track?  Throw  a  lot  of 
money  at  the  problem, 
for  one.  The  Army  will 
spend  about  $320  million 
next  fiscal  year  on  recruit- 
ment marketing,  up  from 
$240  million  this  year 
and  $200  million  in  fiscal 
2004.  That's  $4,000  per 
recruit  if  they  sign  up 
80,000     next     year— or 


THE  STAT 


$320 

MILLION 

U.S.  Army  spending 
on  recruitment 
marketing  for  fiscal 
2006,  up  from 
$200  million  in '04. 


more  than  twice  what  Toyota 
Corp.  spends  to  attract  a  new  custc 
A  major  shift  in  message  is  also 
way.  While  some  TV  ads  contunj 
push  patriotism  and  adventure,  a  i 
of  the  budget  increase  is  going  in 
whose  real  target  is  the  parents.  Onl 
example,  features  a  mother  reading  [ 
ter  to  her  kid's  commanding  oj 
about  how  the  Army  brought  ouj 
best  in  her  son. 

At  the  same  time,  the  Army  is  kJ 
aware  that  TV  is  a  less  effective  med 
than  it  once  was.  So,  more  spendil 
going  to  public-relations  efforts.  IrJ 
key  initiative,  the  Army  is  gearing  up| 
fall  for  a  series  of  15  televised  to\ 
meetings  in  which  carefully  selectec| 
diers  will  tell  positive  stories  about 
tary  accomplishments  in  Iraq 
Afghanistan  and  answer  questl 
Nickerson  says  that  the  town  hall  I 
ences  won't  be  prescreened— a  j| 
strategy  since  anyone  could  sounc 
about  the  war. 

Like  every  advertiser  these  daysj 
Army  is  also  struggling  to  cut  throug 
the  clutter  to  reach  18-  to  24-year-ok 
is  increasingly  turning  to  product  pi 
ment  or  other  ways  of  ensuring  a 
able  portrayal.  On  the  Discovery  Ct 
nel's  Monster  Garage,  a  show  ah 
customizing    cars,   host   Jesse   Ja 
worked  with  Army  mechanics  to  tl 
out  a  Jeep.  And  in  il 
year's  ESPN  reality  s| 
Bound   For    Glory: 
Montour  Spartans,  fo 
football  star  Dick  Butj 
will  try  to  turn  arounl 
high  school  football  to 
with  the  help  of  a  realp 
tired  Army  drill  sergeii 
With    polls    shew 
that  a  majority  of . 
cans  have  turned  agaij 
the  war,  the  Army's 
keting  corps  can  i 
see  plenty  of  action. 
-By  David  J 
in  New  1 
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idband  Internet  is  now  available  from  Singapore  Airlines,  connecting  you  to  the  world.  You  can  surf,  e-mail  and 
:h  real-time  TV  news  on  your  laptop*  And  as  always,  enjoy  the  inflight  service  even  other  airlines  talk  about. 
□poreair.com/usa 


Inflight  Internet  from 

annexion 

by  Boeing$" 
iexionbyboeing.com 


A  great  way  to  fly 

SinGAPORE  AIRLinES 


A  STAR  ALLIANCE  MEMBER      y     W 


p  must  be  wireless-enabled.  U.S.-  Singapore  routes  will  be  progressively  fitted  with  onboard  Internet  access  as  of  Summer  2005.  A  connection  fee  applies. 


In  Biz  This  Week 


EDITED  BY  MONICA  GAGNIER 


BIDING 
HIS  TIME? 

Is  Carl  Icahn  on  the  prowl 
again?  There's  talk  on  Wall 
Street  that  the  corporate 
raider  is  rounding  up  hedge 
funds  to  shake  up-and 
possibly  break  up— Time 
Warner.  And  no  wonder.  Since 
Icahn  first  bought  a  $98 
million  stake  in  the  media 
giant  at  the  end  of  2004,  its 
stock  has  fallen  7%,  to  $18. 
Time  Warner  and  Icahn 
declined  to  comment. 

Given  his  recent  track 
record  with  investments  in 
such  companies  as  Kerr- 
McGee  and  Mylan  Labs  and 
his  success  in  getting  a  slate 
of  directors  elected  to 
Blockbuster  Entertainment's 
board  earlier  this  year,  Icahn 
could  try  to  push  Time  Warner 
CEO  Richard  Parsons  to  make 
drastic  moves.  These  could 
include  selling  off  publishing 
arm  Time  Inc.  and  spinning  off 
America  Online  right  away. 
Analysts  say  the  breakup 
value  of  Time  Warner  ranges 
from  $20  to  $27  a  share. 

Still,  Icahn  has  his  work 
cut  out  for  him.  Wall  Street 
doesn't  appear  to  be  a  big  fan 
of  media  breakups.  Viacom 
shares  are  off  7%  since  its 
plan  to  split  in  two  was 
announced  on  Mar.  16. 

-Emily  Thornton 


NO  BALM 
FORGILEAD 

Gilead  Sciences  is  struggling 
to  turn  one  of  its  best  ideas 
into  reality.  The  Foster  City 
(Calif.)-based  biotech  is 
trying  to  combine  three  HIV 
treatments  into  a  single 
tablet— a  drug  that  could 
prove  popular  among 
patients  who  are  tired  of 
taking  handfuls  of  pills  every 
day.  But  on  Aug.  9,  Gilead 
announced  that  in  clinical 
trials,  the  three  drugs  were 
absorbed  differently  in  the 
body  than  when  taken 
separately.  Gilead  will  test 
three  new  formulations  over 
the  coming  months,  delaying 
plans  to  file  for  approval  from 
the  Food  &  Drug 
Administration.  Glum 
investors  nudged  down  the 
stock  2.6%,  to  $41.57,  on 
Aug.  10. 


GRABBING 
PARACHUTES 


The  brain  drain  continues  at 
Delta  Air  Lines,  a  development 
that  many  on  Wall  Street  say 
could  foreshadow  a 
bankruptcy  filing  by  the 
nation's  third-largest  carrier. 
After  losing  its  general 
counsel  and  chief  financial 
officer  in  July.  Delta  recently 
disclosed  the  departure  of  its 
treasurer  and  a  top  lobbyist. 
With  just  S2  billion  in  cash, 
and  its  losses  expected  to 
grow  during  the  slower  fall 
season,  analysts  think  Delta 


may  not  want  to  draw 
reserves  too  much  lower. 
Already,  some  creditors  are 
starting  to  take  a  tougher 
stance:  On  Aug.  9,  Delta 
disclosed  that  a  credit-card 
processor  was  "demanding  a 
"substantial  cash  reserve" 
before  it  will  handle  the 
carriers  MasterCard  and 
Visa  transactions. 


A  BIG  SQUEAK 
OF  RELIEF 

Aug.  9  was  a  red-letter  day 
for  Walt  Disney.  On  the  same 
day  it  reported  strong  third- 
quarter  earnings,  Disney  got 
some  good  news  from  a 
Delaware  state  judge. 
Chancellor  William  Chandler 
dismissed  an  investor  suit 
alleging  Disney's  board  was 
negligent  in  its  1995  hiring  of 
Michael  Ovitz,  who  was 
briefly  president.  But  he 
blasted  longtime  CEO 
Michael  Eisner,  who  is 
retiring  on  Oct.  1  and  being 
succeeded  by  President 
Robert  Iger,  for  being 
"Machiavellian  and 
imperial."  Still,  Eisner  had 
lots  to  smile  about.  Boosted 
by  a  ratings  revival  at  ABC 
and  hefty  affiliate  and  ad 
hikes  by  ESPN,  third-quarter 
profits  increased  41%,  to 
$851  million.  Eisner  called 
the  results  "gratifying  but 
not  surprising." 


FANNIE'S 
REPAIR  BILL 

No  one  ever  said  fixing  the 
books  was  easy.  Fannie  Mae, 
engaged  in  a  mammoth  effort 
to  restate  all  of  its  financial 
results  going  back  to  January, 
2001,  announced  on  Aug.  9 
that  it  would  spend  more 
than  $420  million  this  year 
on  audits,  investigations,  new 
accounting  systems,  and 
litigation  defense.  That's  just 
a  downpayment,  because  the 
housing  giant  says  it  won't 


finish  straightening  out  i 
numbers  until  the  end 
2006.  What's  more,  the  b 
don't  include  likely  dam. 
from  shareholder  suits. 
Fannie's  accounting  woe 
have  also  landed  it  in  hot 
water  with  the  New  York  $ 
Exchange,  which  must 
consider  by  yearend  whe 
to  delist  Fannie's  shares. 


w 


ETCETERA... 

»  American  International 
Group  reported  a  51%  gfl 
second-quarter  net  incorr 
»  Federated  Department 

Stores'  second- quarter 
earnings  rose  90%. 
)>A  special  committee  tc 
Krispy  Kreme  to  restate  its 
earnings  by  $25.6  million 
over  the  past  several  year* 


CLOSING  BELL 


The  skies  are  sunr 
indeed  at 
Morningstar.  Its 
shares  climbed 
16%,  to  $31.55,  on 
Aug.  10,  after  the 
Chicago  research, 
outfit  reported  a 
631%  gain  in 
quarterly  earnin, 
Morningstar  is 
profiting  from 
demand  for 
independent 
securities  researcl 
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SOME  OF  THE 
IGGEST  CHANGES 
|)U'LL  SEE  AT  LEXUS 
ARE  THE  ONES 
OU'RE  GOING  TO 
MAKE  YOURSELF. 


We've  seen  the  future  and  it's  called  personalization.  Today,  every  Lexus  has 
the  capability  to  have  many  of  its  electronic  settings  customized.  Meaning 
things  like  lights,  locks  and  windows  can  be  programmed  to  operate  in  a  way 
that's  most  convenient  for  you.  Simply  decide  on  the  adjustments  you'd  like 
to  make,  and  your  Lexus  dealer  will  handle  the  rest.  In  the  years  to  come,  we'll 
be  adding  even  more  things  that  you  can  personalize  to  our  vehicles.  You  see, 
at  Lexus,  we  never  forget  who's  in  the  driver's  seat.  To  learn  more  about  our 
pursuit  of  perfection,  please  visit  lexus.com. 


© 


©2005  Lexus. 


A  new  level  of  vodka. 


CD 


CD 


The  perfect  balance  of  smoothness  and 


NeWS  Washington  Outlook 


ICHARD  S.DUNHAM 


an  the  Democrats 
lize  the  Day? 


RS  HAVE  HAD  IT  WITH  President  Bush's  handling  of  the  econo- 
the  Iraq  war,  and  Social  Security.  But  don't  equate  rejection 
epublicans  with  an  embrace  of  the  opposition.  Even  while 
ng  Bush,  a  majority  of  Americans  are  buying  the  GOP's  por- 
of  Democrats:  weak  on  defense,  soft  on  terrorism,  AWOL 


ie  culture  wars,  and  stuck  in  a  New 
time  warp  on  economic  policy. 
e  are  lingering  doubts  about  the 
crats  that  haven't  gone  away,"  says 
gore,  vice-president  for  policy  of  the 
t  Democratic  Leadership  Council, 
many  voters,  the  familiar  face  of  the 
cratic  Party  is  either  old  (Massachu- 
ienator  Edward  M.  Kennedy)  or  an- 
Democratic  National  Committee 
nan  Howard  Dean).  And  without  a 
ent  or  charismatic  congressional 
s,  Democrats  are  struggling  to  shake 
p  that  they  have  no  positive  message, 
ocrats  are  not  giving  voters  a  corn- 
rationale  for  supporting  them," 
Democratic  pollster 
Hogan  of  Democracy 
"Voters  don't  have  a 
idea  what  Democrats 
for." 

for  good  reason.  Party 
Is  want  hard-charging 
imic  populism— even  if 
leans  challenging  pro- 
ess,  free-trade  Demo- 
Centrists  want  to  fight 
it  Muslim  extremism 
derate  faith  in  public 
urse— moves  the  Left 
es  as  "Bush  Lite."  In- 
calls  for  moderation 
to  have  been  drowned  ^^^^ 
y  liberal  cries  for  sharp- 
ltrasts. 

is  internal  debate  has  complicated 
)crats'  efforts  to  attract  key  voter 
Among  them: 

L  WHITES.  Bush  carried  this  group  by 
rcentage  points  in  2004,  but  dissatis- 
>n  with  the  economy  and  the  war  has 
I  Democrats  an  opportunity.  Democ- 
Horps  polls  over  the  past  four  months 
the  GOP  edge  slipping  to  nine  points, 
these  voters  are  deeply  suspicious  of 


KENNEDY  Many 
voters  see  the 
Demsastooold 
or  too  angry 


Democrats  on  social  issues  and  think  the 
out  party  is  weak  on  terrorism. 
WHITE  MAINLINE  PROTESTANTS.  Nonevan- 
gelical  Protestants  are  alienated  by  the 
GOP's  Religious  Right  agenda  on  stem  cell 
research  and  evolution.  The  President  nar- 
rowly carried  this  bloc,  which  constitutes 
22%  of  the  electorate,  in  '04.  Now,  Dems 
have  opened  an  8-point  lead.  But  these  eco- 
nomic conservatives  are  wary  of  anti-busi- 
ness, tax-and-spend  liberals. 
SENIORS.  Older  voters,  patriotic  and  social- 
ly conservative,  have  been  turned  off  by 
Bush's  plans  for  Social  Security— but  still 
favor  the  GOP  by  3  points.  The  reason: 
They  don't  believe  Dems  would  do  any  bet- 
ter handling  the  economy  or 
the  war. 

DEVOUT  CATHOLICS.  This  his- 
torically Democratic  group 
has  become  even  more  Re- 
publican since  the  '04  elec- 
tion—despite their  view  that 
the  Iraq  invasion  was  a  mis- 
take and  that  the  economy  is 
not  doing  well.  The  Dems' 
problem:     Family    values, 
from  abortion  to  gay  mar- 
riage, trump  other  concerns. 
Democrats  will  have  a  hard  time 
appeasing  these  diverse  groups.  For 
example,  reaching  out  to  socially  lib- 
eral Protestants  could  alienate  con- 
servative Catholics.  And  playing  the 
patriotism  card  to  attract  older  Americans 
could  turn  off  the  party's  antiwar  base. 

Democratic  strategists  say  they  have 
plenty  of  time  to  find  a  message  that  is  both 
affirmative  and  galvanizing.  Possible  '06 
themes  include  an  economic  safety  net  for 
the  middle  class,  curbs  on  lobbyists,  and  a 
retooled  war  on  terrorism.  But  unless  the 
message  sounds  dynamic  and  new,  Demo- 
crats could  be  fumbling  their  best  political 
opening  of  the  Bush  era.  ■ 


CAPITAL 
WRAPUP 


THE  DEMOCRATIC 
PARTY'S  NEW  FACES 

DEMOCRATS  MAY  take  the  rap 
for  being  a  party  of  old  faces 
and  old  ideas.  But  the  party  has 
new  stars  it  could  highlight  to 
counter  voters'  impressions  of 
its  weaknesses.  Here  are  a  few: 

Senator  Ken  Salazar  (D-Colo.) 
has  ranch  roots,  seminary 
schooling,  and  fierce-on-crime 
credentials  as  a  state  attorney 
general.  Some  Dems  say 
Salazar,  50,  a  rare  pol  willing  to 
work  across  the  partisan  divide, 
could  become  the  first  Latino 
President. 

Senator  Barack  Obama  (D-Ill.) 
made  a  splash  with  his  dynamic 
keynote  address  at  the  2004 
Democratic  National 
Convention.  In  his  first  year  in 
Washington,  Obama,  44,  has 
concentrated  on  serving  Illinois 
interests  on  issues  like  health- 
care funding  for  wounded 
veterans.  But  the  party  is  likely 
to  spotlight  his  talk  of  faith, 
family,  and  economic  mobility, 
which  appeals  to  voters  across 
the  political  spectrum. 

Representative  Rahm  Emanuel 
(D-Ill.)  maybe  the  Democratic 
Newt  Gingrich:  the  visionary 
and  strategist  who  helps  his 
party  retake  the  House.  Smart, 
pragmatic,  and  tough,  the  45- 
year-old  former  Clinton  political 
adviser  is  concocting  a  pro- 
investment  economic  agenda 
designed  to  attract  the  middle 
class  and  small  business. 

Virginia  Governor  Mark 
Warner,  50,  proved  a  fiscally 
conservative  Democrat  could 
carry  suburbs  and  rural  regions 
in  a  red  state.  He  has  worked 
with  a  GOP  legislature  to  turn  a 
deep  deficit  into  a  surplus. 

Baltimore  Mayor  Martin 
O'Malley  has  become  the  party's 
go -to  guy  on  protecting  the 
homeland.  The  telegenic  mayor, 
42,  has  developed  a  detailed 
plan  for  rail  and  port  safety  and 
has  been  an  outspoken  critic  of 
White  House  security  priorities. 
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Corporate  Scoreboard  Earnings 


Sticking  to 
The  Sweet  Spot 

Profits  have  risen  for  10  straight  quarters, 
but  a  stronger  dollar  and  higher  rates  loom 


HE  IRREPRESSIBLE,  IN- 
defatigable  corporate  prof- 
it machine  continues  to 
mint  money.  Thanks  to  a 
robust  economy  and  con- 
tinued tight  cost  controls, 
profits  for  the  900  compa- 
nies on  BusinessWeek's  Corporate  Score- 
board rose  by  a  better-than- expected 
20%  in  the  second  quarter.  While  Busi- 
nessWeek's calculations  include  one-time 
gains  and  losses,  excluding  those  special 
items  still  left  profits  up  15%— also  ex- 
ceeding analysts'  initial  expectations. 

It  was  a  broad-based  advance,  with  the 
American  consumer  still  acquisitive  in  the 
face  of  rising  energy  costs  and  businesses 
spending  even  as  interest  rates  creep 
higher.  Add  it  all  up,  and  profits  during 
the  quarter  topped  $185.4  billion,  a  hefty 
$30.3  billion  improvement  from  the 
2004  second  quarter.  The  collective  79% 
profit  margin  recorded  by  these  900 
companies  was  the  highest  on  record 


Top-Line  Strength 

The  seventh  consecutive  quarter 
of  double-digit  sales  growth 


PERCENT 


Data:  Standard  4  Poor's  Compustat 
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since  BusinessWeek  began  publishing  the 
quarterly  scoreboards  back  in  1973.  The 
profit  champ  for  the  quarter— not  sur- 
prisingly, with  oil  above  $60  per  barrel- 
was,  once  again,  Exxon  Mobil  Corp.  The 
energy  titan  saw  profits  soar  32%,  to  $7.6 
billion,  a  staggering  sum  that  was  61% 
more  than  what  the  next  closest  company, 
Citigroup  Inc.,  earned  in  the  second 
quarter.  For  the  record,  the  biggest  loser 
during  the  second  quarter  was  an  airline, 
UAL  Corp.,  which  lost  $1.4  billion. 

The  sales  and  profits  run  has  been  re- 
markably persistent.  The  second  quarter 
marks  the  10th  consecutive  one  in  which 
Big  Business  has  recorded  double-digit 
earnings  gains.  And  it's  the  seventh 
straight  quarter  in  which  revenues  have 
done  the  same.  To  find  similarly  robust 
sales  growth  you  would  have  to  go  back 
to  the  dot-com  boom,  and  before  that,  to 
the  late  1980s.  That  momentum  will  be 
put  to  the  test  by  a  handful  of  looming 
challenges  to  the  sales  and  profits  out- 
look in  the  second 
half.  Among  them:  the 
strengthening  of  the 
dollar,  increasing  la- 
bor expenses,  and  fur- 
ther interest  rate  hikes. 
To  date,  what  has 
underpinned  the  heady 
top-line  run?  A  sur- 
prising number  of 
companies  from  across 
the  retail  spectrum— 
including  Amazon.com, 
Costco  Wholesale,  Foot 
Locker,  Lowe's,  and 
Wal-Mart  Stores- 
have  clearly  benefited 
from  strong  consumer 
spending.  All  of  those 
outfits  have  piled  up  at 


least  four  consecutive  quarters  of  doi 
digit  sales  growth.  They  have  compa    ;, 
energy-related  outfits  such  as  Valen 
ergy  Corp.  and  Amerada  Hess  C  _- 
which  have  prospered  from  soarini  -,-: 
prices.  And  companies  that  had  lonj.  :: ;, 
moaned  a  lack  of  pricing  power  hav   - . 
cently  shown  success  in  boosting  pr  , 
Deere  &  Co.  and  Dow  Chemical  Co. 
used  aggressive  price  hikes  in  some  p 
ucts  to  generate  double-digit  increase 
both  sales  and  profits. 

The  dollar's  weakness  over  the 
three  years  has  also  buoyed  topi 
growth  for  multinationals  sell 
abroad— and  contributed  to  a  windfll 
profits.  Johnson  &  Johnson,  for  inst 
derived  two  percentage  points  of  its  \ 
top-line  growth  from  favorable  cur 
impact  in  the  second  quarter,  to  $, 
billion.  That,  in  turn,  helped  fuel  a 
rise  in  net  income,  to  $2.8  billion,| 
eluding  onetime  items.  Caterpillar 
also  credited  its  record  sales  and  eal 
ings— profits  were  up  34%— to  the  lol 
dollar,  which  is  stoking  global  demfc 
for  its  heavy  machinery.  "People  don'  I 
alize  how  much  of  a  contributor  I 
sharp  drop  in  the  dollar  was  to  profittl 
tween  2002  and  2004,"  says  Richl. 
Bernstein,  chief  U.S.  strategist  for  Meff 
Lynch  &  Co. 

Indeed,  the  dollar's  new  direcuoil 
just  one  reason  many  economist 
questioning  whether  we've  seen  thet 
of  the  double-digit  sales  and  pi 
growth  for  the  time  being.  The  dollar 
already  risen  10%  against  the  eurfll 


other  key  currencies  this  year— cre- 
resistance  that  could  slow  both  ex- 
and  foreign-earned  profits  in  com- 
larters.  The  dollar  "is  not  going  to 
tailwind  but  a  head  wind,"  says 
rd  Berner,  chief  U.S.  economist  for 
an  Stanley. 

recent  quarters,  companies  have  ofi°- 
e  rising  dollar  with  aggressive  cost- 
ig  and  by  trimming  capital  spend- 
*Jow,  some  economists  believe  that, 
with  cash  and  with  their  factories 


running  close  to  full  tilt,  companies  will 
have  to  reinvest  in  new  plants  and  equip- 
ment in  the  second  half  just  to  continue 
meeting  demand.  If  so,  that  anticipated 
burst  of  new  business  spending  could  be 
the  best  chance  companies  have  at  sus- 
taining their  streak  of  double-digit  gains 
in  sales.  Further  top-line  growth  would 
also  figure  to  help  extend  the  healthy  run 
for  corporate  profits. 

But  there  will  be  plenty  of  pressures,  as 
well.  For  example,  even  as  the  labor  mar- 


Winners  and  Losers 

Energy  and  banks  keep  raking  it  in,  while  old-line 
carriers  dominate  the  second  quarter's  losers 


WHO  MADE  THE  MOST 


ompany 

1  Exxon  Mobil 
Citigroup 
General  Electric 
Bank  of  America 
Microsoft*** 
Chevron 
Pfizer 

ConocoPhillips 
Altria  Group 
Johnson  &  Johnson 

.1   Wal-Mart  Stores* 

2  Verizon  Communications 

3  Intel 

4  Wells  Fargo 

5  IBM 


Millions  of  dollars 
$7,640 
4,731 
4,647 
4,296 
3,700 
3,684 
3,472 
3,131 
2,912 
2,676 
2,461 
2,113 
2,038 
1,910 
1,851 


WHO  LOST  THE  MOST 


Company  Millions  of  dollars 

1  UAL  -$1,430 

2  Delta  Air  Lines  -382 

3  Charter  Communications  -355 

4  Time  Warner  -321 

5  General  Motors  -286 

6  Calpine  -278 

7  Eli  Lilly  -252 

8  Northwest  Airlines  -217 

9  Fairchild  Semiconductor  Intl.  -205 

10  Qwest  Communications  Intl.  -164 

11  Eastman  Kodak  -146 

12  Micron  Technology**  -128 

13  Liberty  Media  -114 

14  Sara  Lee***  -109 

15  Mattel  -94 


ket  tightens,  many  companies  will  need  to 
deal  with  looming  obligations  to  their  for- 
mer workers  in  coming  quarters.  Delta 
Air  Lines  Inc.,  for  one,  which  posted  a 
$382  million  loss  in  the  second  quarter, 
under  current  pension  laws  must  spend 
$3  billion  by  2008  to  replenish  its  under- 
funded retirement  plans.  At  some  compa- 
nies, if  s  already  crimping  profits:  Unisys 
Corp.,  the  Blue  Bell  (Pa.)-based  informa- 
tion technology  services  firm,  reported  a 
second-quarter  loss  of  $27.1  million, 
thanks  to  its  need  to  contribute  $45.8 
million  to  its  pension  plan. 

FEAR  THE  FED 

AND  THERE'S  THE  Federal  Reserve. 
Economists  now  expect  as  much  as  an- 
other point  in  further  interest  rate  in- 
creases between  now  and  early  2006. 
The  Fed's  aggressive  rate  hikes  are  al- 
ready pinching  rate-sensitive  sectors 
such  as  financial  services,  which  saw 
profit  growth  slow  from  12%  to  2%  year- 
over-year  in  the  second  quarter,  accord- 
ing to  Thomson  Financial.  In  recent 
years,  banks  and  the  Wall  Street  houses 
have  earned  record  profits  by  exploiting 
the  gaping  spread  between  short-  and 
long-term  rates. 

But  with  the  Fed's  aggressive  effort  to 
raise  short-term  rates  failing  to  nudge  up 
long  rates,  the  result  has  been  a  flattening 
of  the  yield  curve.  This  has  squeezed  out 
the  easy  profit  that  financial  service 
firms  can  earn  on  the  carry  trade.  Tanya 
Azarch,  banking  analyst  for  Standard  & 
Poor's,  predicts  revenue  growth  could 
tumble  from  around  5%  to  as  little  as  3% 
growth  in  the  second  half,  as  the  net  in- 
terest margin— which  has  already  fallen 
by  nearly  two-tenths  of  a  point  in  the  past 
year,  to  3.43%  in  the  second  quarter— is 
squeezed  further  in  coming  quarters.  In 
other  words,  the  easy  money  may  already 
have  been  made.  It'll  be  harder  to  register 
another  terrific  quarter  next  time.  ■ 

-By  Dean  Foust  in  Atlanta, 

with  Amy  Barrett  in  Philadelphia 

and  Michael  Arndt  in  Chicago 


•Fiscal  first  quarter  "Fiscal  third  quarter  ***Fiscal  fourth  quarter  Data:  Standard  &  Poor's  Compustat 
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Student  Loan  Xpress,  now  part  of  CIT,  is  a  leader  in  meeting  today's  growing  demand  for 
affordable  loans.  By  making  the  process  smarter  and  faster,  it's  setting  a  new  standard 
in  educational  lending.  Learn  more  at  CIT.com  or  call  866.875.5217.  We  see  what  you  see. 
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he  Challenge 

Vnd  The  Opportunity 

hina  and  India  are  rapidly  rising  in  tandem— 
id  changing  the  world  in  the  process 

"he  New  Corporate  Model 

ompanies  from  both  nations  are  eager  to  go 
local.  But  are  they  ready? 

[he  Education  Gap 

•eijing  and  New  Delhi  are  pushing  ambitious 
gendas  in  the  schools,  but  there's  still  a  long 
/ay  to  go 


The  Next  Leap 

Biotech.  Automobiles.  Chips.  China  and 
India  are  emerging  as  serious  contenders 
in  some  key  industries 

The  Social  Agenda 

Making  headway  on  deep-seated  problems 
such  as  worker  rights  and  poverty 

Final  Word 

Asian  competition:  Is  the  cup  half  empty 
or  half  full?  How  America  could  beat  the 
gloomy  projections 
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a  and  China,  in  Theory:  Leading  economists  offer 
lews  on  the  future  of  the  two  nations  and  how  their 
peedy  modernization  will  both  help  and  hurt  the  U.S. 

'>  the  Orient  Express  Slowing  Down?  Asian  and  Pacific 
hares  have  had  a  good  run,  but  China's  economy  is 
ising  steam  and  Indian  stocks  are  already  highly  valued 

istorical  Timeline:  For  both  the  dragon  and  the  tiger, 
ie  seeds  of  success  were  sown  centuries  ago 

lo  Wasted  Opportunity:  Veolia  Environnement  sees 
ndless  potential  in  China,  whether  it's  in  water, 
'ansportation,  or  waste  treatment 


A  Braintrust  in  Bangalore:  Sarnoff  and  other  big  tech 
names  are  setting  up  research  operations  in  India— and 
not  just  because  of  the  cheap  labor 

Furniture,  Cappuccino.  Consulting:  By  offering  all  these 
things  to  potential  customers,  Michigan  office  furniture 
company  Haworth  has  distinguished  itself  in  the 
ultratoueh  China  market 
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CHALLI         I  The  Shape  of  the  Future 


A  New 
World 
Economy 

The  balance  of  power  will 
shift  to  the  East  as  China  and 
India  evolve,  by  pete  engardio 
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IT  MAY  NOT  TOP  THE  MUST-SEE 

list  of  many  tourists.  But  to  ap- 
preciate Shanghai's  ambitious 
view  of  its  future,  there  is  no 
better  place  than  the  Urban 
Planning  Exhibition  Hall,  a 
glass-and-metal  structure  across 
from  People's  Square.  The  high- 
light is  a  scale  model  bigger 
than  a  basketball  court  of  the  entire 
metropolis— every  skyscraper,  house,  lane, 

factory,  dock,  and  patch  of  green  space— in  the  year  2020. 

There  are  white  plastic  showpiece  towers  designed  by  archi- 
tects such  as  I.M.  Pei  and  Sir  Norman  Foster.  There  are  im- 
mense new  industrial  parks  for  autos  and  petrochemicals, 
along  with  new  subway  lines,  airport  runways,  ribbons  of  ex- 
pressway, and  an  elaborate  riverfront  development,  site  of  the 
2010  World  Expo.  Nine  futuristic  planned  communities  for 
800,000  residents  each,  with  generous  parks,  retail  districts, 
man-made  lakes,  and  nearby  college  campuses,  rise  in  the  sub- 
urbs. The  message  is  clear.  Shanghai  already  is  looking  well 
past  its  industrial  age  to  its  expected  emergence  as  a  global 
mecca  of  knowledge  workers.  "In  an  information  economy,  it  is 
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very  important  to  have  urban  space  with  a  better  natural  I 
social  environment,"  explains  Architectural  Society  of  Shane 
President  Zheng  Shiling,  a  key  city  adviser. 

It  is  easy  to  dismiss  such  dreams  as  bubble-econl 
hubris— until  you  take  into  account  the  audacious  §L. 
Shanghai  already  has  achieved.  Since  1990,  when  the  cityPW 
seemed  caught  in  a  socialist  time  warp,  Shanghai  has  en 
enough  high-rises  to  fill   Manhattan.  The  once-rundl; 
Pudong  district  boasts  a  space-age  skyline,  some  of  the  w 
biggest  industrial  zones,  dozens  of  research  centers,  and  a 
let  train.  This  is  the  story  of  China,  where  an  extraord 
ability  to  mobilize  workers  and  capital  has  tripled  per  capitk 
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A  model  of  Shanghai  in 
2020  at  the  Urban 
Planning  Exhibition  Hall 


in  a  generation,  and  has  eased  300  million  out  of  pover- 
:aders  now  are  frenetically  laying  the  groundwork  for 
les  of  new  growth. 

ALU  ABLE  ROLE 

HOP  A  PLANE  TO  INDIA.  It  is  hard  to  tell  this  is  the 
I's  other  emerging  superpower.  Jolting  sights  of  extreme 
Ty  abound  even  in  the  business  capitals.  A  lack  of  subways 
.  dearth  of  expressways  result  in  nightmarish  traffic. 
t  visit  the  office  towers  and  research  and  development 
|s  sprouting  everywhere,  and  you  see  the  miracle.  Here, 


Indians  are  playing  invaluable  roles  in  the  global  innovation 
chain.  Motorola,  Hewlett-Packard,  Cisco  Systems,  and  other 
tech  giants  now  rely  on  their  Indian  teams  to  devise  software 
platforms  and  dazzling  multimedia  features  for  next-genera- 
tion devices.  Google  principal  scientist  Krishna  Bharat  is  set- 
ting up  a  Bangalore  lab  complete  with  colorful  furniture,  ex- 
ercise balls,  and  a  Yamaha  organ— like  Google's  Mountain 
View  (Calif.)  headquarters— to  work  on  core  search-engine 
technology.  Indian  engineering  houses  use  3-D  computer  sim- 
ulations to  tweak  designs  of  everything  from  car  engines  and 
forklifts  to  aircraft  wings  for  such  clients  as  General  Motors 
Corp.  and  Boeing  Co.  Financial  and  market- research  experts 
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at  outfits  like  B2K,  Office- 
Tiger,  and  Iris  crunch  the  lat- 
est disclosures  of  blue-chip 
companies  for  Wall  Street.  By 
2010  such  outsourcing  work 
is  expected  to  quadruple,  to  $56  billion  a  year. 

Even  more  exhilarating  is  the  pace  of  innovation, 
as  tech  hubs  like  Bangalore  spawn  companies  pro- 
ducing their  own  chip  designs,  software,  and  phar- 
maceuticals. "I  find  Bangalore  to  be  one  of  the  most 
exciting  places  in  the  world,"  says  Dan  Scheinman, 
Cisco  Systems  Inc.'s  senior  vice-president  for  cor- 
porate development.  "It  is  Silicon  Valley  in  1999." 
Beyond  Bangalore,  Indian  companies  are  showing 
a  flair  for  producing  high-quality  goods  and  servic- 
es at  ridiculously  low  prices  (page  64),  from  $50  air 
flights  and  crystal-clear  2<fc-a-minute  cell-phone 
service  to  $2,200  cars  and  cardiac  operations  by 
top  surgeons  at  a  fraction  of  U.S.  costs.  Some  ana- 
lysts see  the  beginnings  of  hypercompetitive  multi- 
nationals. "Once  they  learn  to  sell  at  Indian  prices 
with  world  quality,  they  can  compete  anywhere," 
predicts  University  of  Michigan  management  guru 
C.K.  Prahalad.  Adds  A.  T.  Kearney  high-tech  con- 
sultant John  Ciacchella:  "I  don't  think  U.S.  compa- 
nies realize  India  is  building  next-generation  serv- 
ice companies." 

SIMULTANEOUS  TAKEOFFS 

CHINA  AND  INDIA.  Rarely  has  the  economic  as- 
cent of  two  still  relatively  poor  nations  been 
watched  with  such  a  mixture  of  awe,  opportunism, 
and  trepidation.  The  postwar  era  witnessed  eco- 
nomic miracles  in  Japan  and  South  Korea.  But  nei- 
ther was  populous  enough  to  power  worldwide  growth  or 
change  the  game  in  a  complete  spectrum  of  industries.  China 
and  India,  by  contrast,  possess  the  weight  and  dynamism  to 
transform  the  21st-century  global  economy.  The  closest  par- 
allel to  their  emergence  is  the  saga  of  19th-century  America,  a 
huge  continental  economy  with  a  young,  driven  workforce 
that  grabbed  the  lead  in  agriculture,  apparel,  and  the  high 
technologies  of  the  era,  such  as  steam  engines,  the  telegraph, 
and  electric  lights. 


But  in  a  way,  even  America's  rise  falls  short  in  comparis 
what's  happening  now.  Never  has  the  world  seen  the  sim 
neous,  sustained  takeoffs  of  two  nations  that  together  ace 
for  one-third  of  the  planet's  population.  For  the  past 
decades,  China  has  been  growing  at  an  astounding  9.5%  a 
and  India  by  6%.  Given  their  young  populations,  high  savl 
and  the  sheer  amount  of  catching  up  they  still  have  to  do,  i" 
economists  figure  China  and  India  possess  the  fundament 
keep  growing  in  the  7%-to-8%  range  for  decades. 


The  Strengths  and  Weaknesses 


China  and  India 
have  radically 
different  economic 
models.  But  given 
their  relative 
advantages  and 
flaws  both  are 
expected  to  deliver 
very  high  growth 
for  decades 


China  will  remain  the 
manufacturing  giant.. 


TRILLIONS  OF  U.S.  DOLLARS 


...while  India  soars 
in  tech  and  services 

BILLIONS  OF  U.S.  DOLLARS 
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India's  companies 
are  more  profitable. 
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AVERAGE  RETURN  ON 
INVESTED  CAPITAL* 
ICHINA 


...and  its  b 
are  in  betta 

PERCENT  OF  TTjfl 


■  I 


02    '04    m_  '08  J10_  '02    '04    X>6_  08  J10_  '00    '01    '02     03    '04"  '99     '00     01 

•BASED  ON  FINANCIAL  DISCLOSURES  OF  132  TOP  PUBLICLY  LISTED  CHINESE  COMPANIES  AN0  214  TOP  INDIAN  COMPANIES        -DATA  FOR  2004  FISCAL  YEAR  WC 

Data:  Global  Insight  Inc.  Data:  Evaluserve  Data:  Standard  &  Poor's  Compustat  Data:  mte-na|^H 


54    BusinessWeek  I  August  22/29.  2005 


J 


rring  cataclysm,  within  three  decades  India  should  have 
id  over  Germany  as  the  world's  third-biggest  economy.  By 
:entury,  China  should  have  overtaken  the  U.S.  as  No.  1.  By 
China  and  India  could  account  for  half  of  global  output, 
ed,  the  troika  of  China,  India,  and  the  U.S.— the  only  in- 
ialized  nation  with  significant  population  growth— by 
projections  will  dwarf  every  other  economy, 
tiat  makes  the  two  giants  especially  powerful  is  that  they 
element  each  other's  strengths.  An  accelerating  trend  is  that 


technical  and  managerial 
skills  in  both  China  and  In- 
dia are  becoming  more  im- 
portant than  cheap  assem- 
bly labor.  China  will  stay 
dominant  in  mass  manufac- 
turing, and  is  one  of  the  few 
nations  building  multibil- 
lion-dollar  electronics  and 
heavy  industrial  plants.  In- 
dia is  a  rising  power  in  soft- 
ware, design,  services,  and 
precision  industry.  This  rais- 
es a  provocative  question: 
What  if  the  two  nations 
merge  into  one  giant  "Chin- 
dia?"  Rival  political  and 
economic  ambitions  make 
that  unlikely.  But  if  their  in- 
dustries truly  collaborate, 
"they  would  take  over  the 
world  tech  industry,"  pre- 
dicts Forrester  Research  Inc. 
analyst  Navi  Radjou. 

In  a  practical  sense,  the 
yin  and  yang  of  these  im- 
mense workforces  already 
are  converging.  True,  annu- 
al trade  between  the  two 
economies  is  just  $14  bil- 
lion. But  thanks  to  the  In- 
ternet and  plunging  tele- 
com costs,  multinationals 
are  having  their  goods  built 
in  China  with  software  and 
circuitry  designed  in  India. 
As  interactive  design  tech- 
nology makes  it  easier  to 


It's  4  a.m.  Do  you  know 
where  the  A-listers  are? 

_^^  For  Shanghai 
}}  insiders,  Party  Head- 
Tr    quarters  these  days  is 
Bar  Rouge  on  the  waterfront 
Bund.  With  its  scarlet 
upholstered  alcoves  draped 
with  billowing  curtains,  the 
room  looks  like  a  cross 
between  an  Austin  Powers 
movie  and  a  belle  epoque 
salon.  The  bartenders  are 
known  for  dousing  the  33- 
foot-long  bar  with  vodka  and 
setting  it  a'ight,  and  there's  a 
terrace  with  spectacular 
views.  By  2  a.m.  the  place  is 
in  full  wail,  but  unless  you're 
on  the  A-list,  you'll  be  seven 
floors  below,  stranded  on  the 
street.  For  those  with  their 
party  credentials  in  order, 
the  action  stretches  till  dawn. 


perfect  virtual  3-D  proto- 
types of  everything  from  telecom  routers  to  turbine  generators 
on  PCs,  the  distance  between  India's  low-cost  laboratories  and 
China's  low-cost  factories  shrinks  by  the  month.  Managers  in 
the  vanguard  of  globalization's  new  wave  say  the  impact  will  be 
nothing  less  than  explosive.  "In  a  few  years  you'll  see  most 
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•ASSUMES  CHINA  ANNUAL  GROWTH  RATE  PEAKS  AT  8.8%  IN  2010.  TRENDING  DOWN  TO  3.7%  BY  2046.  INDIA  GROWTH  PEAKS  AT  7.3%  IN  2025  TRENDING  TO  5.9%  by  2046. 
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companies  unleashing  this  massive  pro- 
ductivity surge,"  predicts  Infosys  Tech- 
nologies CEO  Nandan  M.  Nilekani. 
To  globalization's  skeptics,  however, 
what's  good  for  Corporate  America  translates  into  layoffs  and 
lower  pay  for  workers.  Little  wonder  the  West  is  suffering  from 
future  shock.  Each  new  Chinese  corporate  takeover  bid  or  rev- 
elation of  a  major  Indian  outsourcing  deal  elicits  howls  of 
protest  by  U.S.  politicians.  Washington  think  tanks  are  pub- 
lishing thick  white  papers  charting  China's  rapid  progress  in 
microelectronics,  nanotech,  and  aerospace— and  painting  dark 
scenarios  about  what  it  means  for  America's  global  leadership. 
Such  alarmism  is  understandable.  But  the  U.S.  and  other  es- 
tablished powers  will  have  to  learn  to  make  room  for  China  and 
India  (page  134).  For  in  almost  every  dimension— as  consumer 
markets,  investors,  producers,  and  users  of  energy  and  com- 
modities—they will  be  21st-century  heavyweights.  The  growing 
economic  might  will  carry  into  geopolitics  as  well.  China  and  In- 
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dia  are  more  assertively  pressing  their  interests  in  the  M 
East  and  Africa,  and  China's  military  will  likely  challenge 
dominance  in  the  Pacific. 

One  implication  is  that  the  balance  of  power  in  many  I  - 
nologies  will  likely  move  from  West  to  East  An  obvious  reas  :  : 
that  China  and  India  graduate  a  combined  half  a  million  I  tsk 
neers  and  scientists  a  year,  vs.  60,000  in  the  U.S.  In  life  scie;  i  *  i 
projects  the  McKinsey  Global  Institute,  the  total  numbr  una 
young  researchers  in  both  nations  will  rise  by  35%,  to  1.6  m;  lwt. 
by  2008.  The  U.S.  supply  will  drop  by  11%,  to  760,000.  As  i  m 
Western  scientists  will  tell  you,  China  and  India  already  are  r  bpn 
ing  important  contributions  in  medicine  and  materials  that  ate; 
help  everyone.  Because  these  nations  can  throw  more  brail  lb: 
technical  problems  at  a  fraction  of  the  cost,  their  contributioi  loth 
innovation  will  grow.  I  c: 

CONSUMERS  RISING  " 

AMERICAN  BUSINESS  ISN'T  just  shifting  research  work  nrs 
cause  Indian  and  Chinese  brains  are  young,  cheap,  and  p.  t. 
tiful.  In  many  cases,  these  engineers  combine  skills— m 
of  the  latest  software  tools,  a  knack  for  complex  mathem 
algorithms,  and  fluency  in  new  multimedia  technologies 
often  surpass  those  of  their  American  counterparts.  As 
Scheinman  puts  it:  "We  came  to  India  for  the  costs,  we 
for  the  quality,  and  we're  now  investing  for  the  innovate 

A  rising  consumer  class  also  will  drive  innovation.  Thisyfc-': 
China's  passenger  car  market  is  expected  to  reach  3  million,  Nl  l- 
in  the  world.  China  already  has  the  world's  biggest  base  of  iw 
phone  subscribers— 350  million— and  that  is  expected  to  tmr 
600  million  by  2009.  In  two  years,  China  should  overtake  It 
U.S.  in  homes  connected  to  broadband.  Less  noticed  is  thatfe 
dia's  consumer  market  is  on  the  same  explosive  trajectory  as  C 
na  five  years  ago.  Since  2000,  the  number  of  cellular  subs 
has  rocketed  from  5.6  million  to  55  million. 

What's  more,  Chinese  and  Indian  consumers  and  comf 
nies  now  demand  the  latest  technologies  and  features.  S 
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the  attitudes  and  aspirations  of  to- 
young  Chinese  and  Indians  resem- 

lose  of  Americans  a  few  decades 

Surveys  of  thousands  of  young 

;  in  both  nations  by  marketing  firm 

Global  Group  found  they  are  over- 

ningly  optimistic  about  the  future, 

e  success  is  in  their  hands,  and 

jroducts  as  status  symbols.  In  Chi- 

s  fashionable  for  the  upwardly  mo- 
switch  high-end  cell  phones  every 

months,  says  Josh  Li,  managing  di- 
of  Grey's  Beijing  office,  because  an 

odel  suggests  "you  are  not  getting 
and  updated."  That  means  these 

as  will  be  huge  proving  grounds  for 

generation  multimedia  gizmos,  net- 

ing  equipment,  and  wireless  Web 

*s,  and  will  play  a  greater  role  in 

g  global  standards.  In  consumer 

onics,  "we  will  see  China  in  a  few  years  going  from  being 

lower  to  a  leader  in  defining  consumer-electronics 

s,"  predicts  Philips  Semiconductors  Executive  Vice-Pres- 

Leon  Husson. 
all  the  huge  advantages  they  now  enjoy,  India  and  China 

)t  assume  their  role  as  new  superpowers  is  assured.  Today, 
and  India  account  for  a  mere  6%  of  global  gross  domes- 

oduct— half  that  of  Japan.  They  must  keep  growing  rapid- 

t  to  provide  jobs  for  tens  of  millions 

ing  the  workforce  annually,  and  to 

many  millions  more  from  crashing 

into  poverty.  Both  nations  must  con- 
ecological  degradation  that's  as  ob- 

;  as  the  smog  shrouding  Shanghai 
Bombay,  and  face  real  risks  of  social 

,  war,  and  financial  crisis  (page  60). 

asingly,  such  problems  will  be  the 
J's  problems.  Also,  with  wages  rising 
especially  in  many  skilled  areas,  the 
p  labor  edge  won't  last  forever  (page 

Both  nations  will  go  through  many 

i  and  harrowing  bust  cycles.  And 
ier  country  is  yet  producing  compa- 
like  Samsung,  Nokia,  or  Toyota  that 
it  all  together,  developing,  making, 
marketing  world-beating  products. 
3th  countries,  however,  have  survived 
er  crises  and  possess  immense  lin- 
ed potential.  In  China,  serious  devel- 
ent  only  now  is  reaching  the  800 
on  people  in  rural  areas,  where  per 
ta  annual  income  is  just  $354.  In  ar- 
)utside  major  cities,  wages  are  as  lit- 
>  45$  an  hour.  "This  is  why  China  can 
\  another  20  years  of  high-speed 
"th,"  contends  Beijing  University 
lomist  Hai  Wen. 

ay  impressive.  But  India's  long-term 
ntial  may  be  even  higher.  Due  to  its 
child  policy,  China's  working-age 
olation  will  peak  at  1  billion  in  2015 
then  shrink  steadily.  China  then  will 
:  to  provide  for  a  graying  population 
has  limited  retirement  benefits.  India 
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has  nearly  500  million  people  under  age  19  and 
higher  fertility  rates.  By  mid-century,  India  is 
expected  to  have  1.6  billion  people— and  220 
million  more  workers  than  China.  That  could 
be  a  source  for  instability,  but  a  great  advantage 
for  growth  if  the  government  can  provide  edu- 
cation and  opportunity  for  India's  masses.  New 
Delhi  just  now  is  pushing  to  open  its  power, 
telecom,  commercial  real  estate  and  retail  sec- 
tors to  foreigners.  These  industries  could  lure 
big  capital  inflows.  "The  pace  of  institutional 
changes  and  industries  being  liberalized  is 
phenomenal,"  says  Chief  Economist  William  T. 
Wilson  of  consultancy  Keystone  Business  In- 
telligence India.  "I  believe  India  has  a  better 
model  than  China,  and  over  time  will  surpass  it 
in  growth." 

For  its  part,  China  has  yet  to  prove  it  can 
go  beyond  forced-march  industrialization. 
China  directs  massive  investment  into  public 
works  and  factories,  a  wildly  successful  formula  for  rapid 
growth  and  job  creation.  But  considering  its  massive  manu- 
facturing output,  China  is  surprisingly  weak  in  innovation.  A 
full  57%  of  exports  are  from  foreign-invested  factories,  and 
China  underachieves  in  software,  even  with  35  software  col- 
leges and  plans  to  graduate  200,000  software  engineers  a 
year.  It's  not  for  lack  of  genius.  Microsoft  Corp.'s  180-engineer 
R&D  lab  in  Beijing,  for  example,  is  one  of  the  world's  most 
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China  and  India  are  racing  ahead  of  the  U.S.  in  numbers  of  young  professionals* 
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productive  sources  of  innovation  in  computer  graphics  and 
language  simulation. 

While  China's  big  state-run  R&D  institutes  are  close  to  the  cut- 
ting edge  at  the  theoretical  level,  they  have  yet  to  yield  many  com- 
mercial breakthroughs.  "China  has  a  lot  of  capability,"  says  Mi- 
crosoft Chief  Technology  Officer  Craig  Mundie.  "But  when  you 
look  under  the  covers,  there  is  not  a  lot  of  collaboration  with  in- 
dustry." The  lack  of  intellectual  property  protection,  and  Beijing's 
heavy  role  in  building  up  its  own  tech  companies,  make  many 
other  multinationals  leery  of  doing  serious  R&D  in  China. 

China  also  is  hugely  wasteful.  Its  9.5%  growth  rate  in  2004 
is  less  impressive  when  you  consider  that  $850  billion— half 
of  GDP— was  plowed  into  already-glutted  sectors  like  crude 
steel,  vehicles,  and  office  buildings.  Its  factories  burn  fuel  five 
times  less  efficiently  than  in  the  West,  and  more  than  20%  of 
bank  loans  are  bad.  Two-thirds  of  China's  13,000  listed  com- 
panies don't  earn  back  their  true  cost  of  capital,  estimates  Bei- 
jing National  Accounting  Institute  President  Chen  Xiaoyue. 
"We  build  the  roads  and  industrial  parks,  but  we  sacrifice  a 
lot,"  Chen  says. 

India,  by  contrast,  has  had  to  develop  with  scarcity.  It  gets 
scant  foreign  investment,  and  has  no  room  to  waste  fuel  and 
materials  like  China.  India  also  has  Western  le- 
gal institutions,  a  modern  stock  market,  and 
private  banks  and  corporations.  As  a  result,  it 
is  far  more  capital- efficient.  A  BusinessWeek 
analysis  of  Standard  &  Poor's  Compustat  data 
on  346  top  listed  companies  in  both  nations 
shows  Indian  corporations  have  achieved 
higher  returns  on  equity  and  invested  capital 
in  the  past  five  years  in  industries  from  autos 
to  food  products  (page  73).  The  average  Indian 
company  posted  a  16.7%  return  on  capital  in 
2004,  vs.  12.8%  in  China. 


What  Should  the  U.S.  Do?  Join  the  Discussion 

Roundtable:  Are  India  and  China  natural  partners?  Is  China's  r 
£o  be  feared?  Thirteen  experts  offer  their  opinions.  Post  your 
and  look  for  a  new  topic  every  day 

What's  Cool:  A  slide  show  of  the  people,  places,  and  trends 
make  China  and  India  hot 
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SMALL-BATCH  EXPERTISE 

THE  BURNING  QUESTION  IS  whether  India 
can  replicate  China's  mass  manufacturing 
achievement.  India's  info-tech  services  indus- 
try, successful  as  it  is,  employs  fewer  than  1 
million  people.  But  200  million  Indians  subsist 
on  $1  a  day  or  less.  Export  manufacturing  is 
one  of  India's  best  hopes  of  generating  mil- 
lions of  new  jobs. 

India  has  sophisticated  manufacturing 
knowhow.  Tata  Steel  is  among  the  world's 
most-efficient  producers.  The  country  boasts 
several  top  precision  auto  parts  companies, 
such  as  Bharat  Forge  Ltd.  The  world's  biggest 
supplier  of  chassis  parts  to  major  auto  makers, 
it  employs  1,200  engineers  at  its  heavily  auto- 
mated Pune  plant.  India's  forte  is  small-batch 
production  of  high-value  goods  requiring  lots 
of  engineering,  such  as  power  generators  for 
Cummins  Inc.  (page  82)  and  core  components 
for  General  Electric  Co.  CAT  scanners. 

What  holds  India  back  are  bureaucratic  red 
tape,  rigid  labor  laws,  and  its  inability  to  build 
infrastructure  fast  enough.  There  are  hopeful 
signs.  Nokia  Corp.  is  building  a  major  cam- 
pus to  make  cell  phones  in  Madras,  and  South 
Korea's  Pohang  Iron  &  Steel  Co.  plans  a  $12 
billion  complex  by  2016  in  Orissa  state.  But  it 
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will  take  India  many  years  to  build  the  highways,  p 
plants,  and  airports  needed  to  rival  China  in  mass  mani 
turing.  With  Beijing  now  pushing  software  and  pledging 
tellectual  property  rights  protection,  some  Indians  fret  de 
work  will  shift  to  China  to  be  closer  to  factories.  "The  ques 
is  whether  China  can  move  from  manufacturing  to  sen 
faster  than  we  can  solve  our  infrastructure  bottlenecks,' 
President  Aravind  Melligeri  of  Bangalore-based  Qu 
whose  700  engineers  design  gas  turbines,  aircraft  engi- 
and  medical  gear  for  GE  and  other  clients. 

However  the  race  plays  out,  Corporate  America  has 
choice  but  to  be  engaged— heavily.  Motorola  illustrates  the 
ue  of  leveraging  both  nations  to  lower  c 
and  speed  up  development.  Most  of  its  h 
ware  is  assembled  and  partly  designed  in » 
na.  Its  R&D  center  in  Bangalore  devises  al 
40%  of  the  software  in  its  new  phones. 
Bangalore  team  developed  the  multiiw 
software  and  user  interfaces  in  the  hot  1 
cell  phone.  Now,  they  are  working  on  phc 
that  display  and  send  live  video,  stn 
movies  from  the  Web,  or  route  incoming  i 
to  voicemail  when  you  are  shifting  gears 
car.  "This  is  a  very,  very  critical,  state-of- 
art  resource  for  Motorola,"  says  Moto-j 
South  Asia  President  Amit  Sharma. 

Companies  like  Motorola  realize  they  n 
succeed  in  China  and  India  at  many  level* 
multaneously  to  stay  competitive.  That 
quires  strategies  for  winning  consumers, 
cruiting  and  managing  R&D  and  professic 
talent,  and  skillfully  sourcing  from  factoi 
"Over  the  next  few  years,  you  will  see  a  ( 
matic  gap  opening  between  companies,"  j 
diets  Jim  Hemerling,  who  runs  Boston  C 
suiting  Group's  Shanghai  practice.  "It  wft  ) 
between  those  who  get  it  and  are  fully  mc 
lized  in  China  and  India,  and  those  that 
still  pondering." 

In  the  coming  decades,  China  and  India 
disrupt  workforces,  industries,  companies, 
markets  in  ways  that  we  can  barely  begi 
imagine.  The  upheaval  will  test  America's  a 
mitment  to  the  global  trade  system,  and  sh 
its  confidence.  In  the  19th  century,  i 
went  through  a  similar  trauma  when  it 
a  new  giant— the  U.S.— had  arrived.  "It  is 
America  to  manage  its  own  expectation  of  ( 
na  and  India  as  either  a  threat  or  opportuni 
says   corporate   strategist   Kenichi   Ohir 
"America  should  be  as  open-minded  as  Eufl 
was  100  years  ago."  How  these  Asian  giants 
tegrate  with  the  rest  of  the  world  will  I 
shape  the  21st-century  global  economy. 
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A/hat  defines  the 
\merican  Hybrid? 


nnovation  from  Ford. 


"he  idea  was  simple.  Create  a  more  fuel-efficient  vehicle  that  requires  no  trade-offs  in  room, 
:omfort  or  performance.  The  result  is  the  Ford  Escape  Hybrid  and  the  new  Mercury  Mariner  Hybrid. 
Ve're  proud  of  what  we've  accomplished.  And  we  intend  to  keep  leading  the  way  in  this  innovative 
lew  technology. 

The  world's  first  Hybrid  SUVs. 

ffie  cleanest,  most  fuel-efficient  SUVs  on  the  road. 

$1%  less  smog-forming  emissions. 

Over  100  patent  applications  in  process. 

100-500  miles  on  one  tank  of  gas. 

Two  hybrids  introduced,  three  more  on  the  way. 

Designed,  engineered  and  built  by  Ford  in  the  U.S. A. 


Emissions  estimate  compares  with  the  automatic  transmission  version  of  the  2.3L  Escape  and  Mariner  gasoline  engines  certified  to  California  standards, 
ape  Hybrid  EPA  estimated  36  city/31  hwy  mpg,  front-wheel  drive.  Your  actual  mileage  will  vary  depending  on  your  driving  habits.  Made  in  America  with  many  U.S.  sourced  parts. 


Dangers  Ahead 


Crouching  Tigers, 
Hidden  Dragons 

The  economic  momentum  isn't  unstoppable.  China  and 
India  face  huge  obstacles  to  growth,  by  pete  engardio 


PLENTY  OF  FORCES  CAN  STILL  throw  the  Chinese  and  Indian 
economies  far  off  course.  The  economic  fundamentals  of  both  na- 
tions, with  their  enormous  populations  of  young  workers  and 
consumers,  point  to  strong  growth  for  decades  under  almost  every 
forecast.  But  it  is  instructive  to  remember  that  financial  crashes, 
coups,  political  strife,  and  plain  bad  management  have  derailed 
many  other  miracle  economies  from  Southeast  Asia  to  Latin 
America.  And  the  same  huge  populations  that  can  translate  into 
economic  power  for  China  and  India  also  could  prove  to  be  a 


double-edged  sword  if  social,  political,  and  environmental  chal- 
lenges are  not  deftly  managed.  Indeed,  growth  doesn't  have  to 
slow  all  that  much  to  pose  serious  social  problems.  Both  China 
and  India  need  annual  growth  of  at  least  8%  just  to  provide  jobs 
for  the  tens  of  millions  joining  the  workforce  each  year.  Fear  of 
worker  unrest  is  a  big  reason  Beijing  has  kept  stoldng  its  boom 
with  massive  lending  and  growth  in  the  money  supply,  despite 
economists'  warnings  that  it  is  setting  the  stage  for  a  nasty  bust 
If  India  grows  only  6.5%  a  year,  which  seems  a  respectable  rate, 
its  jobless  rate  would  still  jump,  resulting  in  another  70  million 
unemployed  by  2012,  forecasts  India's  Planning  Commission. 

Slower  growth  also  could  keep  China  and  India  from  fulfilling 
the  widespread  predictions  that  they  will  become  superpowers. 
For  example,  in  forecasting  that  India  will  rank  just  behind  the 
U.S.  as  the  world's  No.  3  economy  by  mid-century,  with  a  gross 
domestic  product  of  $30  trillion, 
Goldman,  Sachs  &  Co.  assumes 
8.5%  average  annual  growth. 
But  what  if  India  grows  at  less 
than  6%,  its  average  for  the  past 
20  years?  By  2050,  it  would  have 
only  a  $73  trillion  economy— 
.  smaller  than  Taiwan's  even  then 
and  just  2.6%  of  global  GDP, 
notes  Stephen  Howes,  the 
World  Bank's  former  chief  India 
economist.  Worse,  India's  mass- 
es would  remain  extremely  poor. 
"If  you  don't  grow  fast  enough, 
will  you 'have  social  forces  that 
bring   everything   to   a   stale- 
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mate?"  asks  Infosys  Technologies  Ltd.  CEO 
Nandan  M.  Nilekani.  "That's  the  worry." 

To  achieve  the  high  growth  predictions, 
China  and  India  will  have  to  overcome  for- 
midable challenges.  Some  of  the  biggest: 

ENVIRONMENT  Both  countries  have  paid  a 

steep  ecological  price  for  rapid  industrial  and 

population  growth,  with  millions  of  deaths 

attributed  to  air  and  water  pollution  each 

year.  Air  quality  in  big  cities  like  New  Delhi, 

Chongqing,  and  Bombay  is  among  the  world's  worst  And  fb 

are  vanishing  at  alarming  rates  (page  128). 

Enforcement  of  environmental  laws  in  both  nations 

Many  power  plants  and  factories  depend  on  coal  and  doh 

in  clean  technologies.  Chills: 
one  of  the  world's  most  was  L 
users  of  oil.  If  it  does  nott 
quickly,  the  long-term  cosir 
health  problems  linked  toL 
environment  and  the  requr 
cleanup  will  skyrocket  Agifc 
ing  scarcity  of  water  in  botblt 
tions  could  slow  industry  wi  Jt 
two  decades. 
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POLITICAL  BACKLASH 

Communist  Party  harshly] 
presses  dissent  But 
each  week  brings  new 
big  protests  in  cities  and 
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corruption,  pollution,  or  worker  IN  TRAINING  A  war 
;.  They  underscore  China's  lack  of  threat  perpetually 
>cratic  institutions  and  the  widening  hangs  over  China 
>etween  rich  and  poor.  Serious  chal- 
:s  to  Communist  rule  can  still  erupt,  especially  if  the  econo- 
falls.  Judging  from  history,  the  process  could  be  tumultuous, 
dia  has  a  democracy,  but  it  also  has  extremely  unbalanced 
th  and  rampant  corruption.  The  surprise  electoral  defeat  of 
uling  Bharatiya  Janata  Party  by  a  more  populist  coalition 
y  Sonia  Gandhi's  Congress  Party  in  2004  served  as  a  warn- 
»f  mass  discontent.  The  new  government  also  is  reform- 
ied,  but  the  pace  of  economic  liberalization  has  slowed.  Fur- 
electoral  setbacks  for  reformers  are  possible  if  the  poor 
:  see  the  benefits  of  growth.  Tensions  between  Hindus  and 
ims  have  eased  after  bloody  riots  in  2003  and  2004.  But 
nunal  violence  remains  a  threat. 

NCI  AL  CRISIS  Debt  and  currency  crises  have  derailed  many 
-flying  emerging  markets.  India  needed  an  International 
etary  Fund  bailout  in  1991.  China  withstood  the  1997  Asian 


financial  crisis  mainly  because  they  lack  convertible  currencies. 
Also,  Beijing  controls  the  banks.  Bailouts  and  the  banks'  near- 
monopoly  over  China's  vast  domestic  savings  have  kept  them 
solvent  despite  mountains  of  bad  loans  to  state  firms. 

In  2006,  however,  Beijing  will  start  letting  foreign  banks 
compete  for  deposits  and  domestic  loans.  That  could  put  more 
financial  pressure  on  state  banks.  China  also  is  starting  to  loosen 
its  currency  controls  a  bit.  China  has  plenty  of  foreign  reserves 
now.  But  if  Beijing  can't  whip  its  banks  into  shape,  there's  a  dan- 
ger that  financial  market  liberalization  will  go  wrong,  leading  to 
a  crash.  India's  financial  system  is  in  stronger  shape,  but  its  pub- 
lic finances  remain  a  mess,  with  budget  deficits  at  the  federal  and 
state  level  reaching  10%  of  GDP  (page  86). 

HEALTH  Perhaps  China's  biggest  worry  over  the  long  term  is  in- 
adequate medical  care  for  its  rapidly  aging  population.  In  20 
years,  China  will  have  an  estimated  300  million  people  age  60  or 
older.  Yet  only  one  in  six  Chinese  workers  now  has  a  pension 
plan,  and  just  5%  have  guaranteed  medical  benefits.  What's 
more,  many  retirees  will  not  be  able  to  rely  on  children  for  sup- 
port. Beijing  promises  to 
build  a  broader  safety 
net,  but  adequate  health 
care  and  pensions  could 
consume  a  huge  portion 
of  GDP  and  deplete  Chi- 
na's economic  strength 
in  the  future. 

Both  nations  also  could 
face  full-blown  crises 
with  AIDS,  tuberculosis, 
avian  flu,  and  other  infec- 
tious diseases,  and  their 
health  systems  have  been 
slow  to  mobilize.  At  least 
5  million  Indian  adults  are  infected  with  HIV,  one  of  the  world's 
highest  rates  outside  sub-Saharan  Africa.  India's  National  Intel- 
ligence Council  predicts  the  number  could  pass  20  million  in 
2010.  The  U.N.  estimates  the  number  of  Chinese  with  HIV  could 
hit  10  million  in  five  years.  Some  200,000  Chinese  also  die  an- 
nually of  TB.  And  a  serious  flu  epidemic  could  kill  millions. 
"Many  investors  don't  appreciate  the  economic  damage  a  serious 
outbreak  would  cause  in  our  crowded  cities,"  says  Subroto 
Bagchi,  chief  operating  officer  of  Bangalore  info-tech  services 
firm  MindTree  Consulting  Ltd. 

WAR  India  and  neighboring  Pakistan  have  fought  three  times 
since  their  independence  in  1947— and  have  had  many  border 
skirmishes  over  Kashmir.  Now,  both  nations  possess  nuclear 
weapons,  so  a  war  could  be  catastrophic.  New  Delhi  and  Islam- 
abad have  recently  eased  tensions  and  begun  peace  talks.  But 
the  rise  to  power  of  a  radical  Islamic  regime  in  Pakistan,  or  elec- 
tion of  a  stridently  Hindu  nationalist  government  in  India,  could 
easily  reignite  tensions.  China's  biggest  flash  point  remains  Tai- 
wan. Beijing  has  cooled  its  fiery  rhetoric  lately,  but  still  vows  to 
invade  should  the  island  declare  independence.  Any  war  in  the 
Taiwan  Strait  would  likely  involve  the  U.S.  and  possibly  Japan- 
China's  two  biggest  trade  partners— and  paralyze  shipping  in 
and  out  of  China's  southern  ports.  It  also  would  likely  result  in 
long-term  Sino-U.S.  tensions  that  would  spill  into  trade. 

It's  too  much  to  expect  for  any  developing  nation  to  avoid  mil- 
itary, financial,  environmental,  and  health  crises  for  decades.  But 
the  test  for  a  great  power  is  how  well  it  manages  a  great  crisis.  ■ 


■  BOTH  NATIONS 
ARE VULNERABLE 
TO  EPIDEMICS  OF 
HIV  AND  TB.  HOW 
QUICKLY  COULD 
THEIR  HEALTH 
SYSTEMS  REACT 
TO  CRISES  SUCH 
AS  AVIAN  FLU? 
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Indian  companies 
are  eager  to  go 

global.  But  are 
ley  ready? 


An 
employee  pedals 
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The  Right 


These  Indian  companies 
realized  Western  models 
won't  work,  bymanjeetkripalani 


THE  MAIN  HALL  OF  THE  SCIENCE  & 

Technology  Museum  in  Shanghai 
was  packed.  More  than  150  top 
executives  of  multinarional  com- 
panies had  arrived  at  the  invita- 
tion of  IBM  Chief  Sam  Palmisano  to  partici- 
pate in  IBM's  Business  Leadership  Forum,  a 
high-level  conference  held  on  a  different 
continent  every  May  for  the  past  three  years. 
On  the  dais,  Palmisano  introduced  the  day's 

speaker:  Sunil  Mittal,  chairman  and  CEO  of  India's  premier 
mobile-services  provider,  Bharti  Tele-Ventures  Ltd.  This  com- 
pany, said  Palmisano,  "is  on  a  rocket  to  the  moon." 

Why  would  IBM's  chief  be  in  China  lauding  an  Indian  telco 
that  few  outside  India  had  even  heard  of  a  short  time  ago?  It's 
not  just  because  Bharti  did  a  10-year  $750  million  IT-out- 
sourcing  deal  with  IBM.  If  s  also  because  Bharti— one  of  the 
world's  fastest-growing  telcos  and  the  most  capital-efficient— 
is  one  of  the  many  Indian  companies  proving  to  be  visionary  in 
their  fields.  We're  not  talking  about  the  champions  of  Banga- 
lore, innovative  as  they  are.  These  trendsetters  range  from  tel- 
co newcomers  such  as  Bharti  to  established  giants  like  the  $18 
billion  Tata  Group  and  even  former  state-run  players  like  ICICI 
Bank.  All  are  rethinking  the  way  they  manage  assets,  distribute 
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products,  and  use  technologies  to  create  new  services.  Ind 
"rapid,  incremental  innovations,"  in  the  words  of  John 
III,  a  business-strategy  consultant  and  author  of  a  recent  bi[ 
on  India  and  China,  The  Only  Sustainable  Edge,  can  provide .  * 
sons  to  companies  everywhere.  :- ; 

What  characterizes  the  best  of  the  Indian  outfits?  The}  r 
learned  to  question  the  basic  concepts  of  their  industries,  ;■-. 
attitude  born  of  collective  experience.  For  decades  alt 
achieving  independence  in  1947,  India  imposed  severe 
strictions  on  the  capital  private  companies  could  tap, 
technologies  they  could  import,  and  the  foreign  exchange  tl| 
could  hold.  So  the  best  ones  learned  how  to  devise  ingenic 
low-cost  solutions  to  their  problems  and  even  reimagine 
dustries  such  as  software  services. 

Since  Indian  industry  was  unshackled  from  state  stricture 
1991,  it  has  accelerated  the  process  of  innovation  to  stressi 
fordability  and  quality.  Bharti  is  the  largest  mobile  operatoi  ► 
India,  with  12  million  subscribers  and  a  22%  market  share 
earned  a  net  profit  of  $330  million  on  sales  of  $1.8  billion 
the  fiscal  year  ending  Mar.  31.  CEO  Mittal,  48,  likes  to  tell 
vestors  that  Bharti  charges  just  2$  a  minute  for  phone  calls 
its  Airtel  service— and  pockets  H  of  that. 

Mittal  realized  that  the  Western  model  for  mobile-pho 
businesses— building  and  maintaining  huge,  expensive  celhi  I 
networks— wasn't  for  Bharti,  which  wanted  to  keep  costs  do* 
in  any  way  possible  while  providing  reliable  service.  So  in  ■ 
ruary,  2004,  Bharti  became  the  largest  telco  in  the  world  to 
something  truly  radical.  It  outsourced  its  entire  cellular  n 
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scriber  growth  and  by  far  the  fastest  sign-up  rate  in  India's  his- 
tory. "It's  a  big  transformation,  and  if  s  becoming  a  global  mod- 
el," says  Erik  Oldmark,  who  runs  marketing  strategy  worldwide 
for  Ericsson.  On  Aug.  8,  Bharti  took  its  model  one  step  further 
by  outsourcing  its  call-center  operations. 


'A 


INAFLASHITC's 

intranet  changed 
the  way  farmers 
sell  their  produce 


to  its  three  existing  equipment  suppliers:  Ericsson,  Nokia, 
Siemens— a  $725  million,  three-year  deal.  The  move  to 
p  outsourcing"  was  revolutionary.  Networks  are  as  crucial 
jecom  players  as  engines  are  to  auto  makers.  But  it  worked, 
the  effect  on  Bharti  was  profound.  With  executives  no 
er  focused  on  managing  the  network,  Bharti  has  turned  its 
ttion  to  marketing  and  customer  service.  In  a  year  it  has 
d  6  million  subscribers— one-fourth  of  India's  annual  sub- 


CARS  ON  DEMAND 

BHARTI  WAS  ABLE  TO  TAP  outside  expertise  to  remake  its 
business.  The  $18  billion  Tata  Group  relies  on  outside 
knowhow  as  well— but  in  this  case,  it's  the  traditional  skills  of 
India's  working  class.  Tata,  a  conglomerate,  has  long  made 
sturdy  trucks.  But  four  years  ago,  Chairman  Ratan  Tata 
plunged  into  the  passenger-car  business  despite  much  skepti- 
cism. The  result  was  India's  first  indigenously  designed,  devel- 
oped, and  produced  car— the  $6,600  Indica.  Tata  used  all  of  In- 
dia's low-cost  engineering  skills  to  develop  the  car,  at  60%  of 
the  usual  cost  of  launching  a  new  model.  Now  he  has  put  his 
team  to  work  on  his  dream  project:  a  car  that  will  sell  for  only 
$2,200.  "I  wanted  to  change  the  rules  of  the  game,"  Tata  says. 
"I  wanted  to  change  the  way  business  is  done." 

The  "people's  car"  will  use  a  combination  of  steel  and  com- 
posite plastic  for  its  body,  put  together  with  industrial  adhesive 
along  with  nuts  and  bolts.  But  what's  the  business  changer?  Tata 
will  attempt  to  do  away  with  the  traditional  model  of  manufac- 
turing solely  in  a  factory  and  distributing  exclusively  through  es- 
tablished dealers.  The  plan  is  to  make  the  basic  components  of 
the  car  in  Tata  plants— and  then  to  send  the  car  off  the  company's 
assembly  line  much  like  a  bicycle,  in  a  knocked-down  kit  form. 
These  will  be  shipped  across  the  country  to  Tata-trained  fran- 
chisees. Some  of  them  will  be  Tata  Motors  car  dealers.  But  other 
franchisees  maybe  any  of  India's  thousands  of  roadside  garages. 

The  mechanics  will  keep  the  kits  in  their  garages  and  as- 
semble them  on  demand  for  customers— then  service  them  as 
needed.  "It  will  give  an  opportunity  to  young,  capable  people  to 
create  an  enterprise,"  says  Tata.  But  the  move  will  also  save  an 
estimated  20%  of  an  auto's  production,  experts  say.  "Tata's  plan 
makes  the  car  a  commodity,"  says  Kumar  Bhattacharyya,  di- 
rector of  Warwick  Manufacturing  Group  at  the  University  of 
Warwick  in  Britain. 

If  Ratan  Tata's  plan  works,  he  will  have  stripped  away  a  lay- 
er of  distribution  and  manufacturing  costs.  Other  Indian  com- 
panies are  tackling  different  kinds  of  distribution  costs— and 
blowing  away  traditional  assumptions  in  the  process.  In  the 
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Outsourced  core  networking  services  so  management  could 
focus  on  marketing  and  sales 

Developing  a  $2,200  passenger  car,  to  be  distributed 
in  a  kit  and  assembled  at  point  of  sale 

Employing  e-commerce  to  produce  and  procure  raw 
materials  in  rural  areas 

Using  lower-cost  business  processing  in  India  to  offer  higher 
interest  rates  to  foreign  customers 

Constructed  a  computer-aided  adult-literacy  program  that 
uses  symbols  to  teach  500  words  in  10  weeks 

Data:  Bus/nessWeek 
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INDIA  WHO'S  CO 


case  of  Indian  Tobacco  Co.  (ITC),  managers  are  aggressively 
seeking  ways  to  eliminate  the  exploitative  middlemen  who  buy, 
transport,  and  market  Indian  farmers'  produce. 

Calcutta-based  ITC  is  best  known  as  a  hotelier  and  as  India's 
largest  producer  of  cigarettes.  But  it  also  sells  fertilizer  to  farmers 
and  buys  their  grain  to  make  processed  foods.  For  years,  ITC  con- 
ducted its  business  with  farmers  through  a  maze  of  intermedi- 
aries, from  brokers  to  traders.  So  ITC's  head  of  international  busi- 
ness, S.  Sivakumar,  thought  of  using  e-commerce  as  a  way  to 
break  the  unhealthy  hold  of  traders  over  the  supply  chain.  In  the 
initial  experiment— begun  four  years  ago  in  the  central  Indian 
state  of  Madhya  Pradesh— Sivakumar  set  up  computer  kiosks  in 
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20  villages  and  hired  a  well-known  local     TALK  IS  CHEAP 
farmer  to  run  each  kiosk.  He  and  other    To  cut  costs,  Bharti 
farmers  would  access  the  company's  in-    outsourced  its 
tranet— dubbed  e-chaupal,  for  electronic    enT-|re  network 
"town  square"— twice  a  day  to  check 
ITC's  own  offer  price  for  produce,  as  well  as  prices  in  the  closest 
village  market,  in  the  state  capital,  in  New  Delhi,  and  on  the 
Chicago  commodities  exchange.  The  site  relayed  daily  weather 
conditions  and  educated  users  about  new  farming  techniques 
worldwide.  In  the  evening,  the  local  children  took  free  lessons  on 
the  computer.  In  return,  the  farmers  would  usually  give  ITC  first 
dibs  on  their  crops,  thus  eliminating  the  middlemen. 

RISING  INCOMES 

HOW  WELL  THE  MODEL  WORKS  can  be  seen  in  the  life  of 
farmers  such  as  38-year-old  Gulab  Singh  Varma.  His  two-room 
house  is  well-appointed  by  the  standards  of  Bhaukhedi,  the  vil- 
lage of  3,000  where  he  lives  in  Sehore  district,  Madhya  Pradesh. 
In  pride  of  place,  next  to  a  bright-red  velvet  sofa,  is  the  e-chau- 
pal computer,  complete  with  speakers,  printer,  a  satellite  con- 
nection, and  two  sets  of  solar-powered  batteries. 

Before  e-chaupal  was  set  up,  he  says,  farmers  would  spend 
three  days  traveling  to  the  nearest  market  to 
sell  their  produce  and  never  got  a  fair  price. 
Then  they  would  buy  fertilizer  and  pesticides 
at  premium  rates  and  return  home  feeling 
cheated.  "Now  it  takes  a  few  hours  to  make  a 
sale  in  the  local  market,"  Varma  says,  "because 
we  know  the  prices  a  day  ahead  of  time,  and 
we  negotiate  with  the  local  market  on  the  Web 
site."  Selling  produce  to  ITC,  thanks  to  the  di- 
rect connection,  nets  the  farmers  5%  to  15% 
more  than  in  the  traditional  marketplace.  ITC 
is  now  building  large,  rural  Wal-Mart-like  su- 
permarkets where  farmers  come  to  sell  their 
produce  and  buy  everything  they  need,  from 


tractors  to  cell  phones. 
"Since  e-chaupal  began,  the 
farmers'  incomes  have  in- 
creased by  25%  to  30%,"  es- 
timates Varma. 

Through  2010,  when  ITC 
hopes  to  reach  its  goal  of 
100,000  villages  participat- 
ing in  e-chaupal,  the  compa- 
ny will  spend  "$100  million  a 
year  on  developing  this  net- 
work. None  of  the  competi- 
tion, including  U.S.  rival 
Cargill  Corp.,  can  match  this 
head  start.  Consultant 
Hagel  worries  that  Western 
companies  are  "far  too  com- 
placent about  the  changes 
and  won't  have  the  capabili- 
ties to  respond"  to  such 
business  models. 

Will  Western  multina- 
tionals find  themselves  con- 
fronting model  Indian  com- 
panies outside  India  as 
well?  For  now,  Indian  com- 
panies are  venturing  over- 
seas more  slowly  and  cheap- 
ly than  their  state-backed 
Chinese  counterparts.  The 
Indians  are  making  $1  mil- 
lion to  $100  million  acquisi- 
tions to  learn  about  foreign 
markets  or  to  tap  capabili- 
ties for  their  own  operations. 

But  that  doesn't  mean 
there  won't  be  surprises. 
"Companies  out  of  India 
and  China  will  be  disrup- 
tive business  models,  com- 
ing at  you  in  ways  you 


An  ace  on  the  court, 
a  draw  on  the  tube 
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Tennis  tops  cricke 
It's  true  even  in 
India,  when  the 
star  is  18-year-old  Sania 
Mirza.  While  she's  ranker 
just  48th  globally,  the 
student  from  Hyderabad 
rocketed  to  the  top  of 
India's  sporting  world 
when  she  made  it  into  th 
third  round  of  the 
Australian  Open  in  Janua 
Then  in  February,  she  wo 
the  World  Tennis 
Association  Hyderabad 
Open— and  the 
tournament's  TV  ratings 
soared  higher  than  the 
levels  typically  registerec 
for  cricket.  Now  Mirza  is 
something  of  a  youth  icor 
with  many  Indian  teens 
coveting— and  copying— 
her  nerdy  black-rimmed 
glasses  and  nose  ring. 


■  WESTERN 
MULTINATIONALS 
SHOULDNT  BE 
COMPLACENT: 

THEY  MAY  SOON 
FIND  THEMSELVES 
FACING  INDIAN 
COMPANIES 
OUTSIDE  INDIA 


can  t     anticipate,       says 

Jayant  Sinha,  author  of  a  recent  McKinsey  &  Co.  study  of  g| 
ahzing  companies  from  the  developing  world.  Already,  Ino 
ICICI  Bank,  with  $42  billion  in  assets,  is  adapting  the « 
sourcing  model  to  finance.  It  has  turned  itself  into  a  low-< 
consumer  bank  by  building  its  own  high-tech  back  office 
is  expanding  in  rural  India  by  setting  up  automated  teller  i 
chines  in  villages. 

Now,  ICICI  is  using  that  technological  edge  abroad,  op 
ing  up  a  wholly  owned  bank  subsidiarj 
Canada.  By  operating  its  low-cost  back 
in  India,  the  bank  is  passing  on  tl 
benefits  to  locals  who  bank  through 
Internet  in  the  form  of  interest  some  35 
basis  points  higher  than  what's  availal 
other  Canadian  banks.  The  product  has 
so  popular  that  the  bank  already  has  22. 
customers,  with  1,500  new  ones  signing 
every  week.  Indian  companies  like  ICICI* 
successfully  take  their  models  overseas 
cause  they  are  firmly  anchored  to  their 
market.  A  home  market  that  is  con: 
being  reinvented.  ■ 
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rom  Toyota's  Play 


xo  and  other  Indian  info-tech  companies  are  boosting  efficiency  by 
ulating  the  Japanese  carmaker,  bystevehamm 


A  YEAR  AGO,  EXECUTIVES  OF  WIPRO  LTD.  got  a  glimpse  inside  a  Toyota  assembly 
plant.  During  a  guided  tour  of  the  factory  that  produces  Corollas  near  their 
headquarters  in  Bangalore,  India,  Wipro  execs  hoped  to  pick  up  fresh  ideas  for 
their  businesses  of  developing  software  and  handling  clients'  back-office  op- 
erations. 5  There  were  plenty  of  lessons  to  learn,  but  for  Sambuddha  Deb, 
>ro's  chief  quality  officer,  one  stands  out.  Deb  began  to  take  a  shortcut  when  the  safe- 
ath  painted  on  the  factory  floor  made  a  sharp  turn.  The  Japanese  manager  walking 


d  him  reached  out,  took  his  shoulders,  and  gently  guided 
ack  onto  the  path.  The  message— all  the  little  rules  count. 
y  had  that  sort  of  discipline.  If  s  second  nature  to  them," 
els  Deb. 

fore  the  Toyota  tour,  Wipro  had  been  struggling  to  get  on 
in  back-office  services.  That  might  sound  odd:  With  $1.7 
n  in  revenues,  42,000  employees,  and  a  U.S.-traded  stock 
las  advanced  230%  in  two  years,  Wipro  is  the  embodiment 
iia's  info-tech  revolution.  It's  not  only  a  leader  in  software 
opment  but  also  a  pioneer  in  business-process  outsourc- 
vhere  it  does  everything  for  clients  from  running  account- 
•perations  to  processing  mortgage  applications.  In  that 
less,  the  company  was  respected  for  its  low  prices  and  de- 
ability,  but  the  work  was  too  labor-intensive.  Wipro  wasn't 
;  enough  to  improve  the  way  it  did  its  clients'  business, 
tar's  one  reason  Wipro  decided  to  use  Toyota  as  a  model  for 
lauling  operations.  Its  aim  is  to  make  business  processes 
nple,  smooth,  and  replicable  as  the  way  Corollas  slip  off 
Bangalore  assembly  line  every  5.3  minutes.  In  an  un- 
dented move,  Wipro  took  on  the  tricky  task  of  translating 
ta's  vaunted  principles  for  manufactur- 
ito  the  realm  of  services.  "What  we  do  is 
y  people,  technology,  and  processes  to 
i  a  business  problem,"  says  T.K.  Kurien, 
lead  of  Wipro's  13,600-person  business- 
ess  outsourcing  unit, 
(day,  Wipro's  paperwork  processing  op- 
ens in  Bangalore,  Pune,  and  Chennai 
an  uncanny  resemblance  to  a  Toyota 
t.  Day  and  night,  thousands  of  eager 
ig  men  and  women  line  up  at  long  rows 
bles  modeled  on  an  assembly  line.  Signs 
ring  over  each  aisle  describe  what 
ess  is  being  handled  there— accounts  re- 


■  WIPRO  AIMED  TO 
MAKE  BUSINESS 
PROCESSES  LESS 

LABOR  INTENSIVE- 

AND  AS  SIMPLE, 
SMOOTH,  AND 
RELIABLE  AS  AN 
ASSEMBLY  LINE  OF 
COROLLAS 


ceivable,  travel  and  entertainment,  and  so  on.  Team  leaders 
such  as  P.V.  Priya,  who  oversees  medical  claims  in  Bangalore, 
set  goals  with  their  colleagues  at  the  beginning  of  each  shift. 
Just  like  in  a  Toyota  factory,  electronic  displays  mounted  on  the 
walls  will  shift  from  green  to  red  if  things  bog  down. 

RUNNING  A  21st  CENTURY  COMPANY 

THIS  INFATUATION  WITH  TOYOTA-LIKE  efficiency  now  per- 
meates India's  tech-services  industry.  The  Indian  companies 
see  a  kindred  spirit  in  the  Japanese  auto  maker.  Like  them,  Toy- 
ota was  forced  to  claw  its  way  into  a  global  business  with  low 
prices  and  a  passion  for  quality.  Such  commitment  is  the  key  to 
becoming  the  back  office  for  hundreds  of  Western  companies, 
hastening  the  transfer  of  many  thousands  of  jobs  offshore.  "If 
the  Indians  get  this  right,  in  addition  to  their  low  labor  rates, 
they  can  become  deadly  competition,"  says  Jeffrey  K.  Liker,  a 
business  professor  at  the  University  of  Michigan  and  author  of 
The  Toyota  Way,  about  Toyota's  lean  manufacturing  techniques. 
Think  of  any  job  that  can  be  done  remotely,  by  computer  or 
telephone,  and  you're  looking  at  a  job  that  can 
be  done  by  an  Indian.  Business-process  out- 
sourcing, or  BPO,  includes  handling  clients' 
call  centers,  accounting,  human  resources, 
and  the  like.  Top  Indian  services  companies 
don't  just  perform  these  jobs  well.  They 
demonstrate  how  a  21st  century  company 
ought  to  run.  They  have  globalized  work- 
forces, super-efficient  operations,  and  slavish 
devotion  to  customer  service. 

This  emerging  industry  is  helping  India 
along  the  path  to  building  a  world-class  econ- 
omy. Already  it  supplies  relatively  well-paying 
jobs  for  upwards  of  300,000.  A  23-year-old 
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Wipro'sTeam 
Bangalore 

A  local  look  at  a 
globalized  worker 


£  GETTING  READY 
FOR  WORK 

Medical  claims  supervisor  RV. 
Priya  is  up  by  7  a.m.  The  first 
woman  in  her  family  to  go  to 
college,  she  lives  in  the  eastern 
district  of  Bangalore,  India's 
Silicon  Valley. 

»  THE  COMMUTE 

A  Wipro  bus  picks  Priya  up  at 
8  a.m.  for  the  20-minute  ride 
to  her  office.  The  bus  arrives 
early  enough  to  deliver  her 
and  her  co-workers  ahead  of 
Bangalore's  famous  rush-hour 
traffic  jams. 
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« BACK  HOME 

Priya  spends  weekday  evenings  at 
home  with  her  parents,  a  retired 
sales  manager  and  a  housewife.  Her 
parents  are  planning  a  traditional 
arranged  marriage  for  her,  but  she 
has  told  them  they  must  pick  a  man 
who  won't  interfere  with  her  career. 
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can  make  $7,000— enough  to  afford  a  motorbike,  or  even  a 
Corolla,  to  commute  in  style  on  Bangalore's  jam-packed  streets. 
The  Indian  BPO  industry  grew  40%,  to  $5.8  billion,  last  year 
and  is  expected  to  hit  $64  billion  and  employ  3  million  people 
in  2012,  according  to  a  Nasscom/KPMG  study. 

CONTINUOUS  IMPROVEMENT 

INDIA  WILL  ONLY  GET  THERE  if  it  has  more  to  offer  than 
cheap  labor.  Any  developing  nation  has  that.  So  Wipro  and 
other  Indian  tech  leaders,  including  Tata  Consultancy  Services 
Ltd.  and  Infosys  Technologies,  are  upgrading  their  services. 
They're  automating  processes  to  skip  manual  steps  and  using 
analytical  software  to  mine  data  about  their 
clients'  customers. 

The  goal  for  Wipro  is  to  become  the  Toyota  of 
business  services.  Toyota  preaches  continuous  im- 
provement, respect  for  employees,  learning,  and 
embracing  change.  "It's  the  soft  stuff  that  makes 
a  big  impact  on  the  hard  numbers,"  says  Kurien,  a 
cheerful  45-year-old.  There  is  plenty  of  hard- 
edged  analysis,  as  well.  To  embrace  Toyota's 
methods,  Kurien  last  year  assigned  teams  to  ex- 
amine business  processes,  break  them  into  dis- 
crete components,  and  come  up  with  streamlined 
services  to  sell  to  clients. 

Almost  immediately,  Kurien  spotted  a  surpris- 
ing problem— cubicles.  They're  normal  for  pro- 
grammers but  interrupted  the  flow  for  business- 
process  employees.  So  he  came  up  with  the  idea  of 
positioning  people  side  by  side  at  long  tables  and 
running  processes  up  the  line  step  by  step.  Wipro 
also  adopted  Toyota's  kaizen  system  of  soliciting 
employee  suggestions  for  incremental  improve- 
ments, and  made  The  Toyota  Wry  required  reading. 
The  company  even  did  time-and-motion  studies. 
One  discovery:  It  took  an  average  of  nine  minutes 
for  employees  to  regain  optimal  performance  after 
water  and  bathroom  breaks.  The  water  coolers 
were  quickly  moved  closer  to  people's  desks. 

The  initial  response  to  all  this  "was  a  roaring 
disaster,"  admits  Kurien.  Some  staffers  felt  like 
cogs  in  a  machine,  and  they  dragged  their  heels. 
Nandini  Swamynathan,  34,  who  runs  an  employ- 
ee-benefits help  desk,  was  O.K  with  Kurien's 
plans.  Her  staff  felt  differently.  "The  factory  idea 
concerned  people,"  she  says.  After  hearing  from 
his  middle  managers,  Kurien  did  a  reboot.  He  set 
up  classes  to  explain  the  concepts  and  show  how  the  methods 
would  make  their  lives  easier. 

The  results  are  coming  in.  Since  the  program  started,  the 
group  has  improved  productivity  by  43%  and  reduced  the  per- 
centage of  transactions  that  had  to  be  redone  from  18%  to  2%. 
Customers  are  reaping  rewards,  too.  Look  at  E-OPS,  a  Miami 
startup.  On  June  14  it  announced  the  country's  first  round-the- 
clock  paperless  mortgage-processing  service.  E-OPS  had  just  six 
employees  on  Day  One,  and  they  focused  solely  on  marketing. 
"It's  amazing  that  you  can  run  a  national  company  with  just  a 
handful  of  employees,  and  Wipro  does  the  rest,"  says  E-OPS 
Chief  Executive  Joseph  Machado. 

Indeed,  Wipro's  paperwork-handling  operations  run  with 
factorylike  efficiency.  There  are  two  shifts— 8:30  a.m.  to  6  p.m. 
and  6  p.m  to  3  a.m.  When  each  shift  starts,  the  teams,  which  are 
organized  by  process  categories,  gather  with  their  team  leaders 
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■  KURIEN'S  BP 
UNIT  EMPLOYS 
13,600.  AT 
FIRST  THEY 
BALKED  AT 
RUNNING  THE 
SHOP  LIKE  A 
FACTORY,  BUT 
PRODUCTIVITY 
IS  UP  43%, 
AND  WORK 
SATISFACTION 
IS  HIGH,  WITH 
MORALE  A  BIG 
PRIORITY 


for  10  minutes  to  discuss  the  day's  goals  and  divide  up 
cordingly.  Then  they  scatter  to  their  desks. 

During  a  recent  visit  by  BusinessWeek  to  an  office  in 
galore,  we  followed  the  journey  of  a  single  invoice  thro 
counts  payable.  The  first  stop  was  the  "imaging"  room, 
C.  Venkatesh  fed  documents  into  scanners  and  attached 
tronic  copies  to  work-flow  software,  which  manages  each 
of  the  process.  Then  H.V.  Shivaram  typed  data  from 
voice  into  the  accounting  software  program,  M. 
checked  the  math,  Srikanth  Vittal  Murthy  posted  the  ch 
in  the  general  ledger,  D.  S.  Varadharajan  authorized  pa 
and  B.  Ravi  Sekhar  arranged  for  a  check  to  be  cut.  Final 
Karunakaran  printed  and  mailed  it.  If  the  process  had 
bottleneck,  a  digital  display  on  the  wall 
have  turned  red.  That  would  have  prom 
managers  to  swarm  the  center  of  the  room, 
fer,  and  fix  the  problem  on  the  spot. 

Wipro's  employees  seem  sincerely  excited  aj 
their  jobs— work  that  would  likely  be  consii 
sheer  drudgery  by  U.S.  college  grads.  Take  28 
old  Priya,  who  has  worked  for  Wipro  for  near] 
en  years.  She  has  already  submitted  a  ham 
kaizen,  and  is  thrilled  at  how  quickly  her  bo: 
spond.  "Even  though  if  s  something  small,  it 
good.  You're  being  considered,"  she  says.  E: 
erment  on  the  job  is  spilling  over  into  her  pi 
life.  She's  the  first  woman  in  her  family  to  go 
lege,  and  recently  told  her  parents  that  while 
are  free  to  arrange  her  marriage,  they  must 
man  who  will  not  interfere  with  her  career. 

Kurien  and  his  lieutenants  do  plenty  to  b 
morale.  If  s  stuff  that  would  seem  corny  ir 
U.S.  Employees  who  submit  suggestion 
kaizen  boxes  near  their  desks  get  little  rewar 
pens,  caps,  or  shirts.  Every  week,  the  bosses  w 
out  a  cake  for  a  top  performer.  Murthy,  a  25-} 
old  accountant  on  the  accounts  payable  team 
aims  to  be  Wipro's  chief  financial  officer  S1 
day,  was  surprised  with  one  in  late  April.  He 
led  an  effort  to  improve  the  handling  of  In< 
government  import  approvals,  cutting  the  tir 
took  to  process  them  from  nearly  30  days 
maximum  of  15  days.  He  got  a  cake  with  his  n 
written  on  it  in  honey.  "I  was  surprised  man: 
ment  knew  what  I  was  doing,"  he  says.  Nov 
says,  "I  want  to  do  more  projects." 

Kurien  feels  he  has  a  long  way  to  go.  "C 
scale  of  1  to  10,  we're  still  at  4,"  he  says.  H( 
cently  started  work  in  procurement  and  logistics.  The  next 
ly  targets  are  engineering  services  and  health-care  claims 
cessing,  which  are  two  of  the  industries  that  Wipro  focuso 
for  software  services.  His  idea  is  to  weave  business-pro 
services  into  the  company's  tech  offerings  to  give  client 
ever-widening  menu  to  pick  from.  A  customer  who  hires  W 
to  write  new  features  into  its  accounting  software  program 
also  hire  Kurien's  crew  to  run  the  new  process  itself. 

With  every  new  initiative,  he  has  to  hire  and  train  a  fi 
team  and  come  up  with  novel  techniques  for  turning  me 
manual  processes  into  highly  automated  and  efficient  o 
Think  of  it  this  way.  He's  creating  a  mirror  world  to  the 
business  is  done  today  in  the  West— but  the  reflection  ha 
be  sharper  than  the  original  image.  If  Kurien  succeeds,  a 
years  from  now  management  gurus  may  be  trumpeting 
Wipro  Way.  ■ 
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estor  alert:  India's  companies  beat 

na'S.  BY  JAMES  MEHRING 


WHEN  IT  COMES  TO  ECONOMIC 

growth  between  these  two  up- 
and-coming  powerhouses,  Chi- 
na is  outpacing  India  by  a  mile. 
But  take  a  look  at  how  Chinese 
companies  perform  relative  to 
Indian  businesses  and  the  re- 
sults look  quite  different. 
A  BusinessWeek  analysis  of  finan- 
l  data  from  Standard  &  Poor's  Compus- 
i  shows  Indian  corporations  are  getting 

e  bang  for  their  rupee.  A  look  at  over  340  publicly  listed  com- 
es from  1999  through  2003  (many  Indian  companies  have 

0  release  their  complete  2004  reports)  reveals  that  Indian 
nesses  have,  with  a  few  exceptions,  outperformed  their  Chi- 

counterparts  on  return  on  equity  (ROE)  and  return  on  in- 
xl  capital  (ROIC). 

idian  companies  perform  better  across  various  industry 
ips  because  they  face  greater  market  pressures.  Despite  plen- 
r  government  regulation,  India  is  by  and  large  a  well-func- 
Ing  market  economy.  This  leads  businesses  to  focus  more  on 
fits  and  performance.  When  it  comes  to  free  markets,  China  is 
prk  in  progress.  China's  government  has  big  stakes  in  most 
licly  listed  companies,  so  managers  must  be  mindful  of gov- 
[nent  agendas,  such  as  employment,  says  Joydeep  Mukherji, 
rector,  in  the  Sovereign  Ratings  Group  at  Standard  &  Poor's. 
[he  two  countries  also  differ  greatly  when  it  comes  to  fi- 
ring. "It's  quite  difficult  to  get  capital  in  India,"  says  Mar- 
Rosgen,  regional  head  of  equity  research  at  Citigroup  in 
ig  Kong.  In  India,  firms  raise  a  larger  share  of  capital  in  eq- 

markets,  so  private  investors  play  a  key  role  in  allocating 
ital  and  place  an  emphasis  on  return  on  equity.  In  China,  the 
ncing  situation  is  quite  the  opposite.  A  notoriously  high  sav- 
>  rate  and  large  sums  of  foreign  direct  investment  are  keep- 
the  cost  of  financing  low  for  businesses, 
"he  glut  of  capital  in  China  is  fueling  excess  capacity.  A  low 
:  of  capital  reduces  the  financial  hurdle  to  start  a  new  busi- 
s  or  open  a  factory.  The  problem  is  compounded  by  the  fact 
t  Chinese  manufacturing  is  concentrated  in  low-end  pro- 
tion.  The  resulting  price  competition  reduces  profitability. 

1  since  most  of  China's  major  banks  are  state-owned,  there 
tde  emphasis  on  maximizing  returns. 


Indian  Business  Vs.  Chinese 

RETURN  ON  EQUITY 

RETURN  ON  INVESTMENT 

2003       2002         1999- 
2001 

2003 

2002 

1999- 
2001 

AUTOS  &  COMPONENTS 

CHINA 

17.4% 

-2.1% 

6.6%) 

14.2% 
12.8 

-1.9% 
14.8 

5.6%) 
8.6 

INDIA 

20.6 

21.9 

13.0 

CAPITAL  GOODS 

CHINA 

8.1 

6.0 

3.8 

6.3 

4.6 
6.9 

2.9 
4.3 

INDIA 

17.2 

10.6 

7.0 

12.4 

CONSUMER  DURABLES  &  APPAREL 

CHINA 

7.2 

1.4 

1.9 

5.9 
3.7 

1.3 
6.2 

1.8 
3.6 

INDIA 

6.9 

11.1 

6.7 

ENERGY 

CHINA 

17.6 

13.7 

15.7 

13.9 
15.3 

10.3 
16.0 

11.3 
10.0 

INDIA 

21.4 

23.6 

15.2 

FOOD,  BEVERAGE  &  TOBACCO 

CHINA 

10.6 

8.7 

5.9 

8.8 

7.0 
16.1 

4.7 
17.4 

INDIA 

26.6 

21.2 

22.5 

23.6 

MATERIALS 

CHINA 

13.5 

4.8 

3.1 

10.5 

3.7 
3.1 

2.5 
1.2 

INDIA 

22.2 

7.2 

2.6 

11.9 

PHARMACEUTICALS  &  BIOTECH 

CHINA 

9.8 

9.0 

8.5 

8.2 

8.3 
21.0 

7.6 
15.6 

INDIA 

29.1 

24.6 

18.8 

23.9 

SOFTWARE  &  SERVICES 

CHINA 

6.5 

12.3 

4.9 

6.4 

12.0 
16.2 

4.8 
23.0 

INDIA 

27.3 

16.8 

24.9 

25.9 

TELECOMMUNICATION  SERVICES 

CHINA 

15.2 

14.0 

15.6 

10.9 
9.7 

10.2 
10.8 

11.5 
16.1 

INDIA 

9.7 

10.8 

19.4 

Data:  Standard  &  Poor's  Compustat.  Business  Week 

Progress  is  being  made  in  China.  There  is  a  noticeable  dif- 
ference in  ROE  and  ROIC  between  companies  listed  in  the  more 
internationally  exposed  Hong  Kong  stock  market— the  so- 
called  Red  Chips— and  those  listed  solely  on  mainland  ex- 
changes. In  2003,  the  25  Red  Chip  stocks  had  a  return  on  equi- 
ty of  14.8%,  vs.  12.9%  for  mainland  listed  companies.  In  terms 
of  ROIC,  Red  Chips  produced  an  11.6%  return,  compared  with 
9-7%  for  mainland  outfits. 

What's  more,  China  is  moving  faster  than  India  to  improve 
its  infrastructure.  Unless  India  quickens  the  pace  to  improve 
energy  production  and  distribution,  as  well  as  its  transportation 
systems,  the  country  risks  stunting  the  growth  potential  of  the 
economy  and  its  own  companies.  ■ 
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The  State's  Long 
Apron  Strings 

China's  multinationals,  powerful  as  they  seem,  are  still  beholden  to  f 
the  Party.  That's  both  a  blessing  and  a  burden,  byi 


BALFOUR 


THE  AGE  OF  THE  CHINESE  MULTINATIONAL  is  upon  us.  Companies  few  Western 
had  heard  of  two  years  ago  now  make  the  headlines  almost  every  day.  K 
Corp.,  a  Chinese  consumer-electronics  manufacturer,  controls  the  venerat  [ 
RCA  brand.  Lenovo  Group  Ltd.,  China's  No.  1  computer  maker,  owns  IBM's  1  [ 
business.  Haier,  a  white-goods  maker,  roiled  the  waters  with  its  ultimately  fail* « 

bid  for  Maytag  Corp.  CNOOC  Ltd.  riled  Washington  before  withdrawing  its  $18.5  billic  ; 

offer  for  Unocal  Corp.  Add  the  exploits  of  Huawei  Technologies  and  ZTE  in  telecom  gei 

the  overseas  deals  of  Shanghai  Baosteel,  and  the  expansionist        state  as  either  parent  or  mentor  can  be  a  burden,  too;  rivals 


plans  of  phone  company  China  Netcom,  and  it's  easy  to  imagine 
that  the  next  decade  will  belong  to  China's  blue  chips. 

If  China's  multinationals  do  emerge  as  power  players,  many 
of  them  will  have  the  state  to  thank  for  their  success.  These 
companies  have  implicit  or  explicit  backing  from  Beijing  and 
can  build  on  China's  other  strengths  as  well— low  wages,  vast 
internal  markets,  and  rapid  economic  growth.  But  having  the 
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ten  say  the  support  gives  them  an  unfair  edge.  Ultimately  it  n  I 
be  the  Chinese  companies  that  transcend  their  state  origins- 
those  that  are  entirely  private— that  really  excel. 

A  number  of  Chinese  companies  have  carved  out  a  sr 
piece  of  their  businesses— typically  the  most  profitable  chi 
and  floated  them  either  in  Hong  Kong  or  New  York  But  thel 
ed  company  is  usually  majority-owned  by  its  parent,  which ! 


in  state  hands.  In  an  initial  public  offering  in  2000,  oil  and 
•oducer  PetroChina  Co.  raised  $3.1  billion  from  investors 
ling  Warren  E.  Buffett.  But  it's  still  90%  owned  by  China 
lal  Petroleum  Corp.,  which  is  100%  state-owned.  Same 
br  Unocal's  former  suitor,  CNOOC  Ltd.  Its  parent,  state- 
China  National  Offshore  Oil  Corp.,  holds  70%  of  its 
China  Mobile  Communications  Corp.— again,  entirely 
owned— owns  75%  of  cellular  operator  China  Mobile 
I  Kong)  Ltd.,  a  popular  issue  whose  New  York-traded  de- 
ity receipts  have  jumped  some  40%  since  January. 

iDOW  MANAGEMENT 

E  OWNERSHIP  DOESN'T  necessarily  mean  these  outfits 
nstantly  under  the  thumb  of  Party  bureaucrats.  Managers 
have  free  rein  in  running  their  companies,  and  there's  no 
rse  equivalent  of  Japan's  Ministry  of  Economy,  Trade  &  In- 
y,  the  government  body  that  plotted  that  nation's  postwar 
industrial  might.  Although  the  Chinese  leadership  clear- 
nts  to  build  global  champions,  there's  also  no  indication 
le  recent  push  is  part  of  some  grander  plan  handed  down 
Beijing.  Lenovo  Chief  Financial  Officer  Mary  Ma  says  the 
mrchase  was  "a  pure  commercial  and  business  decision" 
laintains  that  Lenovo  doesn't  get  any  special  breaks.  "Peo- 
ly  our  success  came  from  government  protection,"  Ma 
"This  is  not  true." 
t  even  if  it  doesn't  interfere 

y-to-day  matters,  the  state— 

f  the  Communist  Party— still 

Plenty  of  clout.  Every  state- 

d  company  has  a  Party  or- 

cation  that  acts  as  a  kind  of 

ow  management  and  vets  all 

>r  appointments.  The  state- 
id  Assets  Supervision  &  Ad- 

stration  Commission 

AC),  a  sort  of  uber-holding 

3any  with  a  controlling  stake 

early  200  big  enterprises, 

s  a  close  eye  on  the  results  of 

a's  giants,  tracking  metrics 
as  return  on  equity,  gross 

Irins,  and  sales  growth  just  as 

•\y  as  Wall  Street  might. 

ike  activist  shareholders  in 

[Vest,  SASAC  also  sometimes 

pes  up  management.  In  No- 

ber,  SASAC  rotated  the  heads 

val  phone  companies  China 

pom,   China   Unicom,   and 

m  Mobile  without  any  expla- 

mi.  And  Wei  Liucheng,  who 

led  praise  as  chairman  of 

»OC,  was  promoted  to  gover- 

of  Hainan  Province  in  Octo- 
"  Senior  managers  have  to 

)  their  finger  on  the  pulse  of 

r  business,  but  also  on  the 

e  of  the  Communist  Party," 
George  J.   Gilboy,   a   re- 

cher  at  the  Center  of  Interna- 

al  Studies  at  Massachusetts 

itute  of  Technology.  "They  ig- 

:  either  one  at  their  peril." 


Beijing:  Lenovo's  "Open-Minded"  In-Law 

"A  Commercial  Decision:"  Lenovo  CFO  Mary  Ma  on  China's 
gentle  role  in  the  purchase  of  IBM's  PC  business 

A  Venerable  Name:  TCL  Multimedia  will  use  the  RCA  brand 
outside  China  while  pushing  its  own  name  at  home,  says 
CFO  Vincent  Yan 

"The  Private  Sector  Can  Only  Go  So  Far:"  Edward  Tian, 
CEO  of  China  Netcom,  talks  about  the  appeal  of  running  a 
state-owned  business 
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State  control  can  clearly  give  these  businesses  advantages  at 
home.  In  the  early  1990s,  when  China  began  embracing  the 
market  economy  in  earnest,  state-owned  companies  in  key  in- 
dustries were  chosen  to  lead  the  country's  development  drive, 
landing  lucrative  contracts  or  receiving  tariff  protection,  cheap 
land,  easy  credit  from  state  banks,  and  preferential  access  for 
fisting  their  shares.  Legend  Group,  which  owns  60%  of  Lenovo, 
is  65%-owned  by  the  Chinese  Academy  of  Sciences,  the  coun- 
try's top  research  body.  Its  staff  of  more  than  60,000  has  lent  a 
hand  in  developing  Lenovo's  PCs  and  servers. 

Another  big  benefit:  The  government  has  steered  foreign 
joint-venture  partners  to  these  national  champions  to  ensure 
they  have  access  to  imported  technology  and  management 


20  Power  Players  with  Ties  to  Beijin; 


Chinese  companies  are  starting  to  make  their  mark  outside  the  mainland, 
but  most  of  the  leaders  remain  largely  in  state  hands 


COMPANY 


2004  SALES 
(SBILLIONS) 


BUSINESS 


SHARE  OWNED 
BY  GOVERNMENT 


China  Minmetals 

12.1* 

Mining 

100 

Shanghai  Automotive  (SAIC) 

11.8* 

Auto  maker 

100 

China  Life 

8.1 

Insurance 

73 

China  Netcom 

7.9 

Fixed  line  phone  operator 

75 

Baoshan  Iron  &  Steel 

7.1 

Steel 

61 

CNOOC 

6.8 

Oil  exploration 

71 

TCL 

4.9 

Consumer  electronics 

25 

ZTE 

4.1 

Telecom  networking  equipment 

53 

Lenovo 

2.7 

Computers 

50 

China  Merchants  Bank 

2.6 

Bank 

18 

Haier 

1.8 

Appliances,  consumer  electronics 

30 

Konka 

1.6 

Consumer  electronics 

24 

Sinochem 
Changhong  Electric 

1.6 

Petrochemicals 

43 

1.4 

Consumer  electronics,  appliances 

54 

Dongfeng  Automobile 

0.7 

Auto  maker 

70 

Cosco 

0.2 

Shipping 

52 

•2003  data 
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U.S.  lav/makers  stressed 
the  oil  company's  ties 
to  the  state 


knowhow.  When  Arcelor,  Europe's  top  steelmaker,  and 
Tokyo-based  Nippon  Steel  were  on  the  prowl  in  China,  the 
government  hooked  them  up  with  Shanghai  Baosteel  Group, 
which  needed  help  with  the  technology  for  making  the 
high-grade  steel  used  in  car  manufacturing.  The  result  is  a 
$785  million  state-of-the-art  plant  in  Shanghai  that  will  churn 
out  1.2  million  tons  annually  of  cold-rolled  steel  for  the 
auto  industry. 

TOUGH  LESSONS 

ABROAD,  THOUGH,  THOSE  STATE  TIES  can  suddenly  Start 
looking  less  advantageous.  Chinese  companies'  government 
links  and  their  easy  access  to  loans  from  state  banks  are  like- 
ly to  dog  their  foreign  adventures  again  and  again.  CNOOC, 
for  instance,  is  generally  considered  a  well-run  company  and 
has  been  traded  in  Hong  Kong  since  2001.  But  U.S.  lawmak- 
ers focused  instead  on  its  government  ownership  and  access 
to  cheap  credit.  Provincial  electrical-appliance  maker  Sichuan 
Changhong  Electric  Co.  last  year  saw  its  U.S.  color-TV  sales 
dwindle  to  nothing  after  it  got  hit  with  antidumping  duties 
of  25%— not  necessarily  because  it  was  actually  selling  its 
goods  below  cost  but  because  its  government  ownership 
made  it  appear  to  have  an  unfair  advantage  over  privately 
owned  rivals. 

Despite  the  coddling,  mainland  companies  haven't  yet  ma- 
tured into  true  world-beaters.  While  the  governments  of  Japan 


and  South  Korea  walled  off 
home  turf  from  outsiders  as 
groomed  their  giants-to-be, 
borders  are  much  more  open 
eign  competition.  That,  plus 
throat    domestic    market 
thousands  of  rivals  cut  pri 
lentlessly,  means  Chinese 
nies  often  venture  abroad  not 
a  position  of  strength  but  of 
ness.  And  lessons  learned  in 
don't  always  translate  abroad, 
management  tools  Chinese 
nies  used  to  become  the 
leading  factory  are  not  the  s 
those  they  will  need  to  lead 
innovation,"  says  Darrell 
partner  at  consultant  Bain 
That's  one  reason  Lenovo 
that  IBM  execs  stay  on  board 
acquired  Big  Blue's  PC  b 
Indeed,  consultancy  Mc 
Co.  says  China  will  need  75,000  executives  with  intern; 
al  experience  in  the  next  five  years.  Today  it  has  at  most 

China's  listed  multinationals  are  trying  to  look  more 
their  global  rivals.  They're  hiring  Western-educated  execs, 
gaging  the  likes  of  Bain  and  McKinsey,  and  beefing  up  invei 
relations  teams.  CNOOC  Chairman  Fu  Chengyu  has  a  mas 
in  petroleum  engineering  from  the  University  of  Southern 
ifornia.  China  Netcom  CEO  Edward  Tian,  who  got  a  PhD  i 
Texas  Tech  University,  was  recruited  after  he  made  a  fort 
taking  the  software  company  Asialnfo  Holdings  Inc.  publi 
the  NASDAQ  in  1999. 

Dig  a  little  deeper,  though,  and  many  of  these  compa 
still  resemble  their  state-owned  parents.  Tian,  for  insta 
had  to  renounce  his  U.S.  green  card  before  taking  the  h 
Netcom.  And  he  drives  a  company-owned  Audi  A6  with 
liter  engine.  Nice  ride,  but  not  as  nice  as  the  2.6-liter  vers 
given  to  company  directors,  who  hold  the  same  rank  as  v 
ministers.  Tian  says  he  still  finds  it  daunting  trying  to  man 
100,000  employees  while  juggling  the  interests  of  sharehf 
ers  and  four  state-owned  parents— the  Ministry  of  Raifwi 
the  city  of  Shanghai,  the  Chinese  Academy  of  Sciences, 
the  State  Administration  of  Radio,  Film  &  Television.  "I 
learned  the  skill  of  how  to  survive  in  a  large  state-owned 
terprise,"  he  says.  "That  means  50%  business  and 
communications  for  finding  the  right  political  balan 
these  companies  focused  100%  on  business,  the  results 
be  formidable.  ■ 


pa 
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CHINA  WHAT'S  COOL    Online  Games 


Slaying  Sinister  Beasts, 
One  Click  at  a  Time 

^^  What's  that  giant  zap- 
))  ping  sound?  It's  a  half- 
V  v    million  Chinese  drag- 
on slayers  in  action.  China's 
Net  cafes  are  packed  with 
teens  who  spend  their  days 


and  nights  in  a  time  when 
monsters,  tigers,  and 
seething  dragons  roamed  the 
earth.  They're  playing  online 
games  such  as  World  of  Leg- 
end, from  Shanghai-based 
Shanda  Interactive.  In  that 
contest,  as  many  as  550,000 
people  at  a  time  hunt  mythi- 


cal beasts  and  negotiate 
dark  and  dangerous  fields 
and  forests.  To  get  ahead, 
they  buy  and  sell  virtual 
weapons  and  digital  armc 
and  form  alliances— even 
holding  New  Year's  fetes , 
staging  weddings  for  their 
online  characters. 
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wants  to  be  an 
astronaut. 


We're  inspired  by  the  human  side  of  data.  Bank  data  is  more  than  dollars  and  cents.  It's  an 
allowance,  savings  bonds  from  Grandma,  maybe  even  college  tuition.  That's  why  seven  of  the 
world's  ten  largest  banks  use  Hitachi  storage  technologies  to  protect  their  data,  and  her  future. 
From  the  smallest  Microdrive  to  the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


hitachiyourdata.cot 
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I  Expansion 


It's  Getting  Hotter 
In  the  East 

After  years  of  frustration  for  U.S.  companies,  China 
starts  to  pay  off.  by  dexter  Roberts  and  michaelarndt 


FOR  MORE  THAN  TWO  DECADES,  Western  bosses  chased  the 
China  dream.  They  professed  to  love  the  scorching  Maotai 
served  at  those  endless  government  banquets  celebrating  yet 
another  costly  and  complex  joint  venture.  Just  as  they  began 
noticing  rising  profits  from  sales  of  cars  or  telecom  gear, 
they'd  get  blindsided  by  sudden  rule  changes  favoring  local  players, 
demands  for  new  technology  transfers,  or  cut-throat  pricing  from  Chi- 
nese imitators  unconcerned  about  profits.  Some  early  entrants  ended 


up  writing  offhuge  investments.  But  more  often,  CEOs  groveled 
before  their  boards  back  home,  begging  for  another  $100  mil- 
lion to  sink  into  a  mainland  venture  that  was  always  just  about 
to  turn  the  comer.  This  was  China,  after  all.  Everybody  had  to 
be  in  China,  right? 

Finally,  the  long  march  is  reaping  benefits.  Of  more  than  450 
U.S.  companies  surveyed  by  the  American  Chamber  of  Com- 
merce, 68%  today  say  they  are  profitable,  and  70%  say  their 
China  margins  equal  or  exceed  their  global  average.  Such  an 
answer  would  have  been  unthinkable  just  five  years  ago,  before 
China  entered  the  World  Trade  Organization  and  had  to  open 
its  economy  wider  to  foreign  companies.  The  biggest  benefici- 
aries are  the  pioneering  multinationals— such  as  Procter  & 
Gamble,  Caterpillar,  and  United  Technologies— that  arrived  in 
the  1980s,  then  stuck  it  out  in  the  worst  of  times.  But  now  even 
small  and  medium-size  U.S.  companies  are  realizing  they  have 
to  play  their  China  hand  or  lose  out  altogether. 

If  a  company  stays  the  course,  the  results  can  be  remarkable. 
China  contributed  9%  of  Motorola  Inc.'s  $31.3 
billion  in  sales  last  year,  and  thanks  to  smart 
products  and  marketing  the  Schaumberg  (111.)- 
based  company  is  battling  with  Nokia  Corp.  for 
leadership  in  the  world's  biggest  handset  mar- 
ket. Low-cost  exports  from  China,  and  the 
brainwork  done  at  16  labs,  have  also  helped  re- 
vive Motorola's  fortunes.  For  many  products, 
"China  will  become  a  larger  market  than  the 
U.S.,*'  says  Motorola  Asia  Pacific  Senior  Vice- 
President  Simon  Leung.  "And  it  helps  our  glob- 
al operation  from  the  perspective  of  costs,  qual- 
ity, and  time  to  market" 

The  prospects  of  some  companies,  in  fact, 
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■  WITH  LOWER 
COSTS AND 
SURGING  SALES, 
CHINA  OFFERS  A 
BETTER  PROFIT 
CLIMATE  FOR 
MANY  COMPANIES 
THAN  THEIR 
MARKETS  AT  HOME 


may  be  brighter  in  China  than  at 
home,  where  they  have  entrenched 
competition  or  are  saddled  with  high- 
cost  operations.  "In  China,  nobody 
has   home-court  advantage,"    says 
Jonathan  Woetzel,  McKinsey  &  Co.'s 
Greater  China  director.  "You  can  play  a  new  game  and  get  a  i 
lease  on  life."  While  Hewlett-Packard  Co.  has  been  in  crisis 
in  the  U.S.,  its  China  sales  have  risen  20%  annually  for  four  ye 
Booming  China  is  one  of  the  most  important  markets  for  slurl 
ing  General  Motors  Corp. 

And  it  is  a  godsend  for  financially  troubled  auto-parts  gii 
Delphi  Corp.,  whose  China  sales  have  been  growing  30%  ami 
for  11  years  and  hit  $637  million  in  2004.  Delphi  has  just  opet 
a  tech  center  on  a  still-muddy  site  in  Shanghai's  Pudong  disd 
where,  by  2010, 1,500  engineers  will  design  parts  for  the  explosi 
of  new  models  rolling  off  the  assembly  lines  of  customers  like  G 
Volkswagen,  and  Nissan.  "China  is  our  company's  hope  fa 
growth  machine,"  says  Delphi  Asia  Presick 
Choon  T.  Chon.  As  China  liberalizes  to  in 
World  Trade  Organization  commitments^ 
opportunities  are  opening  in  fast-growing 
such  as  finance,  retail,  and  tourism.  It's  also 
ier  to  make  acquisitions.  "'The  beauty  of  (M 
today  is  that  all  options  are  open,"  says  Stu4| 
Levenick,  group  president  of  Caterpillar 
which  has  recendy  bought  several  Chinese 
struction  machinery  makers. 

This  isn't  to  say  China  has  suddenly 
an  easy  place  to  do  business.  Indeed,  itl 
mains  one  of  the  world's  riskiest  and  mo 
complex  markets.  Intellectual  property 


rnly  ripped  off  and  contracts  are  violated  with  little  re- 
fe.  Corruption  is  rampant.  The  baffling  regulatory  environ- 
1  is  a  work  in  progress.  Growing  capacity  gluts  and  fierce 
>etition  from  Chinese  companies— some  aided  with  cheap 
loans— still  can  keep  prices  and  margins  low.  Then  there  is 
heer  pace  of  change,  making  it  necessary  to  constandy 
t  to  stay  ahead. 

:AL  TALENT 

,,  MANY  MULTINATIONALS  that  invested  the  time,  effort, 

esources  have  begun  to  learn  the  lessons  needed.  Among 

,  obviously,  are  that  guanxi,  or  connections,  and  investing 

do  matter,  as  Motorola's  experience  has  shown.  Partly  as 

/ard  for  staying  the  course  after  Tiananmen,  Motorola  was 

red  to  own  100%  of  its  key  operations,  while  its  telecom  ri- 

had  to  form  ventures  with  state  partners. 

it  succeeding  in  today's  China  is  about  a  whole  lot  more 

guanxi  and  getting  your  products  past  customs.  The  big 

lers  are  investors  who  have  nurtured  Chinese  managerial 

it  and  given  them  the  reins  to  run  vital  operations.  They  lo- 

:e  manufacturing,  parts  sourcing,  and  R&D  to  the  greatest 

tit  possible  to  lower  costs  and  leverage  China's  immense 

it  pool.  The  winners  treat  partners  as  equals  when  joint 

ures  are  a  plus,  and  part  ways  when  they  aren't.  They  also 

)  a  grip  over  distribution  and  after-sales  service  networks  to 


ensure  customers  are  satisfied.  And  they  invest  heavily  in  train- 
ing to  integrate  Chinese  engineers  and  sales  staff  into  their 
global  organizations— and  keep  them  motivated  so  they  won't 
jump  ship.  "Retention  of  skilled  workers  is  on  every  company's 
mind  now  in  China,"  says  Dayton  Ogden,  chairman  of  recruit- 
ment firm  Spencer  Stuart  Management  consultants.  "You  have 
to  make  your  company  a  place  where  people  want  to  stay." 

Success  also  requires  an  ever  more  sophisticated  under- 
standing of  the  Chinese  market.  China's  emerging  consumer 
class,  for  example,  cannot  be  treated  as  an  undifferentiated 
mass.  Tastes  vary  by  region,  and  many  upwardly  mobile  pro- 
fessionals see  cell  phones  with  all  the  latest  features  as  fashion 
statements.  Others  demand  top  performance  at  a  low  price.  It's 
also   a  mistake  to   focus   exclusively  on   rich   cities   like 


GE:  Turned  on  by  India 

"India  is  integrated  into  our  company."  Scott  Bayman,  CEO 
of  GE  India,  on  the  strong  ties  between  the  country  and 
the  corporation 

Lodging  for  the  Masses:  Steven  A.  Rudnitsky,  Chairman  &  CEO 
of  the  Cendant  Hotel  Group,  talks  about  budget  mote!  Super  8's 
plans  for  the  mainland 
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Guangzhou  and  Shanghai.  "To  continuously  grow  your  busi- 
ness, you  must  go  to  level-two,  -three,  and  -four  cities,"  says 
Sun  Cheng  Yau,  head  of  Greater  China  for  HP.  In  smaller  cities, 
some  members  of  HP's  growing  network  of  200  service  reps 
even  have  to  work  out  of  their  own  homes. 

Few  companies  pay  better  attention  to  all  these  details  than 
P&G.  It  has  invested  more  than  $1  billion  in  China  since  1988  in 
four  factories  and  a  Beijing  R&D  center.  P&G  sells  17  brands,  from 
Head  &  Shoulders  shampoo  and  Cover  Girl  makeup  to  Pringles 
potato  chips  and  Pampers  diapers.  It 
leads  each  category  in  which  it  com- 
petes, except  detergent  Even  here,  Tide 
is  No.  2. 

Hundreds  of  P&G  research  managers 
live  with  Chinese  families  in  cities  and 
on  farms  to  learn  how  they  use  every- 
thing from  detergent  to  toothpaste.  The 
insights  have  helped  P&G  adopt  a  multi- 
tier  pricing  system  for  some  brands.  The 
company  sells  cheaper,  basic  versions  of 
Tide  and  Crest  in  small  cities  and  vil- 
lages, for  example.  In  beauty  care,  it  has 
created  different  versions  of  Olay  mois- 
turizing cream— one  for  supermarkets 
and  a  pricier  version  with  skin-whiten- 
ing and  anti-aging  properties  sold  only 
in  upscale  department  stores.  "We  have 
extended  the  brand  to  meet  different 
needs,"  says  Christopher  Hassall,  a  P&G 
vice-president  for  Greater  China.  P&G  is 
using  the  strategy  for  Olay  and  Crest  in 
other  developing  nations  and  may  try  it 
in  the  U.S. 

SITTING  PRETTY 

SMART  MARKETING  ALSO  is  enabling  some  U.S.  companies  to 
succeed  even  in  industries  where  Chinese  manufacturers  are  fe- 
rociously competitive.  Haworth  Inc.  is  an  example.  At  a  time  when 
hundreds  of  U.S.  furniture  makers  are  shutting  down  due  to 
cheap  Chinese  imports,  Holland  (Mich.)-based  Haworth  is  selling 
locally  all  the  office  furniture  it  can  produce  in  its  Shanghai  fac- 
tory—even though  Haworth  products  usually  cost  30%  to  50% 
more  than  models  by  local  producers.  One  of  its  secrets:  a  team  of 
Haworth  designers  and  psychologists  who,  free  of  charge,  devel- 
op an  entire  workplace  "environment"  for  potential  clients  after 
interviewing  executives  and  staff.  That  appeals  to  multinationals, 
and  a  growing  number  of  Chinese  companies,  concerned  about 
retaining  and  motivating  talent  Haworth  also  welcomes  passers- 
by  to  try  out  its  ergonomically  designed  furniture,  and  enjoy  free 
cappuccino  and  wireless  Internet  connections,  at  its  Shanghai 


Creativity  Center  in  the  trendy  Xintiandi  district  "You  have  t 
people  a  chance  to  experience  your  product  before  they  buy,1 
Haworth  Asia  Vice-President  Frank  F.  Rexach.  Since  adoptin| 
strategy  three  years  ago,  "business  has  started  to  explode," 
Rexach.  Each  month,  Haworth  sells  more  than  100,000 
priced  at  up  to  $1,200  apiece  and  75,000  workstations. 

Carmakers  also  are  learning  to  look  beyond  the  wealthie 
nese  consumers.  GM  had  enjoyed  enormous  success  with  its  1 
Regal,  which  starts  at  $25,138,  since  production  began  in 
with  partner  Shanghai  Automot 
dustry  Corp.  Now,  GM  is  trying  I 
the  gamut  of  consumers  by 
its  line  to  include  imported  < 
the  XLR,  which  retails  for  $158,i 
calry  made  Chevrolet  Spark  sedans j 
ing  at  $5,654,  and  even 
has  launched  three  Chevrolet  mc 
the  past  six  months.  And  it  built  i 
work  of  1,000  distributors.  "One 
you  learn  in  China  is  that  you 
move  fast,"  says  GM  China  Group  ] 
dent  Kevin  E.  Wale. 

Such  diversification  is  becoi 
sential  to  remain  a  serious  plaj 
China  emerges  as  the  world's 
market  for  everything  from  cars  | 
ital  TVs,  it  increasingly  will 
global  trends.  Already,  many] 
phones  sold  in  China  have  featureA 
available  in  the  U.S.  At  Motorola's  i 
in  Shanghai,  Chengdu,  and  Beijing, 
gineers  are  working  on  phones  that 
the  Web  and  double  as  MP3  playwj 

All  the  lessons  from  the  corpora 
oneers  will  come  in  handy  to  first  K 
investors.  But  they  needn't  follov    : 
same  trail.  Changing  rules  mean  £ 
entrants  can  leap  in  with   differ: 
strategies.  Chicago-based  IGA  air 
do  just  that  in  the  grocery  businessJliM 
nonprofit  alliance  of  grocers  w< 
seem  to  have  little  chance  against  retail  giants  such  as  Carre r. 
and  Wal-Mart  Stores  Inc.,  which  have  arrived  in  force.  But  IG^ 
signed  up  five  Chinese  retailers  with  a  combined  $1.6  bil^^f 
annual  revenue.  The  group  is  trying  to  convince  Beijing  ofiHps. 
that  it  can  help  homegrown  retailers  compete  with  the  giaiflhrib 
lowering  costs  via  group  buying.  IGA  also  can  help  retailers  air 
their  own  packaged  foods,  clothing,  and  even  DVD  players  Afa 
its  brand  through  its  4,500  worldwide  affiliates.  "We  are  giv^H 
cal  players  the  chance  to  make  contact  with  the  international  r 
ket,"  says  CEO  Thomas  S.  Haggai.  m 


MOTOR  MAKER 

Moving  to  China  was 
"a  matter  of  survival," 
says  Phoenix'  Bank 


Key  Lessons  for  U.S.  Corporate  Investors 


Connections,  or  guanxi,  still  rule 


Cultivate  Chinese  partners,  key  regulators, 
and  big  customers,  especially  in  still  highly 
regulated  industries  like  telecom  and  autos. 


China  is  not  just  an  export  platform 


Increasingly  successful  companies  do 
R&D  in  China  and  set  ambitious  sourcing 
targets. 


Look  for  new  expansion  oppc 


Go  beyond  joint  ventures  and  i 
investments.  Smart  compank 
buy  out  Chinese  partners  and 


EXAMPLE  GM's  relationship  with 
Shanghai  Automotive  Industry  Group 
has  been  key  to  its  expansion. 


EXAMPLE  Delphi  has  opened  a  new  R&D 
center,  which  will  grow  from  300 
engineers  now  to  1,500  by  2010. 


EXAMPLE  Caterpillar  and  Anf 
Busch  are  both  using  M&A  to  ■ 
a  cost-effective  way. 
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aworth's 
itureshow 
l,  you  can  plug 
d  start  working 

Beijing  opens  areas  like  tourism  to  outsiders,  meanwhile, 
anies  need  more  flexible  business  models.  Parsippany 
based  Cendant  Hotel  Group  Inc.,  which  opened  its  first 
da  hotel  in  China  in  1993,  now  is  launching  its  Super  8 
of  motels,  a  sector  Beijing  is  encouraging  to  offer  more  af- 
t)le  rooms  to  tourists  and  business  travelers  and  to  create 
jobs  in  services.  Cendant  has  opened  10  motels  this  year, 
y  in  city  centers,  owned  by  Chinese  franchisees.  It  wants 
d  60  within  three  years.  "Overlay  the  personal  income  of 
l's  growing  middle  class  with  a  country  with  21,000  miles 
ghway  and  big  events  coming  up  like  the  Beijing 
pics,"  says  Cendant  CEO  Steven  A.  Rudnitsky,  "and  we  are 
>ullish  on  business  opportunities.'' 
many  smaller  U.S.  companies,  China  still  seems  far  too  in- 
ating.  But  with  hundreds  of  manufacturers  succumbing 
[rear  to  brutal  mainland  import  competition,  more  are  con- 
g  they  must  take  the  China  plunge.  More  than  half  of  new 
can  Chamber  of  Commerce  members  in  China  are  man- 


agers from  small  and  midsize  companies.  Chicago-based 
Phoenix  Electric  Manufacturing  Co.,  a  100-employee,  $20  mil- 
lion maker  of  electric  motors  for  power  tools,  kitchen  appliances, 
and  other  products,  recently  opened  a  second  Chinese  factory,  in 
Suzhou.  For  Phoenix,  the  move  was  "a  matter  of  survival  because 
our  customer  base  is  moving  here,"  says  Chairman  John  S.  Bank. 
It  enabled  Phoenix  to  keep  its  biggest  clients,  such  as  General 
Electric  Co.  and  Emerson  Electric  Co.,  which  have  shifted  most  of 
their  consumer-electronics  production  to  the  area. 

No  doubt  China  will  keep  trying  the  patience  and  pocketbooks 
of  U.S.  companies.  It  will  be  many  years  before  China  develops  the 
inteDectual-property  rights  protection,  transparent  policymaking, 
and  level  playing  field  that  will  make  it  anywhere  as  predictable  as 
the  West  or  Japan.  But  one  by  one,  most  of  the  obstacles  that  for 
so  long  made  China  a  money  pit  are  diminishing.  So,  too,  is  the  ra- 
tionale for  companies  who  thought  they  could  be  global  players 
without  getting  into  China.  ■ 

-With  Pete  Engardio  in  Beijing 


our  local  talent 


er  of  China's  manager  class 
ing  rapidly,  so  train  locals 
an  rely  on  expats. 

!  Beijing-based  Motorola  Uni- 
ains  managers  among  its 
ina  employees. 


Avoid  a  one-size-fits-all  mentality 


Understand  China's  consumers  and 
markets.  Experiment  with  new  China 
products,  sales  outlets,  and  pricing  models, 

EXAMPLE  P&G  offers  simpler  versions  of 
popular  products  like  Olay  moisturizing 
cream  at  cheaper  prices. 


Be  creative  in  seeking  oppo 


Accept  that  expanding  your  business  in 
China  may  require  new  business  models 

or  partners. 

EXAMPLE  Cendant  is  moving  from 
business  hotels  to  chains  of  motels 
in  China. 
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I A  Case  Study 


How 

Cummins 
Does  It 

The  engine  maker  runs  different 
game  plans  in  India  and  China. 

BY  PETE  ENGARDIO  AND  MICHAEL  ARNDT 


- 


U 


IN  AN  AGE  OF  JUST-IN-TIME  DELI  V- 

ery,  if  s  probably  not  the  best 
place  to  put  an  engine  plant. 
Until  recently,  reaching  the 
Dongfeng  Cummins  Engine 
Co.  Ltd.  complex  from  Wuhan, 
the  nearest  city  with  daily 
flights  from  Beijing,  required  a 
S'A-hour  drive  on  a  two-lane 
highway  winding  through  the  hills  of  ru- 
ral Hubei  Province  to  the  dusty  industrial 

city  of  Xiangfan.  Even  today,  heaps  of  freshly  picked  watermel- 
ons he  along  the  road  into  town  in  the  summer.  For  plant  man- 
ager Jerry  Gantt,  57,  Xiangfan's  only  African  American  and  a 
former  offensive  lineman  for  the  Buffalo  Bills  football  team,  the 
five-year  assignment  has  meant  many  tough  adjustments  to 
culture,  business  practices,  and  diet.  "It's  been  a  challenge," 
says  Gantt,  a  15-year  Cummins  Inc.  veteran.  His  happiest  day, 
he  jokes,  was  when  the  first  McDonald's  restaurant  opened  in 
Xiangfan  two  years  ago. 

Cummins  Inc.  didn't  have  a  choice  where  to  locate  the  diesel- 
engine  plant  when  it  opened  in  1995— two  decades  after  then- 
Chairman  J.  Irwin  Miller  was  one  of  the  first  U.S.  executives  to 
visit  Beijing.  That  was  the  decision  of  the  Chinese  government 
■  and  Cummins'  50-50  partner  Dongfeng  Motor  Co.,  a  state- 
owned  maker  of  cars  and  trucks.  But  like  many  multinationals 
that  decided  to  get  into  China  early,  Cummins  has  learned  to 
play  the  cards  it  was  dealt.  That's  been  true  in  India,  too.  The 
Columbus  (Ind.)  company  opened  its  first  diesel  engine  venture 
in  India  in  1962.  But  for  three  decades  sales  were  limited  by  bu- 
reaucratic controls  on  everything  from  pricing  to  product  lines. 

Yet  their  persistence  has  paid  off.  China  and  India  now  ac- 
count for  $1.9  billion  of  Cummins'  $8.4  billion  in  annual 
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sales— and  are  expected  to  reach  $5  billion  by  2010.  Do: 
is  now  Cummins'  No.  2  customer,  after  DaimlerChrysler. 
has  proved  to  be  a  valuable  partner.  The  Xiangfan  factory,  J 
itable  from  the  outset,  churns  out  120,000  truck  engines  a 
It  has  boosted  output  fourfold  since  2001  while  trimminJc 
workforce  by  10%,  to  1,900.  Meanwhile,  Indian  partner  k 
Motors  Ltd.  is  Cummins'  No.  3  global  customer,  and  a  Clt 
mins  engineering  center  in  Pune  is  becoming  vital  in  desigJ? 
engines,  power  generators,  and  components.  Cummins  is  k 
winning  orders  in  promising  niches.  For  example,  it  is  filf 
thousands  of  buses  in  Beijing  and  New  Delhi  with  hyb: 
gines  that  burn  liquefied-natural  gas.  In  both  nations, 
is  expanding  aggressively  in  every  line  of  business.  "B01 
na  and  India  are  probably  the  largest  growth  opportunitielr 
Cummins,"  says  Chief  Executive  Officer  Theodore  M.  Solsir. 
Cummins  needs  the  lift.  In  North  America  its  potential  rl 
ket  for  big  truck  engines  is  shrinking  as  customers  sucift 
DaimlerChrysler,  Volvo,  and  Navistar  shift  orders  to  their  •  I 
affiliates.  In  16  months,  Cummins  will  confront  a  new  challel 
when  new  U.S.  emission  standards  kick  in,  which  could  r  i 
costs.  This  makes  expansion  in  China  and  India  "particul 
important,"  says  Citigroup  analyst  David  M.  Raso. 


■ 


Engines  For  Growth 


[mmins  has  succeeded  in  nations  renowned  for  being  tough 
ireign  investors.  It  has  pushed  to  localize  manufacturing.  By 
iring  solid  partnerships,  it  has  minimized  capital  costs  and 
td  a  marketing  edge.  It  has  put  a  high  priority  on  training 
impowering  local  managers.  Seven  of  Cummins'  top  10  Chi- 
anagers  are  mainlanders.  Top  expatriates  stay  for  long  stints 
:r  than  use  posts  as  two-year  step- 
stones.  Cummins  also  has  moved 
|\sian  managers  and  their  families  to 
bus,  where  they  are  climbing  the 
rate  ladder. 

ond  that,  Cummins  plays  India 
China  differently,  highlighting  the 
jconomies'  diverging  structures  and 
igths.  Some  major  contrasts: 

NERSHIPS  When  Cummins  entered 
i  in  1962,  it  formed  a  venture  to  make 
y  engines  and  power  generators  in 
:  in  which  it  owned  50%.  India's  Kir- 
ir  family  owned  25%,  and  the  rest 
sd  on  the  Bombay  Stock  Exchange. 


LINEMAN  GANTT 

The  ex-Buffalo 
Bill  manages  the 
Xiangfan  plant 


CHINA 


'  Estimates 


When  the  Kirloskars  sold  much  of  their 
stake  in  the  mid-'90s,  more  liberal  invest- 
ment rules  allowed  Cummins  to  boost  its 
share  to  51%  in  what  now  is  called  Cum- 
mins India  Ltd.  That  gave  Cummins  clear 
management  control  and  more  flexibility  to  invest  in  new  op- 
portunities. It  operates  a  fleet  of  rental  trucks  and  a  truck-stop 
chain,  and  sets  up  and  helps  run  power  plants.  It  also  does  back- 
office  accounting,  human-resource,  and  info-tech  support  work 
for  Cummins  worldwide.  It  even  owns  a  $50  million  company 
providing  IT  services  to  clients  like  Unilever  and  BNP  Paribas. 

Otherwise,  Cummins  is  sticking  with  its  original  partners. 
It  still  shares  ownership  of  another  Indian  venture  formed  in 
1996  to  make  lighter  truck  engines  with  Tata  Motors,  India's 
premier  maker  of  cars  and  trucks.  And  in  China,  it  says  it  is 
committed  to  keeping  its  50%  stake  with  Dongfeng.  Cum- 
mins' Fleetgard  Division  also  has  a  50-50  venture  with 
Dongfeng  in  Shanghai  making  fuel  and  air  niters.  Plus,  Cum- 
mins has  a  new  joint  venture  with  Shaanxi  Automobile  Group 
to  make  engines  for  heavy-duty  trucks.  The  eagerness  to  share 
ownership  is  unusual.  Many  multinationals  that  Beijing 
pushed  into  marriages  with  state  companies  in  the  '80s  and 
'90s  have  since  maneuvered  for  full  control.  "Most  foreign 
companies  think  it's  a  mistake"  not  to  have  clear  control  of 
their  Chinese  operations,  says  Steven  M.  Chapman,  who  ran 
Cummins'  China  operations  for  six  years  before  recently  as- 
suming his  new  U.S.  post  as  group  vice-president  for  emerg- 
ing markets.  "But  I  really  insist  we  be  able  to  trust  each  other 
as  absolute  peers."  Chapman,  a  Mandarin  speaker,  negotiat- 
ed Cummins'  first  deal  to  assemble  engines  under  license  in 
1985  and  has  worked  with  five  Dongfeng  chairmen. 

There  is  an  obvious  reason  to  stay  with  Dongfeng.  As  China's 
top  truckmaker,  it  buys  70%  of  the  plant's  engines.  Dongfeng 
also  has  the  funds  for  rapid  expansion.  In  three  years,  sales  at 
the  Xiangfen  venture  have  zoomed  from  $63  million  to  $554 
million,  yielding  $89  million  in  operating  earnings  for  Cum- 
mins. Another  big  expansion  is  in  the  works. 

In  a  nation  where  relationships  are  paramount,  an  ally  like 
Dongfeng  can  be  invaluable.  Over  the  years,  Cummins  executives 
say  they've  developed  deep  connections  at  many  levels  in  the  com- 
pany. "Our  partner  is  very  good  at  working  through  the  red  tape 
and  speeding  up  approvals,  which  helps  us  ramp  up  quickly,"  says 
Cummins  East  Asia  Managing  Director  John  Watkins. 

Dongfeng's  business  acumen  also  helps.  Cummins  sells  an 
array  of  engines  and  parts  to  local  vehicle  and  equipment  mak- 
ers. Its  toughest  competitors  are  mainland  manufacturers  that 
are  improving  quality  and  service— and  undercut  Cummins  by 
up  to  40%.  Fleetgard  competes  against  1,600  other  makers  of 
filters  in  China.  "We  have  the  products 
and  the  technology,  but  we  need  a  part- 
ner to  get  access  to  the  market,"  says 
Ivan  Lok,  manager  of  the  fast-expanding 
Fleetgard  plant  in  Shanghai.  Cummins 
has  100%  control  of  its  network  of  200 
distributors  and  service  centers,  however. 

LOCAL  R&D  In  China,  Cummins  is  about  to 
open  its  first  development  center,  also  a 
50-50  tie-up  with  Dongfeng.  It  will  focus 
mainly  on  custom-designing  engines  for 
China.  There  also  is  talk  of  developing 
emerging  markets. 

In  India,  the  two-year-old  Cummins 
Research  &  Technology  India  center  in 


INDIA 
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Pune  is  playing  an  important  role  in  helping  the  company  slash 
development  costs  and  time  in  its  bid  to  best  such  arch-rivals  as 
Caterpillar  Inc.  in  building  a  new  generation  of  diesel  engines. 
Cummins  is  tapping  India's  immense  pool  of  skilled,  low-cost 
engineers.  Pune  is  a  software  and  auto  hotbed,  where  pristine 
industrial  parks  abut  narrow  streets  jammed  with  cars,  cattle, 
and  rickety  three-wheel  taxis. 

The  center's  100  engineers  specialize  in  3-D  computer 
modeling  and  simulated  testing  of  engines  and  components. 
They  collaborate  with  R&D  teams  in  each  of  Cummins'  20  oth- 
er development  centers  worldwide.  "We're  involved  in  just 
about  everything  Cummins  is  doing,''  says  John  O'Halloran,  a 
12-year  Cummins  veteran  dispatched  in  June,  2003,  to  build 
and  staff  the  center.  In  one  area,  a  computational  fluid  dy- 
namics team  led  by  Ritesh  Dungarwal,  26,  an  aerospace  engi- 
neering graduate  from  the  Indian  Institute  of  Technology 
Bombay,  simulates  the  combustion  process  inside  a  virtual 
prototype  of  a  future  engine.  By  mapping  the  movement  of 
each  fuel  particle  after  it  is  ignited,  they  learn  the  size  of 
droplets,  how  many  are  burned  up,  and  how  many  are  kicked 
out  in  the  exhaust.  Such  data  help  determine  fuel  efficiency 
and  emissions.  At  other  pods,  staff  test  engine  components  to 
see  how  they  hold  up  to  stress  and  whether  fuel  and  air  flow 


past  at  optimal  levels.  They  twi 
signs,  and  U.S.  engineers  revi 
work  overnight. 

Cummins  engineers  in  the  West 
ilar  work,  of  course.  But  because 
bor  is  so  expensive,  "we  had  to  be 
lective  in  the  past,"  says  O'Halloran 
can  come  up  with  hundreds  of 
simulate  in  a  computer.  But  we  were 
strained  by  the  number  of  engineer 
you  had  to  decide  which  tasks  were » 
critical."  Now,  hundreds  of  parts  ca 
modeled,  tested,  and  perfected, 
should  translate  into  higher  perform! 
lighter  engines,  and  lower  costs.  Anc 
benefit  is  that  Cummins  now  builds  hi 
many  physical  prototypes  as  it  usaj 
thus  cutting  development  time  by  n 
two-thirds.  Pune  "eventually  will  pi 
significant  role  in  developing  major  en 
platforms,"  he  says. 

EXPORTS  Given  America's  lopsided  t  j 
deficit  with  China,  you  would 
Cummins  uses  it  as  a  major  export  r  I 
Just  the  opposite.  Cummins  ships  u| 
$400  million  worth  of  engines  froi 
U.S.  to  China  a  year— four  times  nj 
than  it  imports.  China's  booming  maJ 
absorbs  all  of  the  engines  it  makes  tf  ] 

India,  however,  is  a  great  base  fo 
ports.  The  Pune  factory  ships  one{ 
of  its  generators  to  the  U.S.,  Britain,) 
na,  South  Africa,  and  other  nations.  It  also  exports  engine 
everything  from  mining  equipment  to  marine  frigates.  ^1 
use  India,  with  its  clogged  roads  and  seaports,  rather  1 1 
China's  superefficient  industrial  zones?  For  one,  Ci 
and  its  partners  have  been  designing  products  for  the  pi 
conscious  Indian  market  for  years,  providing  an  edge  inij 
veloping  nations.  And  while  China  is  unbeatable  in  massJ 
ume  manufacturing,  India  is  well-suited  for  low-voh| 
production  of  complex  industrial  goods.  "In  any  compoii 
subsystem,  or  piece  of  machinery  that  requires  a  high  i 
neering  content,  India  has  the  advantage,"  says  Cummins| 
dia  Chairman  Anant  Talaulicar. 

Investing  in  local  manufacturing.  Grooming  managers! 
the  long  term.  Exporting  when  it  makes  sense,  and  tapping! 
cal  engineering  brainpower.  Many  multinationals  are  now«| 
ulating  these  strategies  in  China  and  India.  Cummins : 
out  well  before  the  competition.  ■ 


PUNE  The  two- 
year-old  Research 
&  Technology 
Center  is  helping 
Cummins  cut  costs 


CHINA  WHAT'S  COOL     Peak  Experience 


But  don't  count  on 
the  apres-ski 

L  ^  It's  cool,  sub-zero,  and 
}}  remote.  It's  Yabuli, 
V  V  China's  biggest  ski  re- 
sort. Nestled  in  the  Changbai 
mountains  120  miles  north  of 
the  city  of  Harbin,  Yabuli  is  a 


reach.  Yet  China's  small,  but 
growing,  ranks  of  ski  fanatics 
regularly  make  the  trek. 

Yabuli's  nine  lifts  haul 
skiers  up  a  peak  that  offers 
a  respectable  3,900-ft.  ver- 
tical drop.  Although  Yabuli 
was  the  site  of  the  1996 
Asian  Winter  Games,  Aspen 


it's  not.  Hotels  often  lack 
hot  water,  and  the  nightlif 
is.. .well,  there  isn't  any. 
it  is  a  deal.  A  day  of  skiing 
including  equipment 
rental— will  set  you  back 
just  $35.  At  that  price,  eveij 
the  weather  isn't  so  hard 
to  take. 
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HEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


'business,  keeping  people  and  information  connected  is  critical  to 

?ping  customers  satisfied.  And  yet,  at  any  given  moment,  any 

mber  of  events  can  easily  derail  that  connection.  That's  why  you 

ed  a  company  like  SunGard  on  your  side.  Our  Information  Availability 

lutions  provide  redundant  systems  and  networks  at  over  60  secure 

:ilities  worldwide  to  make  sure  your  customers,  employees  and 

ppliers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 

complete  control  of  your  data  and  applications.  So  while  you're  busy     §^J NCji/VRP'1 

ining  your  business,  we're  busy  making  sure  your  business  is  up  and 

ining.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%* 
visitwww.availability.sungard.com  or  call  1-800-468-7483 


Availability  Services 


Keeping  People 
and  Information 
Connected™ 


Potential ump  based  on  IOC  Wr.tt .  'ape,,  Enwrnf Information  Availability:  Mtfninf  Customer 
Heeds  witti  an  Optimal  investment  Stratefy. 


Turnarounds 


The  Great 

Bank 

Overhaul 


Can  a  Chinese  bank  be  a 
model  for  heroic  reform? 

BY  BRIAN  BREMNER 


WHEN  FRANK  NEWMAN  PAID  A 

visit  to  Shenzhen  Mayor  Xu 
Zongheng  in  early  June,  it  wasn't 
just  to  exchange  pleasantries. 
Newman  will  soon  be  chairman 
of  Shenzhen  Development  Bank  (SDB),  the 
first  foreigner  ever  to  hold  such  a  post,  and 
he  needed  Mayor  Xu's  help.  The  private 
bank,  which  is  18%  owned  by  Newman's 
other  employer,  Fort  Worth-based  private- 
equity  firm  Newbridge  Capital  Group,  is  loaded  with  bad  debt. 
Newman  was  there  to  explain  his  restructuring  plan  to  the  may- 
or and  seek  his  help  in  collecting  from  some  local  deadbeats. 
Having  seen  an  ornamental  sword  in  the  office  of  Shenzhen 
Vice-Mayor  Chen  Yingchun  a  week  earlier,  Newman  said  to  Xu 
only  half-jokingly,  "Maybe  you  can  use  that  sword  on  these 
guys."  Xu  smiled  and  assured  Newman  that  "we  will  use  the 
sword  of  the  law." 

Can  China  repair  its  mismanaged  financial  system— perhaps 
the  most  serious  threat  to  sustained  Chinese  prosperity?  For- 
eign investors,  in  hopes  of  finding  the  answer  to  that  crucial 
question,  are  closely  watching  the  unusual  arrangement  that 
gives  Newman  and  his  handpicked  staff  managerial  control 
over  SDB. 

•  Newman,  a  bank  turnaround  artist  who  ran  Bankers  Trust 
Corp.  in  the  mid-1990s,  will  officially  become  SDB's  chairman 
later  this  year.  But  he  has  been  scrutinizing  the  bank's  opera- 
tions for  months,  and  he  has  observed  plenty  of  the  kind  of 
trouble  that  is  typical  of  Chinese  banks— a  backward  informa- 
tion-technology system,  a  bloated  staff,  primitive  credit  con- 
trols, and  a  complete  lack  of  cost  consciousness.  Branch  man- 
agers around  the  country  have  made  huge,  risky  loans  without 
ever  getting  approval  from  headquarters.  And  there  are  hun- 
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In  China, 
Banks  Rule 


SOURCES  OF  FINANCING  FOR  CHINESE 
CORPORATE/GOVERNMENT  PROJECTS 


CONVERTIBLE  BONDS  1% 
CORPORATE  BONOS  1% 
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dreds  of  borrowers  who  were  unable  or  unwilling  to  pay  the 
money  back.  In  the  weeks  before  Newman  was  to  take  charge, 
the  bank  finally  called  in  the  Shenzhen  police  to  speed  up  col- 
lection from  at  least  one  delinquent  debtor. 

The  world  has  rightly  marveled  at  China's  dazzling  growth, 
but  the  colossal  waste  of  money  involved  in  pushing  that  ex- 
pansion has  been  less  well  publicized.  It  takes  $5  to  $7  of  in- 
vestment to  generate  a  dollar's  worth  of  gross  domestic  product 
in  China,  vs.  $1  to  $2  in  developed  regions  such  as  North  Amer- 
ica, Japan,  and  Western  Europe.  For  now,  China  has  both  the 
enormous  profits  from  its  export  trade  and  the  captive  savings 
of  its  citizens  to  invest  recklessly.  More  than  $3  trillion  is  stuffed 
inside  Chinese  banks,  earning  paltry  interest,  because  the  coun- 
try's capital  controls  and  undeveloped  capital  markets  prevent 
savers  from  investing  it  elsewhere. 

Unfortunately,  much  of  that  cash  has  been  allocated  so  bad- 
ly by  China's  four 
biggest  banks  and  thou- 
sands of  local  lenders 
that  most  of  them  are 
limping  financially— 
along  with  many  of  the 
state-controlled  enter- 
prises that  were  recipi- 
ents of  the  banks'  loans. 
Beijing  to  date  has 
spent  some  $100  billion 
bailing  out  the  Big 
Four— the  Bank  of  Chi- 
na, China  Construction 
Bank,  the  Industrial  & 
Commercial  Bank  of 
China,  and  the  Agricul- 
tural Bank  of  China. 
Standard  &  Poor's  esti- 
mates the  four  will  need 
an  additional  $190  bil- 
lion later  this  decade  to  stay  above  water. 

Why  are  China's  banks  in  such  terrible  trouble?  Because  for 
most  of  their  history  they  weren't  banks  in  the  Western  sense  at 
all;  rather,  they  were  financing  arms  of  the  Chinese  govern- 
ment. "It  used  to  be  that  local  governments  controlled  the 
banks,"  says  Fan  Gang,  president  of  the  National  Economic  Re- 
search Institute. 

BIG  STEEL,  LITTLE  STEEL 

CONSIDER  THE  STEEL  INDUSTRY.  China  now  has  more  than 
200  steel  plants,  in  part  because  every  regional  government  felt 
it  needed  one  to  feed  the  hot-rolled  stuff  to  local  industries.  The 
steelmakers  were  all  built  with  big  bank  loans.  But  the  largest  85 
of  the  plants  produce  90%  of  China's  steel.  The  rest  are  margin- 
al operations  that  wouldn't  exist  without  the  generosity  of  the 
banking  system.  At  the  same  time,  China's  rail  network  is 
starved  for  money,  but  its  managers  don't  have  the  political  con- 
nections to  garner  bank  loans.  The  result  is  massive  railyard  bot- 
denecks.  Last  year  25%  of  those  seeking  to  ship  goods  by  rail 
were  turned  away,  according  to  Andy  Rothman,  a  strategist  with 
investment  bank  CLSA  Asia-Pacific  Markets  in  Shanghai. 

China's  financial  managers  know  the 
country's  growth  engine  is  at  risk  if  it 
can't  allocate  capital  more  shrewdly. 
That' s  why  they've  developed  a  plan  for 
each  of  the  Big  Four— which  together 
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Data:  People's  Bank  of  China 


BLOATED  Staff  at 

SDB  is  excessive, 
and  cost  control  is 
lackluster 


Check 
authentication  at 
SDB  is  hardly  state- 
of-the-art 


make  57%  of  all  corporate 
loans— to  link  up  with  one 
or  more  foreign  banks  be- 
tween now  and  the  end  of 
2006,  when  the  banking 
system  will  be  fully  open  to 
foreign  investors.  The  idea  is 
that  the  foreign  stakeholders 
will  lend  their  expertise  and, 
among  other  reforms,  help 
straighten  out  the  big  Chi- 
nese banks'  loan  books. 
Bank  of  America  Corp. 
bought  a  9%  stake  in  China 
Construction  Bank  for  $3 
billion,  and  on  June  23, 
Switzerland's  UBS  an- 
nounced it  was  in  negotia- 
tions to  make  up  to  a  $500 
million  investment  in  Bank 
of  China. 

Analysts  note,  however, 
that  the  Big  Four  and  their 
government  overseers  are 
unlikely  to  let  foreign  part- 
ners have  much  real  control 
over  management.  That's  why  Newbridge  Capital's  effective 
takeover  of  SDB  is  so  important.  SDB  is  one  of  a  half-dozen 
younger,  privately  owned  banks  created  in  the  late  1980s.  These 
smaller  banks  are  much  more  malleable  reform  vehicles,  al- 
though Newbridge's  Hong  Kong-based  managing  partner,  Wei- 
jian  Shan,  notes  that,  even  in  those  banks,  "you  really  need  an 
experienced  management  team"  willing  to  shake  things  up. 
Several  of  these  "shareholding"  banks  have  important  foreign 
partners.  Shanghai  Pudong  Development  Bank  is  5%  owned  by 
Citigroup,  while  Tianjin-based  Bohai  Bank  is  expected  to  get 
regulatory  approval  to  sell  a  20%  stake  to  London-based  Stan- 
dard Chartered  Bank  later  this  year. 

Newbridge's  investment  in  SDB,  a  commercial  bank  with 
$25  billion  in  assets,  took  two  years  to  negotiate.  The  talks  were 
led  by  51-year-old  Shan,  a  Beijing  native  whose  family  was  re- 
located to  the  Gobi  desert  during  the  Cultural  Revolution  and 
who  later  went  on  to  earn  a  doctorate  in  business  at  the  Uni- 
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A  Bird's-Eye  View  of  China's  Banking 
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•Note  Government  bad  loan  figures  are  lower  than  overal  Western  estimates 


versity  of  California  at  Berkeley.  The  key  sticking  points] 
share  price  and  managerial  control.  In  the  end,  Newbridge 
$145  million  for  its  18%  stake  in  the  bank,  making  it  the  1 
single  shareholder.  It  bought  the  shares  from  Chinese  i 
nies  with  the  consent  of  the  government.  As  part  of  the] 
Newman  was  appointed  chairman.  He  has  recruited  othe 
siders  for  top  bank  posts. 

'A  BANKER'S  BANKER' 

NEWMAN  IS  NO  STRANGER  to  salvage  jobs.  As  chief! 
officer  of  Bank  of  America  in  the  late  1980s,  he  plugged  ga 
holes  that  appeared  in  the  bank's  balance  sheet  after  a 1 
credit-card  and  consumer-loan  defaults.  In  1996  he  t 
job  at  Bankers  Trust  after  a  scandal  involving  derivat 
tracts  drove  out  a  big  chunk  of  senior  management  and  i 
the  bank's  reputation.  Newman  "is  a  banker's  banker," 

friend  Timothy  C.  Collins,  CI 
Ripplewood  Holdings  LLC,  the  I 
York  private-equity  firm  that] 
quired  and  turned  around  SI 
Bank  Ltd.  in  Japan. 

Those  turnaround  skills  will 
sorely  needed  at  SDB,  where  ll 
man  has  found  that  normal  bucl 
control  mechanisms  don't  t| 
and  there  is  no  system  to  meail 
which  bank  products  are  sell| 
When  he  arrived,  Newmanj 
shocked  to  find  that  loan  of 
didn't  generate  regular  repor 
tailing  which  loans  were  being  |J 
off  and  which  were  not.  That  n 
ters  gready,  since  last  year  the  bil 
doubled  its  provisions  for  II 
loans,  which  pushed  SDB's  prd 
down  21%,  to  $39.4  million,^ 
$1.08  billion  in  revenues.  Bad  lo 
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trociucing  Lunesta,   a  brand  new  sleep  aid  that  can  change  vour  nights. 


\ hen  vour  restless  mind  keeps  vou 
brand  new  Lunesta  can  give  your  bodv 
(d  mind  the  soothing  sleep  you  need.  Lunesta 
!t  onlv  helps  most  people  tall  asleep  fast,  it 
lps  you  sleep  all  through  the  night.  Peacelullv, 
interrupted.  Lunesta  works  quickly,  so  vou 
puld  onlv  take  it  right  before  bed.  And 
inesta  is  non-narcotic,  and  the  first  and  onlv 
escription  sleep  aid  approved  for  long-term 
e.  Of  course,  do  not  use  sleep  medicines  for 
tended  periods  without  first  talking  to  vour 
ictor. 


Xow's  the  time  to  catch  the  sleep  vou  need.  If 
you've  been  hesitant  to  take  a  prescription  sleep 
aid,  be  sure  to  ask  your  doctor  about  Lunesta. 

Important  Safety  Information:  Be  sure  vou 
have  at  least  eight  hours  to  devote  to  sleep 
before  becoming  active.  Until  you  know  how 
vou '11  react  to  Lunesta,  vou  should  not  drive  or 
operate  machinery.  Do  not  use  alcohol  while 
taking  Lunesta.  All  sleep  medicines  carrv  some 
risk  of  dependency.  Side  effects  mav  include 
unpleasant  taste,  headache,  drowsiness  and 
dizziness.  See  important  patient  information  on  the 
next  page. 
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Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA, 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  i 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  pt 
effects  in  the  unborn  baby  when  used  during  the  last 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  pre 
if  you  are  planning  to  become  pregnant,  or  if  you  bi 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  i 
in  breast  milk  after  use  of  the  medication.  The  effects  I 
small  amounts  of  LUNESTA  on  an  infant  are  not  ■ 
therefore,  as  with  all  other  prescription  sleep  medicim 
recommended  that  you  not  take  LUNESTA  if  you  are  \ 
feeding  a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any 
sleep  medicine,  you  should  observe  the  following 

1 


MP 


LUNESTA  is  a  prescription  medicine  and 
used  ONLY  as  directed  by  your  doctor.  Foil 
doctor's  instructions  about  how  to  take,  when 
and  how  long  to  take  LUNESTA. 
-2.  Never  use  LUNESTA  or  any  other  sleep  mi 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing 
or  behavior  during  treatment  with  LUNESTA 
other  sleep  medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you 
taking,  including  medicines  you  may  buy 
prescription  and  herbal  preparations.  You  sin 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use 
while  taking  LUNESTA  or  any  other  sleep  mi 

5.  Do  not  take  LUNESTA  unless  you  are  able  to 
more  hours  of  sleep  before  you  must  be  actftf 

6.  Do  not  increase  the  prescribed  dose  of  LUNI 
any  other  sleep  medicine  unless  instructed  by 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  anyi 
sleep  medicine,  until  you  know  whether  the  met 
will  still  have  some  effect  on  you  the  next  da\ 
extreme  care  while  doing  anything  that  rer| 
complete  alertness,  such  as  driving  a  car,  oi 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  pi 
the  first  night  or  two  after  stopping  any  sleep 

9.  Be  sure  to  tell  your  doctor  if  you  are  pn 
you  are  planning  to  become  pregnant,  if  you 
pregnant,  or  if  you  are  breastfeeding  a  baby 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never    | 
LUNESTA  or  any  other  sleep  medicine  with^E 
else.  Always  store  LUNESTA  or  any  other  sleep  m«| 
in  the  original  container  and  out  of  reach  of  chik  j- 

1 1 .  Be  sure  to  tell  your  doctor  if  you  suffer  from  depresi- 

12.  LUNESTA  works  very  quickly.  You  should  only  \ 
LUNESTA  immediately  before  going  to  bed 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it 
or  immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e..  ages 
over)  and  people  with  liver  disease,  should  start 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor 
choose  to  start  therapy  at  2  mg.  In  general,  a 
under  age  65  should  be  treated  with  2  or  3  mg.  I 

15.  Each  tablet  is  a  single  dose;  do  not  crush  or  tl 
the  tablet. 

Note:  This  summary  provides  important  informational 
LUNESTA.  If  you  would  like  more  information,  ask  g 
doctor  or  pharmacist  to  let  you  read  the  Presort  I 
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ccount  for  11%  of  the  bank's  loan  book.  Also  worrisome 
's  capital  adequacy  ratio,  which  is  2.8%,  well  below  the 
uidated  by  Chinese  regulators. 

yman,  who  doesn't  speak  Mandarin,  is  working  with  a 
f  experienced  players  who  do.  SDB  President  Jeffrey 
ns  is  the  former  CEO  of  Standard  Chartered  Bank  in  Tai- 
rwenty  years  ago  he  opened  Citibank's  first  mainland 
1  in  Shenzhen.  Other  key  players  include  Liu  Baorui,  head 
il  banking,  and  NPL  workout  czar  Wang  Ji,  both  recruit- 
m  other  Chinese  banks.  SDB's  chief  technology  officer, 
ander  Bruce  Sun,  is  a  former  chairman  of  the  Department 
ormation  Systems  at  California  State  University.  He 
d  for  one  of  China's  major  banks  before  joining  SDB. 
No.  1  at  SDB  is  to  gain  effective  control  over  the  bank's 


such  as  credit-card  and  mortgage  lending— a  high  priority  for 
Newbridge.  Newman  says  the  bank  likely  will  raise  the  cash  it 
needs  via  a  stock  offering  on  the  Shenzhen  exchange,  where  it 
is  already  listed,  perhaps  in  combination  with  a  private  place- 
ment of  shares  with  another  strategic  foreign  investor. 

That's  a  tough  strategy  for  the  time  being.  China's  markets 
are  at  an  eight-year  low,  and  stock  prices  will  be  held  down  for 
the  foreseeable  future  by  the  government's  promise  to  sell  off  a 
big  portion  of  its  shares  in  listed  companies.  SDB  likely  will  try 
to  raise  $483  million  this  year,  according  to  Hong  Kong-based 
ABN-AMRO  analyst  Simon  Ho,  who  is  advising  his  clients  to 
steer  clear  of  the  stock.  Newman,  however,  is  convinced  he  can 
put  together  a  plan  to  raise  the  money  he  needs. 

If  he  does,  and  if  there  isn't  a  huge  increase  in  bad  loans,  SDB 


Fixing  a  Broken  Bank 


Newbridge  Capital's  Frank  Newman,  named  chairman  of 
Shenzhen  Development  Bank  after  the  buyout  firm  took  an  18% 
stake,  faces  a  host  of  challenges: 


A  CAPITAL 
SHORTAGE 


A  ROTTEN  LOAN 
BOOK 


The  bank's  capital 
adequacy  ratio  is  2.8%, 
well  below  the  4% 
required  in  China. 
Shenzhen  could  try  to 
raise  cash  in  a  stock 
offering  or  private 
placement,  but  China's 
stock  markets  are 
depressed. 


Some  11%  of  the  bank's 
loans  are  bad.  Newman 
has  assembled  a  team 
of  collection  specialists, 
who  are  aggressively 
pursuing  deadbeats  with 
help  from  local  govern- 
ment. But  progress  is 
slow,  and  additional 
loans  could  turn  sour. 


A  NEED  FOR 
GROWTH 


Newman  wants  to  build 
out  the  consumer 
finance  side  of  SDB's 
operations,  including 
credit  cards.  He  may 
also  put  more  emphasis 
on  trade  finance,  which 
would  play  to  China's 
vibrant  export 
sector. 


>dd  branches  in  18  major  cities,  including  Shanghai,  Bei- 
uid  Chongqing.  Newman  says  the  branches  have  operated 
fiefdoms  with  their  own  emperors."  And  the  little  emperors 
made  bad  loan  decisions— for  instance,  lending  millions  of 
s  to  build  little-used  toll  roads  connecting  coastal  cities, 
all  major  branch  loan  officers  report  to  headquarters,  and  a 
al  credit  committee  clears  major  lending  decisions.  "You  try 
n  off  the  spigot,"  Newman  says. 

rECTIVEWORK' 

IORITY  IS  DOING  triage  on  the  bank's  loan  portfolio  to 
le  which  nonperforming  loans  it  should  attempt  to  col- 
Mewman  says  he  has  been  surprised  at  the  number  of  de- 
ed borrowers  who  suddenly  come  up  with  the  money  they 
when  pressure  is  put  on  them.  To  go  after  the  tougher 
;,  SDB  has  assembled  a  130-person,  specially  trained  loan 
ction  department.  "Collection  has  its  own  special  set  of 
liques,"  says  Newman.  "You  have  to 
v  how  to  work  with  lawyers,  sometimes 
ocal  government,  and  sometimes  you 
to  do  a  little  detective  work  to  see  where 
ile  have  assets  hidden." 
lother  pressing  issue  is  how  SDB  will 
the  capital  it  needs  to  meet  minimum 
al  requirements  and  upgrade  its  decrepit 
stems.  Unless  it  can  do  that,  senior  exec- 
:s  won't  be  able  to  track  costs  and  earn- 
in  real  time  or  invest  in  new  businesses 


■  MANY 
DEFAULTED 
BORROWERS 
CAN  COME  UP 
WITH  THE  MONEY 
WHEN  PRESSURE 
IS  APPLIED 


may  have  some  interesting  growth  areas  to  exploit.  First,  Shen- 
zhen (population:  10  million)  is  a  major  technology  center,  home 
to  100-plus  major  tech  companies,  including  telecom  networking 
equipment  makers  Huawei  Technologies  Co.  and  ZTE  Corp. 
Newman  wants  to  build  up  the  bank's  expertise  in  lending  to 
them.  He  also  intends  to  get  into  trade  finance,  raising  and  lend- 
ing money  in  multiple  currencies  for  the  nation's  exporters. 

Then  there's  consumer  lending.  It  represents  only  11%  of  all 
loan  assets  in  China,  but  it  has  doubled  since  2000  as  a  middle 
class  has  emerged  in  the  affluent  coastal  cities  where  the  bank 
does  most  of  its  business.  SDB  has  just  a  few  hundred  thousand 
credit- card  accounts  at  a  time  when  98  million  cards  are  in  cir- 
culation in  China.  Lending  rates  on  cards  are  capped  at  18%, 
but  the  cost  of  funding  is  only  3.6%  or  so.  The  risk  is  that  Chi- 
na doesn't  really  have  a  system  of  independent  credit  bureaus 
that  can  help  banks  assess  risk. 

Just  how  long  will  it  take  to  get  SDB  back  on  its  feet?  Well, 
Newbridge  has  made  a  commitment  to  hold  its  stake  in  the 
bank  through  the  end  of  2009.  After  that,  it 
will  probably  sell  to  the  highest  bidder— and 
maybe  make  a  bundle  on  the  way  out,  as  it  did 
early  this  year  when  it  sold  its  stake  in  Korea 
First  Bank  to  Standard  Chartered.  But  there's 
more  to  this  saga.  If  Newman  &  Co.  can  re- 
fashion SDB  into  a  bank  with  a  real  credit  cul- 
ture, its  success  could  have  a  ripple  effect 
throughout  the  Chinese  money  system.  For  an 
old  banking  hand  from  the  States,  that  would 
be  quite  a  legacy.  ■ 
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Both  nations  are  pushing 
ambitious  agendas  in  the  schools 
but  there's  a  long  way  to  go 
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Primary  Schools 


Trying  toTame  the 


Blackboard  Jungle 


As  more  Indian  children  flood  into  schools,  educators 
struggle  to  boost  quality,  by manjeet kripalani 


TO  UNDERSTAND  THE  EDUCATION- 

al  challenges  facing  India,  pay  a 
visit  to  Dharavi,  a  poor  and 
densely  populated  Bombay 
neighborhood.  Its  lanes  are  so 
small  and  winding  that  no  vehicles  can 
traverse  them.  Open  drains  run  outside 
the  crudely  built  brick  and  corrugated 
metal  homes,  and  garbage  is  piled  high 
every  few  yards.  The  area,  where  1  million 

of  Bombay's  poorer  migrants  live,  is  Asia's  largest  slum. 

This  is  the  home  of  the  Dharavi  Transit  Camp  School,  one  of 
two  in  the  neighborhood  run  by  the  municipal  corporation. 
Outside  the  high  school  gates,  ragged,  half-naked  children  play 
amid  scattered  garbage.  Some  run  in  and  out  of  the  gates,  but 
nobody  stops  them.  There  is  no  school  guard,  and  the  teachers 
who  pass  through  don't  bother.  The  school,  four  stories  high,  is 
shorn  of  paint  and  looks  grim  under  the  monsoon  clouds. 

It's  past  noon,  and  schoolchildren  are  starting  to  straggle  in 
for  the  afternoon  shift  of  classes.  The  girls  wear  blue  pinafores, 
the  boys  blue  shorts  and  shirts.  Many  are  barefoot.  Like  most 
state-run  schools  in  Bombay,  the  Transit  Camp  School  runs 
classes  up  to  seventh  grade,  in  two  shifts,  with  each  floor  teach- 
ing classes  in  a  different  language,  reflecting  the  regional  ori- 
gins of  its  6,000  students.  Blackboards,  tables,  and  benches 
crowd  the  12  classrooms  on  each  floor.  With  100  students  per 
class,  the  sessions  sometimes  spill  into  the  corridors. 
.  On  this  day,  Gautam  Dandage,  a  cement  spreader,  has 
brought  his  8-year-old  daughter,  Ujwala,  to  school.  She  is  do- 
ing O.K.  in  class  but  his  older  son,  he  complains,  has  lost  his 
motivation.  "My  son  failed  because  of  the  class  master.  He 
never  showed  up  for  class  all  year," 
Dandage  gripes.  The  deputy  head 
teacher,  Sampat  Bhandare,  tries  to  shush 
the  worried  father,  explaining  that  the 
teacher  in  question  was  sick  and  the 


VILLAGE  SCHOOL 

In  rural  areas, 
teachers  often 
don't  show  up 
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ould  not  find  a  replacement.  Dandage  isn't  convinced. 
y  at  school  in  Dharavi  is  a  vivid  lesson  in  India's  edu- 
gap.  In  a  nation  striving  to  be  a  global  leader  in  brain- 
the  Transit  Camp  School  underscores  the  enormous 
flndia's  struggle  to  provide  adequate  education  for  its 
India  has  the  world's  youngest,  potentially  most  pro- 
:  population.  Nearly  500  million  Indians  are  under  age 
srimary  school  alone,  some  202  million  students  are 
by  5.5  million  teachers  in  1  million  schools, 
vhile  free  and  compulsory  primary  education  became 
2001,  the  quality  of  learning  is  poor  and  the  failure  rate 
Even  in  fifth  grade,  some  35%  of  Indian  children  cannot 
write,  according  to  Pratham,  India's  largest  education 

)fit  group.  According  to  government  statistics,  just  a 

of  students  make  it  past  eighth  grade,  and  only  15%  get 

school.  Of  the  202  million  who  start  school,  only  about 

14  million,  graduate.  And  without  a  fully  literate  popu- 

India  won't  easily  sustain  the  demands  and  aspirations 

eople  or  become  a  global  power.  "The  government  is  fail- 
youth,"  says  Vimala  Ramachandran,  an  education  spe- 

and  author  of  Getting  Children  Back  to  School. 

Keasingly,  Indian  parents  want  their  children  educated, 

llarly  in  English  and  computing.  That's  not  only  critical 


India's  Schools: 

From  Poor  Marks 
To  So-So 


ENROLLMENT  Has  increased 
to  90%  of  the  country's  children 
aged  6  to  14,  up  from  75% 
in  2000. 

DROPOUTS  Some  75%  of  those 
enrolled  drop  out  by  eighth 
grade,  and  85%  quit  by  12th 
grade.  Less  than  half  of  those 
remaining  graduate. 

LITERACY  Some  35%  of 

children  in  fifth  grade  can't  read 
or  write,  but  literacy  for  India  as 
a  whole  is  63%,  up  from  53%  in 
1995  and  45%  in  1985. 

GENDER  GAP  Some  78%  of 
girls  drop  out  of  school, 
compared  with  48%  of  boys. 

Data:  Human  Resources  Dept.  New  Delhi;  Pratham;  Azim 
Prenyl  Foundation;  World  Bank 


for  youth;  it's  the  key  to 
India's  development. 
Education  is  a  "ticket 
out  of  poverty,"  says 
New  Delhi  economist 
Surjit  Bhalla.  Parents 
understand  that  when 
India  began  to  grow  in 
the  1980s  and  1990s, 
the  educated  got  better 
jobs— "even  if  it  meant 
going  to  the  Gulf  states 
and  achieving  blue- 
collar  success,"  Bhalla 
notes. 

But  India's  state 
system  just  isn't  meeting 
people's  aspirations. 
"It's  two  decades  behind 
the  population's  needs," 
says  Madhav  Chavan, 
founder  and  program 
director  of  Pratham. 
Poor-quality  teachers,  a 
politicized  education 
department,  outdated 
learning  methods,  and 
the  pressures  Indian 
children  face  at  home 

are  just  some  of  the  roots  of  India's  education  gap.  Many  girls 
drop  out  of  school  after  fourth  grade,  for  example,  to  do  house- 
hold chores  while  their  parents  work.  Just  half  of  India's  girls  are 
literate,  vs.  nearly  three-fourths  of  boys. 

TEACHER  TROUBLES 

INDIANS  CAN'T  BLAME  the  government  for  not  trying  to  im- 
prove the  situation.  The  Ministry  of  Human  Resource 
Development  has  thousands  of  schemes  aimed  at  enhancing 
educational  opportunities.  The  most  ambitious  is  the  2001 
Sarva  Shiksha  Abhiyan,  or  universal  education  incentive  pro- 
gram. Its  $2.4  billion  annual  budget  provides  students  with  a 
meal  a  day,  free  textbooks,  medical  care,  and  remedial  classes. 
The  Congress  Party,  which  returned  to  power  in  New  Delhi 
last  year,  is  pushing  the  agenda  even  further.  The  govern- 
ment's spending  on  education  has  gone  from  3%  of  gross  do- 
mestic product  last  year  to  4%  this  year,  and  is  expected  to  rise 
to  6%  soon. 

These  efforts  are  making  an  impact.  Almost  90%  of  all  chil- 
dren are  now  enrolled  in  school— up  from  75%  in  2000.  Yet 
the  growth  is  a  strain  for  some  schools.  In  the  poorer  regions 
of  Uttar  Pradesh  and  Bihar,  class  sizes  are  now  "too  large  to 
manage,"  says  Venita  Kaul,  who  oversees  World  Bank  educa- 
tion projects  in  India.  The  Bank  is  providing  $500  million  for 
the  Sarva  Shiksha  Abhiyan  budget  over  three  years  until  2007. 

Despite  increased  enrollments,  graduation  ratios  are 
falling— even  in  top  states  such  as  Maharashtra,  where  Bombay 
is  located.  This  year,  57%  of  the  lOth-grade  students  in 
Maharashtra  passed  their  final  exams— a  big  drop  from  last 
year  when  67%  cleared  the  exam.  "We  aim  for  a  zero  dropout 
and  failure  rate,"  says  Abasaheb  Jadav,  who  is  project  director 
for  the  federal  government's  Sarva  Shiksha  Abhiyan  in  Bombay. 
Good  intentions  aside,  the  experts  say  India's  educational 
system  faces  its  most  serious  challenges  at  the  classroom  level. 
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Start  with  the  teachers.  State-employed  teachers  earn  up 
to  $300  a  month  and  often  four  times  as  much  as  private 
school  teachers.  But  they  are  poorly  trained,  unmotivated,  and 
often  commandeered  for  other  government  services  like 
election  duty  or  overseeing  polio  vaccination  drives.  Conse- 
quendy,  teacher— and  hence  student— absenteeism  is  high.  At 
the  same  time,  increased  enrollments— thanks  to  the  midday 
meal  now  required  in  all  schools— have  caused  a  teacher 
shortage.  As  a  result,  in  many  schools,  teachers  have  to  handle 
up  to  four  different  grades  at  once,  another  blow  to  the  qual- 
ity of  schooling. 

Another  issue  is  infrastructure.  The  government  is  boosting 
spending  on  schools,  books,  and  classroom  equipment,  but  the 
funding  often  doesn't  reach  the  remote  rural  areas.  In  Bihar, 
India's  poorest  state,  schools  are  crumbling  buildings  lacking 
roofs,  windows,  or  blackboards.  In  Behrampur,  a  village  about 
three  hours  away  from  the  capital  of  Patna,  the  broken-down 
single-room  school  serves  as  a  playground  for  the  village's  200 
children.  Locals  say  the  schoolmaster  comes  by  every  three  or 
four  days.  Devbali  Rai,  a  30-year-old  farmer,  is  near  despair. 
"We  want  schooling.  Our  children  must  study,"  he  says. 

CURRICULUM  CRISIS 

ADDING  TO  THE  CAULDRON  of  problems  is  a  curriculum 
crisis  fueled  by  political  rivalries.  In  1998,  when  the  right- 
wing  Bharatiya  Janata  Party  won  the  national  elections, 
education  became  the  first  target  of  revisionist  historians. 
School  textbooks  were  rewritten  to  reflect  the  BJP's  ultra-na- 
tionalist ideology.  Then  the  Congress  government  reverted  to 


the    original    facts   when    its 
defeated  the  BJP  in  national  ele 
last  year.  Now  parents  and  te 
worry  that  another  election  willj 
more  tinkering  with  the  school  j 
and  textbooks.  "This  oscillatii 
tween  the  orthodoxies  of  the  rig 
the  left,  the  yo-yo-like  swings 
ricula,  is  driving  parents  and  te 
mad,"  says  Kanti  Bajpai,  heac 
of  the  Doon  School,  the  con 
most  elite  school. 

All  these  difficulties  are  accele 
the    rush    to    India's    100,0C 
private  schools.  For  decades 
schools  such  as  the  Doon 
modeled  after  Britain's  Eton,! 
catered  to  the  elite.  Now  even! 
students    are    enrolling    in 
schools,  where  the  tuition  can  ij^ 
from  $24  a  year  in  remote  villa 
$15,000  at  the  top  end.  In 
developed  states  many  private  i 
are  just  single  rooms  in  village  1 
But  even  in  cramped  surrou^ 
students    learn    enough    to 
school-graduating  exam. 

Despite  the  proliferation  of  p^| 
schools,  few  experts  believe  they ; 
solution  to  India's  educational  11 
lenges.  True,  they  tend  to  be  bette^ 
their  state  counterparts.  But  mz 
unregulated,  and  they  still  serve  f  | 
fraction  of  the  population.  Pri\ 
education,  while  often  suggested  1 
perts,  isn't  the  answer  either, 
too  large,  and  many  of  its  poorest  J 
are  so  remote  that  few  private 
tors  would  want  to  teach  there. 
Yet  some  experiments  are  tail 
place  that  could  provide  models  for  education  reform.  K 
Bank  has  invested  in  organizations  such  as  Vidya  Bhava 
ciety  that  are  experimenting  with  alternate  teaching 
to  replace  rote  memorization.  One  of  its  projects  is  in  the  J 
of  Chattisgarh,  which  three  years  ago  was  carved  out  i 
large  and  poor  state  of  Madhya  Pradesh  with  the  ide 
smaller  states  could  be  governed  more  easily.  "We  were! 
and  inexperienced,  we  needed  everyone's  help,"  recalls  Sal 
Kumar  Ojha,  an  official  whom  New  Delhi  sent  to  hef 
state's  Education  Dept.  Ojha  and  team  have  readied  a  ne 
of  textbooks,  plus  teacher  recruiting  and  training  prog 
just  two  years.  The  new  curriculums  will  be  introduc 
2006.  If  successful,  Chattisgarh  could  become  a  model. 
Encouraged  by  such  efforts,  Pratham's  Chavan  conf 
predicts  "a  major  change  in  the  provision  of  education" : 
coming  years.  The  driving  force  will  be  parents  who  de 
ately  want  to  educate  their  children  in  English.  In  Kasl 
the  government  has  already  switched  to  an  English-lang 
based  school  education  from  the  first  grade.  Even  in 
vative,  Hindi-dominated  Rajasthan,  English  as  a  langu^ 
now  taught  from  the  first  grade.  The  state  of  Kerala, 
stood  alone  in  India  for  its  99%  literacy  rate,  is  now  joi 
Mizoram  and  Himachal  Pradesh  in  the  north.  Such 
could  one  day  help  India  close  its  education  gap.  I 
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In  the  Bombay 
slums,  classes  are 
taught  in  various 
languages 
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The  Other  MIT 

Manipal  Institute  of  Technology  and  other  second-tier  schools 
like  it  are  India's  real  tech  secrets,  by  josey  puliyenthuruthel 


RAJENDRA  KUMAR  NAYAK  CON- 

siders  himself  a  lucky  guy.  Sip- 
ping his  favorite  604:  milkshake 
at  a  trendy  coffee  shop  in  Mani- 
pal, India,  he's  rejoicing  about 
the  job  he'll  start  soon,  following  his  re- 
cent graduation  from  the  Manipal  Insti- 
tute of  Technology  (MIT).  Nayak  will  work 
as  an  industrial  engineer  at  Wipro  Fluid 
Power  in  Bangalore  for  $390  a  month— a 
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lucrative  salary  by  Indian  standards.  But  Nayak,  22,  isn't  s 
ply  lucky.  He's  gutsy  and  smart.  The  son  of  a  steelworhB 
gambled  in  2001  by  taking  out  a  $7,000  loan  and  headinj 
Manipal.  Four  years  later  he's  graduating  first  in  his  cl; 
"MIT  was  expensive,  but  worth  it,"  he  says. 

Nayak  is  an  example  of  the  breed  of  ambitious  young  er 
neers  who  will  power  the  next  phase  of  India's  tech  and  ind 
trial  boom.  And  Manipal  Institute  of  Technology  is  one  of 
leading  Indian  colleges  educating  this  next  generation, 
decades  the  famed  campuses  of  the  Indian  Institute  of  Te 
nology  were  just  about  all  the  world  knew  of  the  country  s  te 
nological  genius.  But  lesser-known  colleges  such  as  MIT  wil 
playing  a  key  role  as  India  continues  on  its  fast-growth  p; 
This  second  tier  of  some  2,240  engineering  schools— 55** 


! 


public  institutions,  the  others  privately  run— aren't  near- 
xclusive  as  the  IITs,  which  snap  up  just  2%  of  the  200,000 
dates  who  take  its  demanding  entrance  exam  every  year, 
lates  of  HT's  seven  campuses  rarely  top  3,000  annually, 
econd-tier  institutes  educate  far  more  Indian  engineers— 
207,000  graduated  in  2005— and  fill  an  important  need. 

)UNG  NATION 

iEP  UP  its  30%-plus  annual  growth  in  tech  services,  India 
res  more  than  65,000  newly  graduated  engineers  a  year, 
ding  to  software  trade  body  Nasscom.  New  Delhi's  Insti- 
)f  Applied  Manpower  Research  figures  the  country  also 

about  10,000  engineers  annually  to  fuel  growth  in  other 

tries,  including  autos,  chemicals,  construction,  metals, 

nergy.  Moreover,  since  35%  of  India's  1  billion  people  are 

r  age  15,  national  demand  for  everything  from  roads  to 

r  grids  to  PCs  will  skyrocket,  making  the  need  for  engi- 

ng  skills  urgent.  Nasscom  predicts  enrollment  in  Indian 

schools  will  jump  by  70%,  to  600,000,  by  2008. 

the  second-tier  institutions,  MIT  is  one  of  the  most  pres- 

is.  If  s  part  of  a  sprawling  network  of  53  private  profes- 

J  colleges  called  the  Manipal  Academy  of  Higher  Educa- 

located  on  India's  southwestern  coast.  Founded  in  1953  as 

dical  school  by  Dr.  Tonse  Madhava  Anantha  Pai,  the  acad- 

trains  its  30,000-strong  student  body  in  everything  from 

management  to  software  development.  "We  have  to  give 

>eople  skills  if  India  is  to  be  a  global  power.  We  can't  de- 

on  the  government  alone  to  do  that,"  says  Ramdas  Mad- 

ai,  the  academy's  chancellor  and  the  son  of  its  founder. 

ke  other  top-notch  engineering  schools  such  as  PSG  Col- 

of  Engineering  in  Tamil  Nadu  and  Pune  Institute  of  Ad- 

ed  Technologies,  MIT  goes  out  of  its  way  to  ensure  that 

uates  are  prepared  to  move  straight  into  jobs.  Companies 

as  Motorola  Inc.  and  network-storage  outfit  EMC  Corp.  of- 

ecruit  Manipal  students  in  the  final  weeks  of  their  penulti- 

year.  Once  a  student  accepts  an  offer,  the  college  creates  fi- 

ear  electives  geared  to  his  or  her  prospective  job. 

fosys,  Tata  Consultancy,  Wipro,  and  Satyam  Computer  Ser- 

which  together  hired  more  than  40,000  engineers  in 
\,  take  such  cooperation  a  step  further.  They  provide  course 
;rial  and  train  lecturers  on  developments  in  areas  such  as 
design,  radio  frequency  identification,  and  network  man- 
nent.  The  collaboration  pays  off  in  shorter  in-house  train- 
Mice  graduates  become  employees.  "We've  brought  down 
training  program  to  52  days  today  from  76  days  three  years 
"  says  S.  Ramadorai,  chief  executive  of  Tata  Consultancy, 
lthough  it's  not  as  exclusive  as  IIT,  Manipal  is  not  easy  to 


lore  Engineers  On  the  Way... 


THOUSANDS 


get  into.  Some  12,000 
candidates  applied  for  the 
600  seats  up  for  grabs  last 
year.  Compared  with  subsi- 
dized "IIT-ians,"  who  cost 
the  federal  government 
$18,500  each  by  the  time 
they  complete  their  four- 
year  degree,  MIT  students 
must  pay  $9,000  tuition  for 
four  years.  That  can  be 
tough  in  India,  where  a  typ- 
ical urban  middle-class 
household  earns  $800 
monthly.  With  some 
100,000  Indians  heading  to 
the  country's  975  private 
engineering  colleges,  the 
student  loan  market  is  be- 
ginning to  show  signs  of 
life.  A  2005  mechanical  en- 
gineering graduate  from 
PSG  College,  Ramu  Lakku- 
manan,  is  the  fourth  child 
of  a  paddy  farmer  in  coastal 
Tamil  Nadu.  He  took  out  a 
$700  loan  to  ease  finances 
at  home.  The  first  graduate 
in  his  family,  he  is  training 
to  join  Tata  Consultancy. 

Manipal  Academy's  Pai 
is  striving  to  give  students 
value  for  their  money.  His 
goal  is  to  build  an  IIT-like 
campus  that  would  cost 
students  a  fraction  of  what 
an  IIT  education  costs  the 
government.  Currently  the 
institute  is  working  on  a 
project  to  build  a  $7.6  mil- 
lion innovation  and  incu- 
bation center  to  house  labs 


INDIA  WHAT'S 


THINK 

WITHOUT 

INK 


Pencils  Only,  Please 


A  thinking  person's  guide 
to  the  big  B-school  test 


» 


Nerds  rule.  The  best- 
selling  book  in  India 
is  a  316-page  tome 
called  Think  without  Ink:  An 
Adventure  with 
Quantitative  Problems,  by 
K.  Venkataraman.  The  $6 
book  helps  readers  excel  at 
the  Common  Admission 
Test,  known  to  nearly  every 
mum  in  India  as  "the 
CAT"— a  two-hour  ordeal 
that  is  crucial  for 
admission  to  the  half- 
dozen  elite  Indian  Institutes 
of  Management. 
Students  emerging  from 
the  test  "look  like  they've 
been  through  hell  and 
back,"  says  the  author. 
To  make  that  journey  less 
arduous,  Venkataraman 
offers  up  seven  principles 
for  critical  thinking  without 
laying  pencil— or  pen- 
to  paper. 


THE  COUNTRY'S  ENGINEERING 
COLLEGES  ARE  GRADUATING 
D     INCREASING 
NUMBERS* 


'03  '04  '05  '06* 

•NOT  INCLUDING  INDIAN  INSTITUTE  OF  TECHNOLOGY 
"EXPECTED  GRADUATING  CLASS 
Data:  Nasscom 


of  Hewlett-Packard,  Philips 

Electronics,  EMC,  and  Infosys.  All  told,  Manipal  Academy  is  in- 
vesting $23  million  over  three  years  in  new  facilities.  Part  of 
the  funds  for  expansion  come  from  the  Academy's  9,000  for- 
eign students,  who  pay  two  to  four  times  what  Indians  pay. 
Other  private  institutions  are  experimenting  too.  At  PSG  Col- 
lege, the  faculty  is  planning  a  new  "play-and-learn" 
approach,  in  which  classes  are  broken  into  20  min- 
utes of  lecture  and  30  minutes  of  hands-on  training. 
"To  simulate  real-life  situations,  we  want  students  to 
meet  customers,  and  [we  want]  faculty  to  spend  two 
summer  months  with  companies  to  solve  their  prob- 
lems," says  P.V.  Mohanram,  dean  of  PSG's  mechani- 
cal engineering  department. 

India  needs  more  cutting-edge  educational  insti- 
tutions if  it  is  to  keep  advancing  as  a  technology-serv- 
ice provider  and  make  the  big  shift  to  high-value 
manufacturing  for  global  companies.  Experts  worry 
that  only  a  third  of  India's  second-tier  engineering 
institutes  provide  an  education  that  meets  the 
benchmarks  of  major  global  corporations,  forcing 
employers  to  spend  big  bucks  training  fresh  gradu- 


August  22/29.  2005  I  BusinessWeek  I  99 


ates.  One  reason  is  underpaid  faculty.  A  professor  with  15  years' 
teaching  experience  in  a  second-tier  engineering  school  takes 
home  $575  a  month,  less  than  one-eighth  the  salary  of  a  soft- 
ware designer  with  similar  experience.  "The  divergence  be- 
tween industry  and  academia  is  getting  so  acute  that  faculty  re- 
cruitment is  getting  extremely  tough,"  says  S.  Vijayarangan, 
principal  of  PSG. 

All  these  issues  explain  why  India  must  keep  striving  to  raise 
its  engineering  education  standards.  One  way  to  do  that  would 
be  to  encourage  more  cooperation  between  the  IITs  and  other 


institutions.  A  first  experiment  in  such  collaboration— bet 
three  local  colleges  and  I  IT  Bombay— will  begin  soon  in  A 
rashtra.  The  colleges  will  follow  the  IIT  syllabus  and  woi 
gather  on  research  projects.  "India  needs  10  times  more  j 
uates  of  IIT  quality.  Only  then  will  we  be  globally  competi 
says  P.  Rama  Rao,  a  former  vice-chancellor  of  Hyderabad 
versity.  Rao  is  coordinating  the  project  and  pushing  bu 
crats  to  replicate  the  model  with  IITs  and  colleges  in  Ma 
Kharagpur,  New  Delhi,  and  Kanpur.  If  such  efforts  succee 
dia's  brainpower  is  likely  to  keep  surprising  the  world.  ■ 


Planting  the  Seeds  for 
The  Next  Silicon  Valley 


At  the  Indian  Institute  of  Technology 
(IIT)  campus  in  Kharagpur,  near 
Calcutta,  a  small  team  of 
engineers  is  beavering  away  on 
what  they  hope  will  prove  a  killer 
competitor  to  the  BlackBerry.  At 
IIT  Bombay,  an  earth  sciences  professor  is 
about  to  launch  a  company  that  will  tap  the 
vapor  of  geothermal  springs  to  drive  turbines, 
generators,  and  power  stations— the  first 
company  to  do  so  in  India.  Across  the  country, 
at  IIT  Madras,  students  and  professors  have 
spun  off  a  startup  that's  working  on  a  no-frills 
network  computer  aimed  at  the  Asian 
corporate  and  government  markets  that  will 
sell  for  just  $100.  "We  dream  of  building 
billion-dollar-product  companies  here,"  says 
Ashok  Jhunjhunwala,  an  electrical  engineering 
professor  at  IIT  Madras.  "We  believe  we  have 
laid  the  foundation  for  them." 

No  one  knows  how  many  of  these  products 
will  take  off.  But  the  odds  are  that  some  of  the 
fledgling  companies  will  make  real  money. 
Dozens  of  such  projects  are  now  taking  shape 
at  India's  elite  NTs.  In  the  same  way  that 
Stanford  University  and  Massachusetts 
Institute  of  Technology  helped  spawn  Silicon 
Valley  and  Route  128  in  the  1970s  and  '80s, 
Indian  institutions  are  encouraging  professors 
and  students  with  business  ideas  to  take  the 
plunge.  The  schools  are  providing  initial  office 
space,  labs,  and  seed  money  to  "incubate" 
startup  companies.  Some  are  also  building 
*ech  parks  to  attract  companies  willing  to 
collaborate.  Since  India  began  opening  its 
economy  in  the  early  1990s,  the  six  (recently 
expanded  to  seven)  IITs  have  created  some  50 
new  companies.  The  pace  has  accelerated  in 
the  last  three  years. 

That's  a  big  change  from  the  early  days. 
When  they  were  conceived  in  the  1950s,  the 
IITs  churned  out  top-notch  engineers  to  meet 
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an  almost  insatiable  appetite  from  the 
country's  steel,  construction,  power,  chemical, 
defense,  and  textile  industries.  The  schools  so 
excelled  at  the  task  that  they  became  a  world- 
famous  source  of  engineers,  particularly  for 
the  U.S.  But  actual  involvement  by  the  schools 
in  startups  was  almost  nonexistent.  Now 
students  and  professors  alike  are  busy  trying 
to  become  entrepreneurs  in  commercially 
applicable  areas  where  IITs  are  strong,  such  as 
telecom,  microelectronics,  computer  sciences 
and  software,  heat  transfer  and,  of  late, 
biochemistry  and  biotechnology. 
The  big  challenge  is  firding  funding.  IIT 

■  INDIAN  TECHNICAL 
INSTITUTES  ARE 
HELPING  TO  INCUBATE 
STARTUP  COMPANIES 

BY  PROVIDING  OFFICES, 
LABORATORIES, 
AND  CAPITAL 


Kanpur,  for  example,  has  a  budget  of  just  5 
million  to  sprinkle  around  a  half  dozen 
projects.  NT  Madras  has  teamed  up  with 
institutions  such  as  ICICI  Bank  Ltd.,  State  I 
of  India,  and  other  local  state-run  sources 
raise  up  to  $230,000  for  each  of  its  16 
companies.  And  IIT  Kharagpur  is  creating 
own  fund.  "We  have  plans  for  a  $230  millic 
venture  fund  that  we  will  raise  from  our  alL 
investors,  financial  institutions,  and  the 

government,"  says  P; 
Pratim  Chakrabarti, 
of  sponsored  resear 
and  industrial 
consultancy  at  IIT 
Kharagpur.  All  these 
efforts  are  necessary 
because  Indian  start 
aren't  much  on  the  n 
screens  of  American 
venture  capitalists,  vt 
invested  only  $240 
million  in  Indian 
companies  last  year, 
invested  $20.4  billioi 
the  U.S. 

Funds  are  rarely 
available  for  companies  that  don't  have  a  t 
record  of  sales  and  customers.  For  exampt 
Midas  Communications  Technologies  Ltd.. 
IIT  Madras  spin-off  that  makes  broadband 
wireless  telecom  equipment,  finally  raised 
million  from  American  venture  capitalists 
Argonaut  Private  Equity  in  July,  2004,  seve 
years  after  it  was  founded.  Midas'  sales  are 
expected  to  top  $104  million  this  year,  50°/ 
higher  than  2004.  Its  success  is  a  boon  for 
Madras,  where  the  electrical  engineering 
department  helped  develop  the  technology 
Midas  products.  Midas  and  other  licensees 
the  technology  paid  the  IIT  $3.5  million  in 
royalties  last  year. 

Of  course,  applied  research  and  busines 
incubation  at  India's  top  technology  institut 
remain  a  far  cry  from  their  U.S.  peers.  But 
dozens  of  IIT  spin-offs  are  a  start.  If  India's 
software  and  tech  stars  can  start  to  attract 
more  venture  funding,  the  breakthroughs  ol 
future  may  come  just  as  much  from  Bomba 
and  Madras  as  Silicon  Valley  and  Boston. 
-By  Josey  Puliyenthun 
in  Ma< 
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At  System  Capital  Management,  we  want  to  be  a  driving  force  moving  Ukraine  forward.  That's  why  we're 
investing  US$3bn  during  the  next  five  years  in  Ukrainian  industry.  By  re-opening  mines,  generating 
thousands  of  jobs  and  investing  heavily  in  the  community,  we  are  literally  building  the  business  foundation 
that  will  help  support  our  country's  future. 
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—  I  China's  Agenda 


No  Peasant 


Left 
Behind 


China  has  made  great  strides. 
Now  can  it  fix  its  backward 
rural  schools?  by  bruceeinhorn 


AT  SOUTH  CHINA  NORMAL  UNI- 

versity^s  primary  school,  the 
walls  at  the  campus  gate  are 
painted  bright  red,  blue,  and 
yellow.  Inside,  students  in  their 
colorful  uniforms  scurry  past  giant 
posters  telling  the  story  of  Snow  White  and 
the  Seven  Dwarfs.  The  leafy  campus  has 
three  basketball  courts,  a  track,  and  the 
latest  in  child-safe  playground  equip- 
ment A  new  computer  lab  is  packed  with  30  Lenovo  PCs  and  liq- 
uid-crystal display  monitors,  and  there's  a  school  Web  site. 

These  are  just  some  of  the  ample  resources  the  government 
of  Guangdong  is  lavishing  on  one  of  its  pet  educational  proj- 
ects. Because  Beijing  now  considers  overhaul  of  the  school 
system  to  be  critical  to  economic  growth,  public  schools  like 
South  China  Normal  are  being  turned  into  laboratories  where 
new  pedagogical  approaches  are  tried.  The  best  methods  will 
then  be  seeded  across  the  nation's  vast  network  of  schools. 

For  one  thing,  educators  are  shifting  away  from  lecturing 
and  exam-based  grades— just  as  the  U.S.  is  embracing  more 
standardized  metrics.  In  China,  education  czars  are  putting 
less  emphasis  on  tests  and  more  on  in- class  experiments  and 
discussions.  "Students  cram  and  recite,"  says  Shen  Baiyu,  di- 
•rector  of  curriculum  development  at  the  Education  Ministry 
in  Beijing.  "They  remember,  but  they  don't  understand."  The 
lack  of  creativity,  says  Shen,  is  "a  fatal  disadvantage  of  Chi- 
nese education." 

That  educators  are  focused  on  such  questions  is  testament, 
in  a  way,  to  how  far  China  has  come  educationally.  The  coun- 
try has  achieved  enough  of  the  basics  that  planners  can  focus 
on  the  next  level  of  pedagogical  quality.  Consider  that  China 
has  a  literacy  rate  of  85%,  compared  with  just  60%  at  the  end 
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of  the  Cultural  Revolution,  the  decade  of  radical  upheaval] 
ended  after  Mao  Zedong's  death  in  1976.  Moreover,  ths 
a  mid-1980s  policy  to  provide  universal  education  for  gr:| 
one  through  nine  by  2000,  the  literacy  rate  among  people 
tween  the  ages  of  12  and  40  is  now  96%.  "Almost  every  < 
can  have  a  basic  education,"  says  Wei  Yu,  former  Educal 
Vice-Minister  who  is  now  a  vice-president  of  the  Chinese[ 
sociation  for  Science  &  Technology.  "That's  a  big  achiever 
if  you  think  how  large  our  country  is." 

STARK  DISPARITIES 

THE  SCALE  OF  THE  educational  challenge  is  inc 
daunting.  China  has  218  million  children  in  grade  scl 
through  high  school,  more  than  the  total  populations  of  Ja 
and  South  Korea  combined.  There  are  over  10  million  te.1 
ers  and  more  than  500,000  schools  in  all,  about  75%  of  wl 
are  scattered  across  the  vast  countryside,  far  from  the  coa 
boomtowns.  Elite  schools  like  South  China  Normal  ma; 
well  off,  but  overall  spending  is  low:  China  spends  just  3 
of  its  gross  domestic  product  on  education,  vs.  5%  for  the  I 
though  that's  more  than  ever  before.  "There  is  little  dc 
that   [China's  leaders]   have  done  extremely  well,"   i 


HARDSHIP 

Schools  in  poor 
rural  areas  get 
few  resources 


with  the  U.S.Japan, 
South  Korea,  and 
Taiwan  in  science 
and  technology. 
Plenty  of  stellar 
grad  students  from  China  attend  top 
U.S.  universities,  but  the  government 
wants  to  get  more  Chinese  into  the 
ranks  of  the  highly  educated  at  home. 
To  do  so,  they  have  set  a  goal  to  push 
high  school  enrollment,  now  at  40%,  up 
to  70%  by  2010;  university  enrollment 
is  to  reach  20%,  vs.  13%  today.  By  2020, 
the  government  wants  85%  in  high 
school,  and  it's  aiming  for  university  en- 
rollment to  exceed  40%.  (In  the  U.S.,  the 
high  school  enrollment  rate  is  about 
93%,  and  university  enrollment  is 
about  60%.) 


. 
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rd  Postiglione,  a  professor  of  education  at  the  University 
mg  Kong. 

day's  big  worry  is  that  the  system  can't  accommodate  the 
stage  of  growth.  Beijing  has  prepared  an  ambitious  road 
for  the  country's  educators,  part  of  a  broader  goal  for 
a  to  become  a  developed  nation  capable  of  competing 


TECHNOLOGY  GAP 

CHINA'S  ELITE  also  worries  that  the 
school  system  favors  wealthy  areas 
along  the  coast  at  the  expense  of  poor 
inland  provinces.  The  disparities  are 
stark  in  places  like  Pucheng,  a  rural 
county  in  north- central  Shaanxi 
province  about  60  miles  from  Xian,  the 
ancient  capital  of  the  Han  Dynasty.  Un- 
like Guangzhou's  cheerful  schoolyards, 
Pucheng's  schools  are  covered  with 
grime.  The  students  sit  at  backless 
wooden  benches,  two  to  a  desk,  in  class- 
rooms where  the  lights  are  turned  off  to 
save  power.  Puddles  of  water  stain  the 
cement  floors. 

Another  rural  feature:  Boys  far  out- 
number girls  in  many  classes.  Peasants 
traditionally  favor  boys  and  often  keep 
their  daughters  out  of  school.  More  re- 
cently, the  one-child  policy  has  led  to  a  preponderance  of  boys 
nationally,  since  some  families  are  suspected  of  aborting  fe- 
male fetuses  to  make  way  for  male  children.  The  male-female 
discrepancy  can  be  extreme:  9  girls  to  21  boys  in  one  class. 

Pucheng  schools  don't  have  deluxe  new  computer  labs,  ei- 
ther. Administrators  are  happy  to  have  one  PC  with  a  satellite 
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EMENTARY  SCHOOLS 
HIGH  SCHOOLS 
3H  SCHOOLS 


TAL  ENROLLMENT 


IMBER  OF  TEACHERS 


457,000 


66,000 


33,000 


218  million 


10.6  million 


TAL  SPENDING  ON  EDUCATION 


3.2%  of  GDP, 
or  $56  billion 


■  Literacy  among  adults  40 
years  old  and  younger  is  at 
96%,  vs.  60%  at  the  end  of  the 
Cultural  Revolution 

■  K-9th  grade  is  compulsory 
and  enrollment  rates  are  high 

■  Schools  are  revamping 
curriculums  to  encourage  more 
creative  thinking 


it  must 


■  The  gap  between  wealthy 
urban  schools  and  poor 
countryside  schools  is  widening 

■  Despite  curriculum  reforms, 
rote  learning  and  cramming  for 
exams  remain  common 


■  Only  40%  of  9th  graders  go  on 
to  attend  high  school 
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dish  for  downloading  education  programs  beamed  to  them 
from  Beijing,  part  of  a  program  for  rural  schools  run  by  the 
Education  Ministry.  Sun  Chengli,  a  24-year-old  Pucheng  na- 
tive, is  in  charge  of  training  teachers  how  to  use  the  equip- 
ment. It's  not  much  compared  with  the  largesse  at 
Guangzhou  schools,  but  it's  a  start.  Training  "is  not  very  dif- 
ficult," says  Sun.  "The  teachers  are  all  very  motivated." 

EASE  THE  BURDEN 

CLOSING  THE  RICH-POOR  GAP  has  become  a  hot  issue,  es- 
pecially since  President  Hu  Jintao  and  Premier  Wen  Jiabao 
took  office  in  2003.  Both  often  talk  about  the  need  to  alleviate 
poverty  in  interior  provinces  by  encouraging  more  investment 


LEG  UP  This 
university-affiliated 
high  school  is  one  of 
China's  most  elite 


and  infrastructure  there.  The  over- 
riding worry  is  that  sharp  inequali- 
ty could  lead  to  social  unrest,  which 
would  in  turn  spook  foreign  in- 
vestors, threaten  economic  develop- 
ment, and  weaken  Beijing's  rule. 
"The  lack  of  equality  has  caused  se- 
rious concern,"  says  Wang  Rong, 
head  of  the  department  of  education 
economics  and  administration  at 

Peking  University.  "If  you  don't  solve  this  problem,  then  you 
can  really  have  trouble.  Education  is  a  starting  point." 

So  Beijing  has  been  working  to  ease  the  burden  on  families 
.and  governments  in  poor  regions.  A  few  years  back  it  capped 
the  amount  schools  can  charge  families  for  textbooks  and  mis- 
cellaneous fees  to  supplement  meager  school  budgets.  In  2003 
the  central  government  followed  up  by  launching  a  $96  mil- 
lion-a-year  program  to  subsidize  the  costs  of  textbooks  in  poor 
areas.  Working  with  the  charitable  foundation  of  Hong  Kong 
billionaire  Li  Ka-shing,  who  funds  many  educational  initiatives 
(page  106),  the  government  has  provided  satellite  dishes  and 
PCs  to  70,000  schools  in  the  countryside,  at  a  cost  of  $1.2  bil- 
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■  BEIJING  IS  BETTING 
THAT  EDUCATION  CAN 
HELP  CLOSE  THE  CHASM 

BETWEEN  RICH  AND  POOR, 
REDUCING  THE  THREAT 
OF  SOCIAL  UNREST 


lion,  with  plans  to  double  that  amount  by  2007  "There 
of  smart  students  in  the  villages,  but  they're  not  exposed 
formation  and  knowledge,"  says  Wang  Zhuzhu,  deputy 
tqr  of  the  national  center  for  educational  technology  at 
ucation  Ministry.  "It's  important  to  change  the  mind-; 

Like  the  U.S.,  though,  China  has  a  decentralized  educi 
system  in  which  local  governments  foot  much  of 
Funding  can  vary  widely,  depending  on  a  province's  fo 
Shaanxi  is  one  of  China's  poorest,  with  a  per  capita  inco 
just  $170,  vs.  $1,800  in  Guang 
The  provincial  government  sper 
$72  million  on  education  last 
10  million  students  in  all  grad 
new  program,  officials  plan  to 
1.6    million    students    from 
school  fees.  But  given  wides 
poverty,  Lu  Mingkai,  deputy  dir| 
general  of  the  provincial  edm 
bureau,  says  there  are  limits  to 
the  province  can  do.  "People's  6 
for  good,  quality  education  has| 
nificantly  increased;  everybody  v 
their  child  to  go  to  the  best  sch| 
he  says.  "But  there's  a  gap." 

Even   wealthy   cities   have 
problems,  namely  legions  of  mijl 
workers  who  arrive  in  search  of 
The  size  of  the  "floating  popula 
is  estimated  at  120  million,  a 
million  of  them  school-age  chil« 
In  Beijing  alone,  there  are  34 
migrant  children,  many  of  ^ 
aren't  permitted  to  attend  the 
schools.  So  they  enter  schools  s 
by  the  migrants  themselves  tha 
unlicensed  and  often  located  in 
down  neighborhoods.  Even  so 
grant  families,  which  make 
$900  a  year,  pay  more  than  $10( 
child  to  attend.  There  are  more 
200  such  schools  in  the  capital, 
mates  Han  Jialing,  professor  at  tb 
stitute  of  Sociology  of  the  Be 
Academy  of  Social  Sciences.  Ri 
responding    to    the    governni 
prodding  on  inequality,  Beijing  h 
about  240,000  migrant  childrei 
tend  official  schools,  up  from  80.| 
two  years  ago. 

The  new  measures  should 
some  of  China's  poor  families 
even  as  educators  talk  about  addr1 
ing  educational  inequality  and  revamping  curriculums,  s 
ing  well  on  entrance  exams  remains  the  key  to  upward 
bility  in  the  Chinese  school  system.  And  unlike  poor  fam 
in  Shaanxi,  the  wealthy  residents  of  cities  like  Guangz 
have  the  cash  to  help  their  children  do  well.  Chen  Xuqi 
year-old  student  at  South  China  Normal's  primary  sch 
says  she  and  her  friends  spend  weekends  at  cram  seminal 
study  English  and  math.  They're  getting  ready  to  enter  ju: 
high  school  and  want  to  ace  the  entrance  exams.  "We  alv 
talk  about  this,"  says  Chen  in  near-perfect  English.  "All 
people  want  to  get  into  a  good  school."  For  China's  educa 
reformers,  coming  up  with  the  money  is  just  the  start 
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A  Whole 
New  School 
Of  Thought 

Shantou  University  offers  a  blueprint 
for  education  reform,  bybruceeinhorn 
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CHINA 


JULIA  HSIAO,  AN  ASSISTANT  VICE- 

chancellor  at  the  University  of 
California  at  Berkeley,  has  par- 
ticipated in  countless  com- 
mencements over  the  years,  and 
this  one  had  all  the  usual  trappings,  stu- 
dents in  caps  and  gowns,  proud  parents 
snapping  photos,  a  marching  band  play- 
ing Pomp  &  Circumstance.  But  the  cere- 
mony in  late  June  was  different  in  one  key 

respect.  The  graduates  were  from  Shantou  University,  an  up- 
start school  deep  in  China's  Guangdong  province. 

Staging  a  U.S.-style  graduation  was  the  latest  accom- 
plishment for  Hsiao,  who  for  the  past  four  years  as  vice-pres- 
ident for  student  and  academic  affairs  at  Shantou  has  been 
trying  to  transform  the  school  into  a  showcase  for  Chinese  ed- 
ucation reform.  Although  it  is  a  public  university,  Shantou 
gets  most  of  its  funds  from  one  of  the  world's  richest  men, 
Hong  Kong  billionaire  Li  Ka-shing.  Li  tapped  Berkeley's 
Hsiao,  who  in  turn  recruited  other  ethnic  Chinese  academics, 
some  of  whom  travel  back  and  forth  between  their  home  uni- 
versities and  Shantou. 

This  star-studded  corps  of  American-trained  educators  wants 
to  ditch  tradition  and  remake  Shantou  in  the  image  of  a  U.S.  uni- 
versity. They're  introducing  new  teaching  methods,  overhauling 
the  curriculum,  and  giving  Shantou's  8,000  students  more  re- 
sponsibility for  their  own  education.  Instead  of  a  set  of  required 
courses,  Shantou  now  has  a  credit  system,  the 
first  of  its  kind  in  China.  Almost  nothing  is 
sacred.  Hsiao  and  her  colleagues  are  shaking 
up  departments  from  engineering  to  medicine 
to  the  arts  and  journalism.  Architects  from 
Hong  Kong,  Taiwan,  and  Europe  are  re- 
designing the  campus  of  drab  white  buildings. 
PricewaterhouseCoopers  is  modernizing  the 
school's  accounting. 

Above  all,  the  reformers  are  focused  on 
educational  quality.  The  goal  is  to  replace 
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■  NO  MORE 

'force-feeding: 
now  teachers 
aim  to  nurture 
students' 
creativity  and 
curiosity 


rote  learning,  a  tradition  that  dates    ART  CLASS 
back  to  the  Han  Dynasty,  when  rulers  in-     Every  departrj 
troduced   exams   for  would-be   man-     is  getting  a  U. 
darins,  and  instead  emphasize  creativity.    s^'e  makt  v  I 
In  the  past,  students  crammed  only  to 
spit  back  the  information  on  tests.  The  Chinese  call  this] 
agogical  style  tianya,  the  word  for  force-feeding  a  duck. 
says  Hsiao,  Shantou  is  hoping  to  nurture  students  to  "r| 
be  inspired  to  be  creative,  inquisitive  learners." 

The  Shantou  experience  could  serve  as  a  model  for 
Chinese  schools.  Political  leaders  are  setting  their  sight 
higher  education  and  aim  to  boost  university  enrol 
sharply.  Still,  since  elite  schools  in  Beijing  and  Shanghai' 
be  able  to  absorb  so  many  new  students,  universities  in  se 
and  third-tier  cities  like  Shantou  will  be  thrust  into  impot 
roles.  "There  is  huge  demand  that  has  been  left  neglected," 
He  Jin,  program  officer  at  the  Ford  Foundation  in  Beijing  L. 
has  helped  develop  U.S.-style  community  colleges  in  CI 
"That's  where  the  future  is." 

With  a  population  of  1.2  million,  a  mere  speck  in  a  count 
1.3  billion,  Shantou  is  an  unlikely  plact 
bold  experiments.  In  the  late  1970s,  v 
Deng  Xiaoping  first  opened  China  to 
world,  Shantou  was  one  of  a  handful  of  so 
em  cities  named  as  special  economic  zo 
But  it  was  too  isolated  and  never  boomed 
day  there's  just  one  flight  a  day  to  Hong  R 
and  China's  intellectual  hubs  are  far  tn 
north  in  Beijing  and  Shanghai.  Shantou] 
never  be  the  Athens  of  China,  but  its  I 
ty  reformers  are  determined  to  try. 
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IT'S  NOT  WHAT  YOU  WOULD  EXPI 


The  new  Ridgeline.  A  midsize  truck  built 

by  Honda  may  be  unexpected.  But  innovative 

design  is  certainly  ^ 

something  you've 

seen  from  us  time 

and  again. 

The  Ridgeline  is 
a  tough,  rugged,  half-ton  truck  devoid  of 
compromises.  That  toughness  begins  at  its 
core,  with  a  strong,  integrated,  closed-box 


245  Ib.-ft.  of  low-end  torque' 
for  towing  and  hauling. 


frame.  This  inventive  design  delivers  t\\ 
strength  to  tow  up  to  5,000  lbs! 

The  247-hp'  VTEC*  V-6  engine  provid 

plenty  of  low-end  torque  for  towing,  an 

heavy-duty  VTIvl-^  4-wheel-drive  syste 

allows  you  to  go  places  pavement  doesn 

The  bed  of  the  Ridgeline  is  made  fron 

steel-reinforced,  dent-  and  scratch-resist^ 

composite  material.  And  the  flat  floor  of 

bed  is  large  enough  to  carry  two  full-sia 


if* 


p* 


p* 


M  HONDA.  BUT,  THEN  AGAIN,  IT  IS. 

cross  bikes,  a  healthy  stack  of  full-sheet      rugged  dual-action  tailgate.  Plus,  thanks  to  its 
>od  or  a  half  ton  of  whatever  else  might      advanced  4-wheel  independent  suspension, 


your  "to-do"  list, 
nee  the  Ridgeline  is  a 
a,  there  are,  of  course, 
t  of  unique  and  useful 
ations.  For  example,  a 

industry-first,  lockable  In-Bed  Trunk. 

mailable  voice-activated,  satellite-linked 

ation  system:*  As  well  as  a  versatile, 


A  trunk  for  your  gear  and  a 
bed  big  enough  for  everything  else." 


the  Ridgeline  is  the  only  truck 
that  drives  like  a  Honda. 

Introducing  the  Ridgeline. 
It's  not  what  you  expect  in  a 
midsize  truck.  In  other  words, 
exactly  what  you  expect  from  Honda. 


THE  NEW  RIDGELINE 

IwiliMJBEl 


_y 


honda.com   1-800-33-Honda 

'Horsepower  and  torque  calculations  reflect  new  SAE  J1349  procedures  revised  August  2004.  tTowing  requires  the  addition 
of  the  Honda  accessory  trailer  hitch  and  harness.  *"Honda  Satellite-Linked  Navigation  System  availdble  on  select  RTL 
models   ttProperly  secure  all  items  stored  In  the  cargo  area   RTL  model  shown.      2005  American  ffonda  Motor  Co..  Inc. 
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Innovation 


Scrambling  u 
Development 

By  leveraging  software  wizardry  and  low-cost  talent,  India 
is  eyeing  the  next  level:  Tech  innovation,  bystevehamm 


CON  GEN  I  A,  A  TWO-YEAR-OLD  Italian  drug  company,  can't  match  the  cash  of] 
Pharma.  So  when  it  needed  help  in  developing  medicines  to  combat  the  m 
eases  of  aging,  it  turned  to  an  unlikely  source— India.  Congenia  in  June  tapm 
Tata  Consultancy  Services  Ltd.  for  drug- discovery  software  and  a  team  j 
programmers  and  life  scientists  in  Hyderabad.  The  software,  Bio-Suite,  sin 
ulates  the  interactions  of  molecules  with  proteins,  whittling  down  the  universe  of  p(, 
tential  drug  candidates  from  millions  to  thousands  in  about  half  the  normal  time.  Thi*. 
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HERE'S  NO 
.SON  INDIAN 
dPANIES 
XJLDNTBE 
THE FRONT 

EOF  TECH  IN 
.RY  FIELD,"  SAYS 
vIGENIA 
)  FUNDARO 


also  halves  research  costs. 
With  so  much  riding  on 
its  ability  to  discover  new 
drugs,  why  would  Conge- 
nia  rely  heavily  on  a  com- 
pany like  TCS,  which  is 
mainly  known  as  a  low- 
cost  supplier  of  computer 
services?  Congenia  Chief 
Executive  Paolo  Fundaro 
acknowledges  he  is  taking 
a  risk,  but  he's  confident  of 
TCS'  skills.  "There's  no 
reason  Indian  companies 
n't  be  on  the  front  edge  of  tech  in  every  field,"  he  says. 
5  is  a  message  Indian  companies  like  TCS  hope  will 
far  and  wide.  Over  the  past  five  years  they've  burst  onto 
rid  scene  in  software  development,  tech  support,  gener- 
s,  and  back-office  services.  These  businesses  are  nothing 
fat.  But  in  many  cases  they  simply  involve  following  or- 
om  overseas  clients  or  reverse-engineering, 
v,  India  is  gearing  up  to  reach  the 
level— technology    innovation.    By 
ing  their  software  wizardry  and 
engineering  and  software  talent,  In- 
)mpanies  are  starting  to  develop  their 
roducts.  Software  companies  such  as 
olutions  Ltd.,  with  its  banking  pro- 
,  are  selling  globally.  "We  have  to 
products  that  can  be  sold  again  and 
like  Microsoft  does.  We  have  to  con- 
y  go  up  the  value  chain,"  says  Chair- 
tajesh  Hukku.  On  Aug.  2,  in  an  affir- 
jn  of  Indian  software,  U.S.  software 
Oracle  Corp.  said  it  will  pay  $900  mil- 
Dr  a  controlling  interest  in  i-fiex— but 
the  current  executives  in  charge, 
kku    isn't    alone.    Pharmaceutical 
anies  such  as  Nicholas  Piramal  India, 
axy  Laboratories,  and  Biocon    are 
ng  strides  in  drug  discovery  and 
ting  their  own  compounds.  This  cre- 
ferment  could  push  Indian  pharma  output  from  $5  billion 
ear  to  $25  billion  by  2010,  predicts  consultant  McKinsey 
And  a  Nasscom/KPMG  study  predicts  that  Indian  IT  in- 
y  revenues— which  swelled  32%  last  year,  to  $22  billion- 
reach  $148  billion  by  2012.  Industry  leaders  figure  they 
the  chance  to  design  and  even  make  advanced  products  of 
ids.  "The  big  opportunity  for  India  is  when  it  all  comes  to- 
x  in  manufacturing,"  says  Ravi  Gopinath,  TCS'  vice-pres- 
for  engineering  and  industrial  services.  The  Indians,  in 
lope  to  change  the  global  game  in  industries  from  vehicles 
nachine  tools  to  medical  systems. 

iia,  a  manufacturing  powerhouse?  Still  sounds  off.  Last 
India  exported  $1.7  billion  in  electronics  goods.  That  could 
I  $12.5  billion  in  2010,  projects  Evalueserve  Inc.  But  India 
d  still  be  a  manufacturing  minnow  compared  with  China, 
h  expects  to  export  $175  billion  worth  of  electronics  this 
Besides,  highways,  ports,  air  terminals,  and  other  infra- 
ture  aren't  yet  adequate  to  support  an  export  boom, 
t  India  produces  hundreds  of  thousands  of  industrial  and 
rare  engineers  yearly.  And  as  more  functions  for  cars,  con- 
:r  electronics,  and  complex  tools  are  packed  onto  semi- 
uctors,  the  need  for  embedded  software— an  Indian  ex- 


What's  Next  for  India's 
Tech  Industries 

SOFTWARE  AND  SERVICES 


REVENUES 

$22 

Billion 

FISCAL  2005 


PHARMA 


REVENUES 

$5.2 

Billion 

2004 
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pertise— is  expanding  fast.  "That  means  India  is  well  posi- 
tioned to  be  a  development  hub  in  all  kinds  of  industries,"  says 
A.  T.  Kearney  high-tech  consultant  John  Ciacchella. 

STILL  GROWING  UP 

INTERNET  CONNECTIONS  AND  advances  in  interactive  design 
software,  meanwhile,  make  it  increasingly  possible  to  design, 
test,  and  reassemble  industrial  prototypes  of  highly  complex 
products  on  computers.  Using  3-D  computer  simulations  of  a 
virtual  prototype,  mechanical  engineers  and  fluid  dynamics  spe- 
cialists at  Onward  Technologies  Ltd.  in  Pune  are  helping  to  de- 
sign virtually  every  piece  of  a  three-cylinder  tractor  engine  due 
out  in  2007  from  a  major  farm-equipment  company.  Says  On- 
ward Chairman  Harish  S.  Mehta:  "This  industry  is  in  its  infan- 
cy, but  in  two  years  you  will  see  this  really  take  off."  Indian  prod- 
uct engineering  revenues  rose  30%,  to  $2.7  billion,  last  year. 

A  handful  of  Indian  outfits  are  rapidly  moving  along  the  path 
to  hardware  innovation.  Wipro,  Ittiam,  HCL  Technologies,  and 
others  are  bringing  together  chips,  circuit  boards,  embedded 
software,  and  industrial  design— the  whole  stack  of  skills  and 
technology  needed  to  create  a  finished 
product.  That  can  shave  months  and  even 
years  off  product  development,  a  godsend 
for  Western  companies  under  great  pres- 
sure to  cut  costs. 

India's  industrial  engineering  firms  are 
also  moving  beyond  limited  contract  jobs 
FORECAST  for  clients  like  Ford,  General  Electric,  and 

d^l  ^^Q  Airbus  and  starting  to  cook  up  original 

*PX^T^J  prototypes  for  everything  from  machine 

Billion  tools  to  power  generators.  Bangalore's 

2012  HCL  designed  a  backup  navigation  system 

for  the  Airbus  A340  and  A320  jetliners  in 
just  18  months.  HCL  clients  often  provide 
FORECAST  a  mere  two-  or  three-sentence  description 

(frQF  of  the  desired  product  and  price  target, 

^^5J  and  Indian  engineers  do  the  rest.  "India 

Rill  ion  ^^  De  very  ^portant  for  the  world  in 

2qiq  hardware  product  development,"  predicts 

HCL  Chief  Executive  Shiv  Nadar. 
The  model  for  some  Indian  design  hous- 
es is  Taiwan.  Big  Taiwanese  electronics  companies  like  Quanta, 
Compal,  and  BenQ  design  and  manufacture  notebook  PCs,  cell 
phones,  digital  cameras,  and  other  electronics  for  such  brands  as 
Dell,  Hewlett-Packard,  and  Apple.  Instead  of  mass-produced  con- 
sumer items,  though,  India's  niche  could  be  industrial  goods  in- 
volving smaller  production  runs  but  high  engineering  content. 
The  breadth  of  research  and  development  at  TCS  evinces  the 
new  vision  for  Indian  tech  prowess.  Working  from  digital  proto- 
types, its  850-engineer  center  in  Bangalore  is  helping  a  U.S.  auto 
maker  design  the  drive  train,  outer  body,  and  interior  layout  of  a 


India:  A  Huge  Market  Opening  Up 

IBM's  Passage  to  India:  Big  Blue  is  making  a  big  play  in  the 
subcontinent's  tech  sector,  partly  by  hiring  more  locals 

India:  An  Agent  of  Change:  That's  how  Infosys  CEO  Nandan 
Nilekani  sees  the  country's  impact  on  the  U.S.  economy,  through 
globalization  and  outsourcing 
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future  passenger  car.  For  a  leading  U.S.  developer  of  orthopedic 
implants,  TCS  engineers  analyze  GAT  scans  and  custom-design 
replacement  hips,  knees,  and  wrist  bones  to  fit  patients  awaiting 
surgery  in  American  hospitals.  For  other  U.S.  clients,  TCS  has 
helped  develop  a  forklift,  a  small  earthmover,  a  golf  cart,  and 
high-security  locks.  For  the  Indian  air  force,  it  has  even  designed 
a  test  jet.  Over  the  next  half-decade,  TCS  plans  to  create  a  hybrid 
business  model  with  40%  of  revenues  coming  from  licensing  its 
technology  and  selling  its  own  products,  such  as  BioSuite. 

SMATTERING  OF  STARTUPS 

THE  INDIANS  ARE  STARTING  TO  come  up  with  original  con- 
sumer electronics  designs,  too.  Ittiam  Systems  Ltd.  of  Bangalore 
specializes  in  integrating  multimedia  into  low-cost  devices.  It  li- 
censes core  designs  to  makers  of  in-flight  entertainment  systems, 
digital  cameras,  and  video  cell  phones.  Ittiam  is  preparing  to  re- 
lease designs  for  portable  iPod-like  devices  to  play  video  down- 
loaded from  the  Web. 

A  smattering  of  startups  have  taken  the  next  step.  They're 
both  designing  and  selling  their  own  cutting-edge  hardware. 
Four-year-old  Tejas  Networks  India  Ltd.,  for  instance,  has  be- 
come one  of  the  leading  sellers  of  optical  networking  gear  in  the 


INDIA  WHAT'S  CC 


rapidly  growing  Indian  market.  It  has    EYE  ON  THE 
also  begun  selling  its  machines  globally    FUTURE  An  HCL 
through  Western  networking  suppliers,    engineer  maps 
"The  vision  is  to  become  one  of  the  next    circu|ts 
Ciscos  or  Nortels  of  the  world,"  says 
Chief  Executive  Sanjay  Nayak. 

What  could  delay  India  as  it  strives  to  innovate  and  build  its 
own  global  brands?  "It's  a  capital-starved  country,"  says  Sanjay 
Anandaram,  a  partner  in  JumpStartUp  Fund  Advisors  Ltd.,  a 
Bangalore  venture-capital  firm.  Startups  with  one  foot  in  Sili- 
con Valley  have  the  edge.  HelloSoft,  a  leading  supplier  of  signal- 
processing  technology  for  voice-over-Internet  communications, 
raised  $16  million  from  U.S.  VCs  on  June  30.  It  was  started  by 
Indian  entrepreneurs  but  its  headquarters  are  in  San  Jose,  Calif. 

Indian  startups  don't  have  such  ready  access  to  cash.  A  re- 
cent scene  inside  the  tiny  conference  room  of  JumpStartUp,  lo- 
cated across  from  a  crumbling  Hindu  temple,  illustrates  the 
problem.  Weary  from  a  red-eye  flight  from  overseas,  Sanjay 
Shah,  CEO  of  three-year-old  Skelta  Software  Ltd.,  a  maker  of 
corporate  workflow  programs,  was  making  a  presentation. 
JumpStartUp's  partners,  although  sympathetic,  peppered  him 
with  questions  about  how  Skelta  would  gain  credibility  in  the 
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West  and  compete  with  Mi- 
crosoft. Shah  only  wants  to 
raise  $1.5  million  but 
sounded  discouraged  after 
the  meeting.  "I  don't  know 
how  many  VCs  will  be  inter- 
ested in  funding  me,  and  I 
don't  see  that  changing 
fast,"  he  says.  "Without 
venture  capital,  India  won't 
become  powerful  globally 
in  software  products." 

But  players  like  Shah 
don't  need  much  money  to 
make  a  difference.  Engi- 
neering salaries  are  so  low 
in  India— even  now,  after 
rising  5%  to  10%  per  year— 
that  Skelta  can  afford  to 
employ  30  engineers  even 
though  it  only  expects  $2 
million  in  revenues  this 
year.  This  gives  it  an  advan- 
tage over  its  main  rival, 
SourceCode  Technology 
Holdings  Inc.  of  Redmond, 
Wash.,  which  does  much  of 
its  programming  in  the  U.S. 

Where  there's  hype, 
there's  hope.  Oracle's  acqui- 
sition of  i-flex  shines  a  spot- 
light on  India's  nascent 
software  products  industry. 
And  that  could  stimulate  a 
flowering  of  new  ideas  and 
companies.  "We're  con- 
vinced that  a  good  portion 
of  the  next  generation  of 
software  companies  will  be 
emerging  from  India,"  says 
Oracle  President  Charles  E. 


Bollywood  Marrio 


Where  the  five-star       I 
rubbernecking  is  free 


» 


It's  the  nightly 
Bollywood  gawkfe^ 
Crowds  throng  the < 
doors  of  the  Marriott  Hote 
on  Bombay's  Juhu  beach 
road  to  catch  a  glimpse  of 
oh-so-hot  stars.  There's 
Shilpa  Shetty  and  Preity 
Zinta  looking  sexy.  And 
Salman  Khan— the  guy  wit 
the  best  abs  and  pecs  in 
India— is  strolling  out  with 
couple  of  other  hunks.  Liki 
L.A.'s  Spago,  the  Marriott 
offers  stargazing  and 
dealmaking.  But  few 
Bollywood  fans  can  afford 
the  Marriott's  five-star  tab, 
and  they're  too  intimidate< 
to  sit  in  the  lobby.  So  they 
come  from  across  India  t 
line  up  outside,  creating 
massive  traffic  jams.  If  y 
can't  crash  Bollywood,  at 
least  you  can  eyeball  it. 


Phillips  Jr.  I-flex  Chairman 

Hukku  urges  his  comrades  to  concentrate  on  developing 

ware  products  tailored  to  particular  industries. 

That  won't  be  the  only  path  to  software  innovation,  hi 
er.  Trying  something  brand  new  is  another  option.  Ramco 
terns  Ltd.,  for  instance,  which  stumbled  in  its  attempt  to 
pete  against  Oracle  and  other  leading  corporate  so: 
makers,  is  being  reborn  with  a  new  business  model  that 
knock  some  of  the  established  players  off  balance.  Inst 
selling  packaged  applications  for  accounting  and  manufs 
ing,  which  often  don't  fit  a  particular  business,  it  builds  sol 
components  that  can  be  mixed  and  matched  for  a  more 
fit.  "They  have  been  laboring  away  quietly,"  says  Unive 
Michigan  management  professor  C.K.  Prahalad.  "This  is 
to  surprise  a  lot  of  people  throughout  the  world." 

Indians  know  it's  now  or  never.  The  advantages  of  low 
will  last  perhaps  another  15  years,  and  competition  fro: 
likes  of  China,  Brazil,  and  Ukraine  is  intensifying.  "We 
point  in  this  country  where  if  you  don't  innovate,  you  just 
exist,"  says  S.  Sadagopan,  director  of  the  Indian  Institute 
formation  Technology  in  Bangalore.  The  Indians  don't 
want  to  exist:  They  want  to  flourish.  ■ 

-With  Pete  Engardio  in  Ba 


building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions  •  home  appliances  •  information  &  communication 
ighting  •  material  handling  •  medicat  solutions  •  transportation  •  water  technologies  usa.siemens.com 
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/ho  is  keeping  more  than  35,000  of  the  nation's  buildings 

safe,  comfortable  and  energy  efficient? 

\/\/Q      Zj  i  C2k      We're  Siemens,  a  global  innovation  compam  helping  the  needs  of  businesses 
•    •  ^"*      ^"^  ■    ^■^  •   and  communities  right  here  in  the  I  S.  One  ol  our  specialties  is  making 
buildings  comfortable,  safe,  productive  and  less  costly  to  operate.  We  locus  on  improving  the  performance 
of  our  customers'  buildings,  so  thai  they  can  focus  on  improving  their  business  performance. 
With  an  expertise  in  building  controls,  fire  safety,  securin  systems,  and  energv  performance 
solutions,  we  can  help  your  building  work  for  you.  But  unless  you're  one  of  the  70,000  Americans 
that  we  currently  employ,  you  may  not  know  us.  We're  Siemens. 

SIEMENS 

Global  network  of  innovation 


ILEAP/  I  Research 


A  New  Lab  Partner 
For  the  U.S.? 

China's  rapid  rise  in  science  could  make  it  a  valuable  ally  in 
breakthrough  research,  bybruceeinhornandjohncarey 


ON  A  JULY  AFTERNOON,  CHINA'S  NEWLY  built  Shanghai  Institute  for  Antibo^ 
is  quiet.  No  researchers  yet  toil  amid  the  recently  installed  rows  of  DNA 
lyzers,  mass  spectrometers,  and  other  state-of-the-art  scientific  tools.  But] 
hush  is  temporary,  promises  Guo  Yajun,  the  center's  chairman.  By  year] 
100  PhD  researchers  and  200  technicians  and  other  staffers  will  be  de 
ing  cancer  treatments  at  the  new  $60  million  facility  in  Shanghai's  Zhangjiang  HK 
Park.  "Everything  is  brand-new  here,"  says  Guo,  50,  a  professor  of  oncology  al 


CHINA 


immunology  at  University  of  Nebraska's  Eppley  Institute  who 
splits  his  time  between  the  U.S.  and  China.  "The  equipment  is 
much  better  than  my  lab  in  the  U.S." 

Researchers  with  U.S.  experience  like  Guo  are  helping  to 
power  a  remarkable  surge  in  Chinese  science.  Zhangjiang  Hi- 
Tech Park  has  become  a  hotbed  of  new  biotechnology  research 
facilities.  Eight  government-run  labs,  including  the  Shanghai 
Transgenic  Research  Center,  are  located  in  the  park,  which  is 
also  home  to  34  local  and  multinational  drugmakers.  Roche 
Holding  Ltd.  opened  a  research  and  development  center  near- 
by last  year.  And  Chinese  government  spending  on  R&D  is  on 
the  rise.  It  has  more  than  tripled  since  1998,  and  the  number  of 
scientific  papers  from  Chinese  researchers  has  more  than  dou- 
bled in  that  time.  If  current  trends  continue,  says  Richard  B. 
Freeman,  economics  professor  at  Harvard  University  and  di- 
rector of  labor  studies  at  the  National  Bureau  of  Economic  Re- 
search, "by  2010,  China  will 
produce  more  science  and  en- 
gineering PhDs  than  the  U.S." 

Such  dramatic  statistics  are 
setting  off  alarms  in  the  U.S., 
where  Cassandras  are  quick  to 
warn  of  a  possible  end  to 
American  preeminence  in  sci- 
ence. "There  is  a  good  chance 
that  U.S.  competitiveness  in  vi- 
tally important  high-tech  areas 
will  fall  behind  that  of  China" 
and  other  countries,  Johns 
Hopkins  University  President 
William  R.  Brody  told  a  con- 
gressional panel  on  July  21.  Ex- 
perts worry  that  China  is  in- 


vesting heavily  in  key  areas  like  biotech  and  nanotech  4\ 
U.S.  funding  for  the  National  Institutes  of  Health  has  leve 
after  a  five-year  doubling.  Spending  in  some  areas  of  the] 
ical  sciences  has  actually  declined  in  real  dollars. 

But  that  doesn't  mean  China  will  ever  beat— or  even 
ously  challenge— the  U.S.  in  research  and  high  tech.  Fori 
thing,  China's  advantages— low  costs,  government  supports 
skilled  researchers— are  still  outweighed  by  shortcoml| 
These  include  an  immature  financial  system  that  makes  itl 
for  science-based  startup  companies  to  raise  money,  a  copfl 
culture  wherein  intellectual-property  pirates  regularly 
patents  and  copyrights,  and  weak  links  between  China's 
versities  and  its  top  businesses.  "There's  still  a  lot  that  nee 
be  done  before  China  can  be  an  innovative  economy,"  sajj 
Xianping,  a  42-year-old  native  of  western  China's  Sic 
province  who  did  postdoctoral  research  at  the  University  of 

ifornia    at    San    Diego 


How  Chinese  Science  Stacks  Up 
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worked  in  the  U.S.  for  a 
years.  He  is  now  presideni 
chief  scientific  officer  of 
zhen  Chipscreen   Bioscit 
Ltd.,  a  drug-discovery  s 
he   founded   with    six  M 
Western- educated  PhDs. 

More  important,  China's  I 
doesn't  have  to  be  Amerii  ■ 
loss.  Besides  leading  to 
at  home,  Chinese  R&D  will 
to  the  world's  pool  of 
edge.  "Science  really  d 
have  boundaries,"  explains  S 
Chien,  the  China-born  direc 
of  the  Institute  for  Biorm 
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■  CHINESE  CLINICAL 
CENTERS  COULD  HELP 
WESTERN  COMPANIES  GET 

THEIR  OWN  TREATMENTS  TO 
MARKET  MORE  QUICKLY 


eering  at  the  University 
fornia  at  San  Diego  and 
jent  visitor  to  the  main- 
Whatever  the  Chinese 
h,  we  will  see  here  in  the 
ind  we  can  step  on  each 
shoulders  to  move 
faster.  If  we  look  at  it  as 
idly  competition,  every- 
;ts  better." 

jerts  increasingly  see  the  chance  of  a  win-win  result  from 
•mbination  of  Chinese  and  American  research  might.  That 
ne  of  the  motivations  for  Wise  Young,  director  of  the  WM. 
Center  for  Collaborative  Neuroscience  at  Rutgers  Universi- 
en  he  decided  to  set  up  a  network  of  17  clinical  centers  in 
i  and  train  researchers  to  test  new  therapies.  Born  in  Hong 
,  Young  is  a  leader  in  the  search  for  spinal-cord  injury  cures. 


'China  Shouldn't  Follow  the  American  Way' 

Tiny  Tech,  Big  Ambitions:  China  must  be 
innovative  in  using  nanotechnology  to  solve 
its  energy  problems,  says  NASA  and  IBM 
alum  Han  Jie 
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A  few  years  ago  he  had  a  visit  from  Chinese 
gymnast  Sang  Lan,  who  broke  her  neck  prac- 
ticing for  the  Goodwill  Games  in  1998.  "She 
asked,  if  I  discover  the  cure,  how  will  it  get 
back  to  China?"  Young  recalls.  "I  said  that  the 
only  way  China  would  get  the  therapy  was  if  it 
actually  did  the  clinical  trials." 

Young's  clinical  centers  could  help  China 
become  a  leader  in  important  new  areas  such 
as  stem  cells  and  nerve  regeneration.  They 
could  also  offer  a  way  for  Western  companies 
to  get  their  own  treatments  to  market  more 
quickly,  Young  says.  Costs  for  conducting  clin- 
ical trials  in  China  are  about  one-fourth  of 
those  in  the  U.S.  And  while  China  was  previ- 
ously known  for  poorly  regulating  clinical  tri- 
als, the  government  is  beefing  up  standards  in 
a  bid  to  attract  more  Western  companies  to  test 
drugs  there. 

TECH  FOR  TODAY 

BEIJING  IS  ALSO  WORKING  hard  to  lure 
American- educated  Chinese  scientists  back  to 
the  mainland.  One  way  to  do  that  is  by  hiring 
returnees  such  as  Han  Jie,  48,  a  University  of 
Utah  PhD  in  materials  science  and  engineer- 
ing, to  run  government  institutes.  Han 
worked  for  IBM  and  for  NASA's  Ames  Center 
for  Nanotechnology  before  becoming  director 
of  a  premier  Chinese  nanotech  lab,  the  Na- 
tional Engineering  Research  Center  for  Nan- 
otechnology in  Shanghai,  last  spring.  Next 
year,  Han  and  his  team  will  move  to  a  new 
$15  million  complex  equipped  with  top-of- 
the  line  facilities.  Among  other  projects,  the 
center  is  working  on  energy- efficient  street- 
lights made  from  nanomaterials.  "In  the  U.S., 
we  try  to  build  up  technology  for  the  future, 
but  in  China,  I  try  to  build  technology  that 
can  be  used  today,"  Han  says. 

It's  too  early  to  tell  what  results  labs  like 
Han's  will  achieve.  But  experts  such  as  Horst 
L.  Stormer,  a  Nobel  prize  laureate  and  director 
of  Columbia  University's  nanotech  center, 
have  returned  from  visiting  China's  top  nan- 
otech institutes  impressed  by  the  science. 
Stormer  is  convinced  the  Chinese  will  become  major  players. 
"We  talked  at  the  same  level,"  he  says,  adding  that  the  Chinese 
were  doing  "top-notch  research." 

No  doubt,  some  Chinese  scientists  will  wind  up  becoming 
world-beaters,  challenging  their  counterparts  in  the  U.S.  What's 
important  is  that  researchers  from  both  countries  also  expand 
their  efforts  at  collaboration.  That  will  pay  off  for  all.  ■ 

-With  Neil  Gross  in  New  York 
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China 
Ramps  Up 

It's  adding  massive  factory  capacity  in 
tech-intensive  industries  such  as  autos  and 
electron  ics.  by  brian  bremner  and  pete  engardio 
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THE  AUTOMOTIVE  WORLD  BARELY  NOTICED, 

but  a  little  bit  of  Chinese  economic  history  tran- 
spired in  late  June  at  the  Xinsha  Port  in 
Guangzhou.  In  a  dockside  ceremony  replete 
with  costumed  dragon  dancers,  Honda  Motor 
Corp.  executives  and  Chinese  officials  celebrated  the  coun- 
try's first  full-scale  export  of  cars  made  in  China:  150  Jazz 
compacts  bound  for  Europe.  Guangzhou  officials,  who  be- 
lieve their  booming  city  of  6.7  million  is  destined  to  be- 
come the  nation's  top  auto  hub,  were  thrilled.  "From  now 


on,  high-quality  autos  made  in  Guangzhou  will  be  shipped  to 
more  and  more  markets  around  the  world,"  says  Lin  Yuanhe, 
the  city's  executive  vice-mayor. 

Officials  in  Changchun,  Tianjin,  Wuhan,  and  Shanghai  are 
just  as  car-crazy.  The  mainland  is  in  the  grip  of  a  massive  ca- 
pacity ramp-up  by  both  global  auto  makers  and  rising  domes- 
tic outfits,  from  Chery  Automobile  to  Shanghai  Automotive  In- 
dustry Corp.  Plenty  have  plans  to  export  China-made  vehicles 
some  day.  "Where  will  these  cars  go  but  to  international  mar- 


kets?" asks  Hai  Wen,  deputy  director  of  the  China  Cente| 
Economic  Research  in  Beijing. 

Get  ready  for  the  next  industrial  leap.  For  years,  Chimj 
been  the  cheap  assembly  shop  for  the  world's  shoes,  clot 
and  microwave  ovens.  Now,  it  is  laying  the  groundwork  i 
come  a  global  power  in  much  more  sophisticated,  techndl 
intensive  industries  that  also  demand  tons  of  capital.  Billiak: 
dollars  are  flowing  into  auto,  steel,  chemical,  and  high 
electronics  plants.  Driving  this  massive  spending  push  is II 


China's  Growing  Industrial  Might 
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domestic  demand  for  all  manner  of  goods  as  well  as  a  big 
by  multinationals  to  manufacture  in  China.  As  a  result, 
a  is  rapidly  becoming  more  self-sufficient  in  key  materials 
omponents,  and  setting  the  stage  to  be  a  major  exporter  of 
end  products.  Here's  where: 

IS  By  2008,  Chinese  passenger  car  capacity  could  reach 
lillion  vehicles  annually— double  the  number  of  expected 
rs.  Quality  is  increasing.  At  Honda's  new  $82  million  ex- 
plant  in  Guangzhou,  you'll  see  the  same  efficiency  as  at 
ts  in  Nagoya,  Japan,  or  East  Liberty,  Ohio.  Honda  can 
c  out  50,000  1.2-  and  1.4-liter  versions  of  the  Jazz  com- 
and  there's  plenty  of  unused  land  for  expansion.  At  an- 
r  jointly  managed  plant,  where  the  Accord  is  produced, 
da  officials  were  surprised  to  learn  from  in-house  quality 
that  the  China-made  version  of  the  car  is  superior  to  the 
manufactured  model.  The  day  is  coming,  declares  Honda 
or  Managing  Director  for  China,  Atsuyoshi  Hyogo,  when 
apanese  auto  maker  "will  use  China  as  one  of  our  export 
uction  bases"  for  global  markets. 

:L  For  the  first  time  ever,  the  Chinese  steel  industry  became 
t  exporter  in  2004,  and  shipments  of  rolled  steel  vaulted 
during  the  first  half  of  this  year.  Asian  steelmakers  such  as 
h  Korea's  INI  Steel  Co.  and  Tokyo  Steel  Manufacturing  Co. 
I  announced  price  cuts  in  response, 
's  too  early  to  tell  whether  China  will  become  a  major  ex- 
er.  With  investment  in  construction  and  highways  soar- 


STEELTOWN  inS>   China's   needs   for 

Shanghai  Baosteel  steel  remain  high.  But 
Group  is  ranked  even    if    China    simply 

No.  6  globally  manages    to    satisfy   its 

own  steel  needs,  that  has 
big  implications.  In  stainless  steel,  for  example, 
China  has  quadrupled  its  capacity  since  2000. 
That  has  allowed  the  country  to  shrink  its  im- 
ports from  65%  five  years  ago  to  40%  last  year— 
a  worrying  sign  for  big  global  steelmakers. 

CHEMICALS  The  same  thing  is  going  on  in  petro- 
chemicals. China  has  50  projects  under  way  in- 
volving at  least  $1  billion  in  investment— com- 
pared with  just  one  in  the  U.S.  today.  Outside 
Shanghai,  5,600  workers  are  building  a  chemi- 
cal complex  a  half-mile  long  for  Germany's 
BASF  and  its  Chinese  partners  in  record  time. 
Six  other  so-called  crackers,  built  by  Sinopec 
and  other  chemical  companies,  are  expected  to 
come  on  stream  by  2010— an  expansion  that 
would  push  up  China's  annual  ethylene  capaci- 
ty by  25%  annually.  China  will  still  need  to  im- 
port the  stuff,  but  it  will  be  able  to  supply  half  of 
its  needs  in  2008,  compared  to  one-third  now. 

SEMICONDUCTORS  China's  chip  industry  is  still  in 
its  infancy,  but  it  is  expanding  rapidly.  Consumer- 
electronics  and  telecom-equipment  manufactur- 
ers are  major  buyers.  Some  22  new  silicon  wafer 
fabrication  plants  are  expected  to  be  built  by  2008. 
Fueled  by  this  expansion,  China's  chip-design  in- 
dustry has  grown  nearly  fivefold,  to  450  compa- 
nies, during  the  past  five  years.  While  China's  fabs 
are  still  a  generation  or  two  behind  those  in  the 
U.S.,  Taiwan,  Japan,  and  Europe,  they're  good 
enough  for  chips  in  appliances  and  other  consumer  gear. 

DIGITAL  ELECTRONICS  By  any  measure,  China  is  a  consumer- 
electronics  giant.  It's  the  leading  producer  of  color  TVs,  cell 
phones,  desktop  PCs,  and  DVD  players.  Now  the  industry  also 
is  poised  to  dominate  in  high-end  products.  That  means  Chi- 
na also  may  emerge  as  a  global  innovator.  The  country  boasts 
more  than  350  million  mobile-phone  users— the  most  in  the 
world— and  will  likely  overtake  the  US.  in  broadband  house- 
holds this  year.  Beijing  also  aims  to  convert  to  digital  TV  faster 
than  in  the  U.S.  and  Europe.  This  makes  China  a  crucial  test  mar- 
ket for  new  electronics  technologies  and  products  of  the  future, 
and  it  means  China  will  help  shape  global  standards  as  well. 

The  impact  on  world  prices?  "Chinese  factories  will  drag 
down  the  profitability  of  global  industries,"  predicts  UBS  Se- 
curities Asia  Ltd.  analyst  Joe  Zhang.  If  history  is  a  guide,  Chi- 
na's exports  also  will  surge.  UBS  predicts  China's  global  trade 
surplus  will  quadruple  this  year,  to  $126  billion.  That's  on  par 
with  Japan,  an  economy  almost  three  times  as  big.  The  Wash- 
ington (D.C.)-based  National  Association  of  Manufacturers 
forecasts  China's  sensitive  surplus  with  the  U.S.  will  leap  35%, 
to  $220  billion,  this  year. 

That  means  as  China  charges  into  these  more  sophisticated  in- 
dustries, a  whole  new  strata  of  Western  industries  will  likely  face 
a  crossroads.  They  will  have  to  move  even  more  forcefully  into 
higher-tech,  higher-value  materials  and  products— or  buy  from 
China  like  everyone  else.  ■ 

-With  Michael Arndt  in  Chicago 
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Last  year.  137.000 
Chinese  perished 


Chapter  V 

122  China's  New  Focus 
On  Labor  Rights 

128  Still  Pumping 
Out  the  Pollution 

132  India's  Poverty 
Starts  to  Ease 


Both  Beijing  and  New  Delhi  are 
tackling  long-standing  problems 
—and  making  headway 
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rassroots  movement  of  activists  and  lawyers  is  helping 
freasingly  assertive  workers  get  their  due.  by  dexter  Roberts 


~^s^> 


LUO  GUANGFU,  A  SERIOUS  27-YEAR-OLD  from  the  city  of  Chongqing, 
spends  long  nights  at  the  weaving  and  dyeing  machines  of  a  textile  factory 
in  the  industrial  suburb  of  Panyu  just  outside  Guangzhou.  When  he  finish- 
es his  12-hour  shift  at  7  a.m.,  you  might  expect  him  to  sleep  the  day  away.  In- 
stead, he  usually  grabs  just  a  few  hours  of  shut-eye,  then  heads  for  a  run- 
oi  building  surrounded  by  electronics,  toy,  and  textile  factories.  J  Once  there,  Luo 
lbs  the  stairs  to  the  Panyu  Migrant  Worker  Culture  Center,  joining  dozens  of 


migrants  in  a  stuffy  room  on  the  second  floor.  Though  the 
offers  ping-pong,  movies,  and  well-thumbed  comic 
;  in  its  small  library,  Luo  usually  opts  for  classes  taught  by 
inter's  small  volunteer  staff— most  of  them  workers  them- 
:.  His  favorite  is  a  seminar  on  his  rights  at  the  factory.  "If 
ker  doesn't  know  China's  labor  law,  then  he's  in  big  trou- 
Luo  says. 

o  has  put  his  knowledge  to  good  use.  In  April  he  and  300 
workers  sent  a  letter  to  their  factory  manager  demanding 
rages  be  raised  from  less  than  $60  per  month  to  the  legal 
num  of  $69.  At  an  earlier  job,  he  joined  1,000  workers  in  a 
ly  strike  that  also  successfully  led  to  a  wage  hike.  "If  bosses 
pay  us  enough  money,  we  can  use  the  law  and  confront 
with  it,"  he  says. 

o  and  migrant  workers  like  him  are  at  the  vanguard  of  a 
abor-rights  revolution  sweeping  China.  Last  year  alone 
3  million  workers  joined  a  total  of  57,000  protests  coun- 
ide,  according  to  China  Labour  Bulletin,  a  Hong  Kong- 
i  rights  group.  These  employees  are  no  longer  the  docile 
workers  of  the  Communist  era,  or  the  eager,  exploitable 
ns  who  made  China  a  manufacturing  powerhouse.  Today 
re  harnessing  the  power  of  the  Internet  and  communi- 


Blacklisted  Labor  Leader  Speaks  Out 

e  Rights  Stuff:  Yee  Cheuk  Yan  of  the  Hong  Kong 
deration  of  Trade  Unions  talks  about  the  challenges  of 
rtecting  workers 
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eating  with  each  other 
via  cell  phones  to  make 
sure  they  get  their  due. 
From  Guangzhou  to 
Zhengzhou,  a  network  of 
training  centers  and  legal 
aid  clinics  are  giving 
workers  support  and 
helping  them  take  thou- 
sands of  their  grievances 
to  the  courts  each  year. 
"It's  a  de  facto  labor 
movement  happening  in 
China,"  says  Robin 
Munro,  research  director 
at  China  Labour  Bulletin. 
This  surge  of  activism  is 
part  of  the  changing  labor 
math  of  China.  Worker  shortages  are  popping  up  in  the  manu- 
facturing strongholds  of  Guangdong,  Fujian,  and  Zhejiang 
Provinces.  Rising  rural  incomes  mean  fewer  people  are  migrat- 
ing in  search  of  work.  The  one-child  policy  has  cut  population 
growth,  which  means  there  are  fewer  young  people  to  staff  fac- 
tories. After  years  of  wage  stagnation,  salaries  are  starting  to 
creep  up.  "Workers  have  more  choices  than  before,"  says  Huang 
Huiping,  deputy  chief  of  the  labor  bureau  in  the  Pearl  River  Delta 
city  of  Dongguan.  She  estimates  the  city's  factories  have  267,000 
unfilled  jobs. 

If  this  labor  movement  is  sustained,  foreign  investors  will  have 
to  consider  their  China  strategy  in  a  whole  new  light.  China's 
phenomenal  growth  has  been  based  on  an  endless  labor  supply 


'00      '01      '02      '03 
Data:  Dongguan  Labor  Bureau 


05 


August  22/29,  2005  I  BusinessWeek  1 123 


■OCIAL 


and  wage  rates  a  fraction  of  those  in  the  West  But  suddenly,  Chi- 
na's pool  of  the  willing  doesn't  look  quite  so  vast.  The  country's 
169  million  manufacturing  workers  are  more  mobile,  and  those 
who  are  now  migrating  often  do  so  in  search  of  a  specific  job,  not 
just  whatever  work  they  can  round  up.  That  means  China's  at- 
traction for  sweatshop  investors  will  diminish.  The  country  will 
begin  trumpeting  its  other  advantages:  new  highways,  railroads, 
ports,  phone  and  data  networks,  pools  of  hyperefficient  suppliers 
of  everything  from  hubcaps  to  hard  drives,  and  perhaps  most  im- 
portant, its  huge  domestic  market. 

SOCIAL  COMPACT 

GROWING  ACTIVISM  HAS  SPECIAL  significance  for  the 
coastal  areas  where  multinational  activity  is  most  intense. 
There  are  clear  signs  that  many  foreign  companies  and  their 
suppliers  are  entering  into  a  new  social  compact  with  workers 
in  these  regions.  At  the  same  time,  some  of  the  most  sophisti- 
cated players  simply  need  fewer  workers  in  any  given  factory. 
In  General  Motors  Corp.'s  most  automated  mainland  plants, 
for  example,  labor  accounts  for  less  than  10%  of  the  cost  of  a 
car  produced— lower  than  many  factories  in  the  U.S.  and  Eu- 
rope. That  means  GM  can  more  readily  afford  the  wages  and 
training  needed  to  woo  the  best  workers. 

If  other  companies  emulate  GM,  the  low-wage  model  for 
China  could  slowly  start  to  morph  into  one  that  depends  on 
higher  pay  and  greater  productivity.  Other  factors— spiraling 
costs  for  construction,  land,  and  housing  on  the  coast,  as  well 
as  the  revalued  yuan— could  help  speed  this  trend.  China  will 
have  to  compete  more  and  more  in  areas  where  the  stress  is  on 
delivering  sophisticated,  value-added  products  that  depend 
on  state-of-the-art  factories  and  highly  skilled  labor.  The  in- 
creasing sophistication  of  Chinese  consumers— who  now 
want  the  best,  most  advanced  products  possible— will  accel- 
erate the  demand  for  value-added  manufacturing. 

Employers  in  the  lowest-tech  industries,  meanwhile,  may 
shift  away  from  China's  coastal  regions.  Guangdong's  "facto- 
ries have  been  designed  with  the  most  cutthroat  wage  struc- 
ture," says  Judith  Banister,  a  demographer  with  Beijing's 
Javelin  Investments,  a  management  consulting  firm.  With 
wages  creeping  up,  low-end  "manufacturing  is  moving  to  oth- 
er countries  like  Vietnam,  India,  and  Pakistan." 

These  changes  will  take  years  to  play  out,  of  course. 
And  for  now,  the  activists  are  much  less  concerned  about 
the  macroeconomic  implications  of  what  they're  doing  than 
they  are  about  the  day-to-day  battle  for  better  wages 
and  working  conditions.  "A  high-growth  economy  shouldn't 
be  based  on  violating  workers'  rights,"  says  Jiang  Junlu, 


a  labor  lawyer  at  King  &  Wood,  China's  largest  law  f 

It's  a  slow  struggle.  There's  still  only  sporadic  enforceni^Bi 
rules  on  everything  from  overtime  pay  to  child  labor  and  m- 
working  conditions.  In  China's  vast  hinterlands  you'll  fir 
shortage  of  workers  willing  to  toil  long  hours  sewing  shirts 
ting  and  polishing  the  rubies  and  jade  sold  in  U.S.  malls,  or 
ging  coal  from  some  of  the  world's  most  dangerous  minel 
year  more  than  137,000  workers  were  killed  on  the  job. 


¥ 


A  New  Labor  Equation 


China's  workers  are  starting  to  demand  real  reform,  and  change  is  slowly  happening. 
Here  are  the  key  players  bringing  about  the  shift: 


WORKERS 


ACTIVISTS 


COMPANIES 


GOVERNMEI 


They  staged  57,000  strikes  and 

protests  last  year  demanding 
better  wages  or  improved 
conditions.  Some  are  also 
attending  classes  on  labor 
reform  at  training  centers 
nationwide. 

Data:    !  na  Labour  Bulletin 


A  new  breed  of  activist  has 
started  helping  workers  get 

a  better  deal  from  employers. 
Lawyers  and  law  students 
are  holding  seminars  and 
arguing  labor  cases  in  the 
Chinese  courts. 


Foreign  enterprises  are 
leading  the  way,  since  higher 
wages  and  better  housing  keep 
workers  on  the  job— which 
means  higher  profits.  Now, 
some  Chinese  companies 
are  following  suit. 


The  leadership  under 
President  Hu  Jintao  has  i 
a  public  push  for  better 
conditions  for  China's  169 
million  factory  workers.  But 
there  are  limits:  Those  who 
push  too  hard  can  be  jaile 
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CHINA  WHAT'S  COOL 


; 


1 


GUIDING  HAND  Liu 

teaches  companies 
to  be  socially 
responsible 


trn  retailers  and  marketers  that 
ne  bulk  of  China's  exports  apply  re- 
ss  pressure  on  manufacturers  to 
»sts,  so  plant  managers  are  loath  to 
wages. 

;n  as  workers  on  the  coast  demand  better  wages  and  ben- 
the  Rust  Belt  is  being  largely  left  behind.  Nationwide  un- 
)yment  is  only  4.2%,  but  in  the  northeastern  provinces  fo- 
on  heavy  industries,  official  joblessness  runs  up  to  18%. 
c  at  the  industrial  history  of  England,  Japan,  and  Germany," 
Arthur  Kroeber,  editor  of  Hong  Kong-based  China  Econom- 
irterly.  "It's  a  span  of  decades  before  workers  are  able  to  re- 
rganize  for  higher  wages." 

vertheless,  whaf  s  happening  in  China  these  days  is  truly 
utionary.  The  epicenter  of  the  revolution  is  Guangdong 
nee  north  of  Hong  Kong.  China's  export  base,  the  region 
housands  of  factories  making  everything  from  mother- 
is  to  Barbie  dolls.  If  s  home  to  7  million  migrant  workers— 
)rovincial  officials  estimate  local  factories  need  another  2 
)n.  "Anyplace  in  China  that  traditionally  relies  on  migrant 
ers  is  now  suffering  shortages,"  says  Wang  Guanyu,  direc- 
f  the  Guangdong  labor  and  employment  service  and  ad- 
stration  center.  The  shortfall  has  driven  average  wages  up 
,  to  roughly  $97  per  month,  in  the  past  year. 


Some  factories  are  taking 
pains  to  make  sure  their  la- 
borers stick  around.  Apache 
Footwear  employs  12,000 
people  to  produce  1.1  mil- 
lion pairs  of  Adidas  shoes  a 
month  in  the  city  of 
Qingyun.  With  monthly 
turnover  rates  of  nearly  10% 
at  its  original  factory  in 
nearby  Guangzhou,  Apache 
sought  to  make  the  four- 
year-old  Qingyan  plant  a 
more  inviting  place.  "Be- 
fore, you  just  had  to  pay 
workers  and  that  was 
enough,"  says  Steve  Chen, 
Apache's  Taiwanese  boss. 
"Now  you  really  have  to 
take  care  of  them." 

Apache  started  with  the 
living  quarters.  Rather  than 
house  its  staff  in  the  con- 
crete-and-steel  high-rises 
that  are  the  norm  at  most 
factories,  it  built  a  series  of 
one-story,  red-brick  build- 
ings. The  company  organiz- 
es Saturday  night  movies 
and  dances.  When  it  hires, 
Apache  gives  preference  to 
its  employees'  relatives.  And 
it  is  building  apartments  it 
plans  to  sell  cheaply  to 
workers  with  families— a 
rare  benefit  in  a  country 
where  breadwinners  often 
spend  most  of  the  year 
working  hundreds  of  miles 
from  home.  Turnover  in 
Qingyan  is  now  about  a 
third  the  level  of  the 
Guangzhou  site.  "The  envi- 
ronment here  is  much  better 
than  at  other  factories,"  says 
22-year-old  Li  Linli,  who 
three  years  ago  followed  her 
older  sister  to  Apache  from 


y.  iy 


Silicon  Valley  East 


A  silk  capital  has  software 
startups— and  scenery 


» 


Looking  for  China's 
Silicon  Valley?  Try 
Hangzhou,  a  serene 
lakeside  city  long  noted  for 
its  fine  silks.  Lately, 
Hangzhou  has  become  a 
hub  of  China's  Internet 
business.  In  all,  some  1,800 
software  companies  have 
set  up  shop  there,  drawn 
both  by  the  verdant  setting 
and  the  super-smart  tech 
grads  from  the  city's 
Zhejiang  University.  All  the 
business  buzz  adds  up  to  a 
real  estate  boom.  The  price 
of  a  1,600-square-foot 
apartment  can  top 
$400,000,  an  increase  of 
30%  in  the  past  year.  The 
developer  of  Shanghai's 
Xintiandi  entertainment 
district  has  built  a  complex 
of  pubs,  restaurants,  and 
shops  alongside  the  once- 
bucolic  West  Lake,  and  a 
string  of  bars  now  lines 
nearby  Nanshan  Road.  If 
Hangzhou  could  just 
manage  Silicon  Valley-style 
traffic  jams,  the  metaphor 
would  be  complete. 


their    village    in    Hunan 

Province.  "She  told  me  the  benefits  were  quite  good  and  that  they 

always  pay  on  time,"  says  Li. 

In  part,  multinationals  like  Adidas  have  spurred  such 
changes.  Foreign  companies  face  pressure  from  consumers  and 
shareholders  at  home  who  are  concerned  about  corporate  social 
responsibility.  The  multinationals  are  targeted  more  often  for 
workplace  investigations  by  Chinese  officials,  so  they're  better  at 
complying  with  China's  labor  law,  say  labor  analysts.  And  as  the 
multinationals  compete  for  increasingly  scarce  workers,  some  of 
their  labor  practices  are  being  picked  up  by  Chinese  rivals.  Haier, 
for  instance,  has  established  a  24-hour  phone  hotline  and  a  sup- 
port group  to  help  employees  cope  with  emergencies. 

The  more  important  agents  of  change,  though,  are  the  workers 
themselves  and  the  labor  organizations  that  support  them.  The 
Migrant  Workers  Community  College  in  Shenzhen's  grubby 
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read  full  reports  and  related  information,  go  to  the  links  listed  below  or  visit  www.expert-insig- 


Leaders  Use  Visual  Business  Solutions 
to  Drive  Their  Companies  Forward 


Progressive  industry  leaders  are  using  Visual 
Business  Solutions  across  the  enterprise  to 
more  quickly  drive  accountability  and  results. 
These  innovative  visual  tools  are  applied  to 
strategy  development,  initiatives  management, 
process  improvement,  risk  management, 
enterprise  transformation,  communication, 
and  leadership  development. 

Visual  Business  Solutions  are  an  integrated 
set  of  visual  maps  designed  by  RavenFire  to 
enable  leaders  and  their  employees  to  more 
quickly  and  thoroughly  see  their  challenges 
and  opportunities.  As  Kelly  Ferguson,  a  certi- 


fied member  of  the  International  Society  for 
Performance  Improvement,  points  out.  "Visual 
Business  Solutions  capitalize  on  the  fact  that 
the  majority  of  adults  are  predominantly  visu- 
al learners  who  take  in  80-90%  of  all  informa- 
tion through  their  eyes.  Plus,  research  shows 
that  the  use  of  visualization  increases  learning 
and  retention  by  300%. "  In  essence,  Visual 
Business  Solutions  convert  complexity  and 
ambiguity  into  clarity  and  action. 

Clients  are  directly  involved  in  building 
their  visual  maps  through  a  highly  interactive 
discover)'  process  that  engages  and  focuses 


participants'     creative     strategic 
Increased  clarity,  alignment  and  coi 
tion   are   central   outcomes  of  this 
Visual  Business  Solutions  represent 
for  effective  business  management. 


Strategy  Mapper" 


=  E 


eB 


To  read  the  full  report,  go  to 
www.expert-insights.com/ravent 


RavenFire  is  a  Northwest  consulting  firm  driven  by  accomplished  business  leaders  and  consultants.  Leaders  from  companies  such  as  [ 

Standard,  Microsoft  and  Coinstar  value  working  with  RavenFire  because  it  brings  robust  experience,  methods,  and  Visual  Business  Si 

RavenFire   *^a*  acce'erate  improvements.  RavenFire  is  unigue  by  offering  consulting  services  and  product  licenses  for  its  suite  of  Visual  ll 

Solutions.  For  more  information,  contact  Kelly  Ferguson,  Partner  206300,7220  keUyf^ravermrexom  Seattle,  WA  wwwjavenfire.  f 


Operational  Issues  Can  Be  Your 
Greatest  Strategic  Asset 


Most  executives  view  the  coundess  operational 
issues  that  arise  daily  as  negative  and  detrimental  to 
company  growth.  While  these  problems  certainly 
can  harm  the  bottom  line,  what  most  executives 
miss  is  the  opportunity  to  solve  these  everyday 
problems  in  a  way  that  enhances  their  company's 
strategic  growth. 

Counterintuitive  as  it  may  seem,  it  is  exacdy 
when  things  are  destabilized  by  operational  issues 
that  people  are  most  open  to  change.  The  motiva- 
tion to  get  stressful  situations  under  control 
increases  their  willingness  to  look  harder,  dig  deep- 
er and  consider  something  new.    This  creates  a 


tremendous  opportunity  to  capitalize  on  their 
openness  and  achieve  strategic  change. 

How  can  executives  focus  on  operational  issues  in 
a  way  that  promotes  the  long-term  strategic  vision? 
Rather  than  deferring  long-term  strategy  to  the 
proverbial  strategic  planning  offsite,  an  executive  can 
leam  to  work  on  two  levels  of  problem  solving  at 
once.  Addressing  a  specific  operational  issue  within 
the  broader  business  context  solves  the  immediate 
problem  and  creates  a  larger  organizational  change. 
It  also  will  help  to  prevent  the  problems  recurrence. 

For  example,  a  team  that  has  missed  key  dead- 
lines and  lost  client  confidence  on  a  project  may 


have  the  usual  performance  issues  of  unck  r  E 
tion,  lack  of  resources  or  distraction  by  oth  ' 
However,  in  dealing  with  these  issues,  the  e 
should  also  look  at  the  strategic  questions  "  f#w 
performance  may  also  be  due  to  the  project 
new  niche  for  the  company  requiring  a  .  . 
service  delivery  model.   Working  simultane  i 
two  levels,  the  executive  can  use  the  input  i 
team  and  the  client  to  cure  the  performarn  L 
and  retool  the  service  delivery  model     Both  f 
needed  to  regain  client  confidence  and  be  su  I 
in  the  new  niche. 

The  two  level  approach  has  the  virtuH 
mizing  one's  use  of  time,  solving  be 
and  strategic  issues  and  motivating  the 
to  see  problems  as  opportunity 


To  read  the  full  report,  go  to 
www.expert-insights.com/BGCa 


<§> 


Business  Growth  Consulting,  LLC.  works  with  companies  and  executives  involved  in  or  planning  for  tr 
R  r    wthf        if      i  if    offerinQ  strategic  and  practical  solutions  to  promote  long  term  growth.  The  company  provides  strategici 

business  growth  consulting,  l.l.l.   an(j  busjness  p|annjng  executive  consulting,  succession  planning,  family  business  transformation,  organ 

assessments  and  executive  team  communication  consulting,  www.businessgrowtftco.com  206-388-H 


Expert  Insights 

For  in-depth  reports  on  these 
and  other  business  topics,  visit 

www.expert-insights.com 


ad  full  reports  and  related  information,  go  to  the  links  listed  below  or  visit  www.expert-insights.com 


lining  Internationally: 
litalizing  on  Asian  Markets 


Itional  companies  (MNCs)  are  back  in 
Kxk.  Senior  executives  at  todays  Fortune 
many  global  challenges,  such  as: 
ting  and  retaining  qualified  employees 
ing  and  executing  a  strong  global  sales  and 
strategy 

oping  and  managing  healthy  relationships 
jmers,  partners,  employees,  and  investors 
lg  on  top  of  rapidly  changing  and  compet- 
ense  markets. 

rating  and  differentiating  continuously 
rmenting  efficient  corporate  infrastructure 
ating  and  maintaining  great  corporate  culture 


•  Managing  growth  of  earnings  and  market  cap 
The  center  of  gravity  of  the  trillion-dollar  tele- 
com, construction,  and  consumer  industries  has 
now  shifted  to  Asia  Pacific,  which  includes 
Greater  China,  India,  Japan,  Korea,  Southeast 
Asia,  and  South  Pacific.  All  of  the  above  chal- 
lenges intersect  with  the  culturally  diverse  Asia 
Pacific.  There  are  dynamic  mega-trends,  especial- 
ly regarding  China.  China  has  become  the  #1 
market  for  mobile  phones  (360M  users),  TVs 
(800M  viewers),  FDI  ($500B),  steel,  cement,  coal, 
and  manufacturing.  In  a  few  years,  it  will  be  #1 
for  autos,  PCs,  the  Internet  and  many  other  con- 


sumer goods  and  services.  India  ranks  6-10  years 
infrastructurally  behind  China.  Highly  educated 
and  entrepreneurial,  the  people  in  developing 
Asia  keep  growing  their  infrastructures,  intellectu- 
al capital,  and  lifestyles.  Despite  the  "China  or 
India  price,"  their  budgets  keep  increasing.  This 
increase  means  major  opportunities  and  chal- 
lenges for  US-based  MNCs. 

MNC  executives  know  they  need  a  sound  Asia 
strategy.  The  international  portion  of  global  rev- 
enues for  some  MNCs  is  already  the  majority. 
Todays  corporate  leaders  must  be  in  sync  in  the 
art  of  attracting,  empowering,  and  working  with 
talents  worldwide.  Having  a  global  team  that 
out-executes  the  competition  is  key  to  a  winning 
MNC. 


To  read  the  full  report,  go  to 
www.expert-insights.com/congruent.asp 


Congruent  Partners  LLC  is  a  Silicon  Valley-based  pragmatic  international  business  management  consultancy  founded  by  Jason  Ma.  Ma 
>nCjrUGnt  is  widely  recognized  as  an  inspiring  global  business  leader  and  thought  leader  in  the  Asia-US  business  ecosystem  who  knows  how  to 
DTfUFf>s        deliver  best  practices  and  results.  The  firm's  passion  is  to  help  each  client  enhance  corporate  business  strategy  and  execution  through 

all  levels  of  business  and  people  development.  408-946-6688  www.congruentpartners.com  CEO@congruentpartners.com. 


)  Ergonomics  of 
jcutive  Information 


lformation  Age  was  supposed  to  liberate, 
pt.  Higher  value.  Information  at  your  fin- 
When  you  need  it.  Where  you  need  it. 
lately  the  human  cost  of  information  libera- 
r  more  than  anyone  expected, 
jcutives,  we're  burdened  with  a  barrage  of 
ion  from  every  channel  imaginable  -  cell 
email,  internet,  instant  messaging,  disparate 
solutions,  the  endless  paper  trail. .  sorting  out 
)rtant  from  the  unimportant  becomes  a  daily 
Information  overload  keeps  executives 
actively  supporting  key  business  decisions, 
ical  professionals  promise  Value'  through  a 


plethora  of  tools,  dashboards,  knowledge  manage- 
ment, etc.  Unfortunately  technical  staff  typically 
believes  more  information  is  better,  worried  the 
abstracted  information  is  oversimplified.  Presentations 
to  executives  almost  universally  contain  the  wrong 
level  of  information  (too  much  detail),  or  present  root 
data  sources,  designed  to  show  executives  how  much 
effort  was  expended  in  producing  the  information. 

So,  where  is  information's  true  value?  Value,  like 
beauty,  is  in  the  eye  of  the  beholder.  It  is  timely,  per- 
tinent, accurate  and  tailored  to  the  'individual'  in  the 
context  of  the  "whole'.  Valuable  information  reduces 
administrative  time,  averts  poor  decisions,  captivates 


the  audience  and  provides  insight  in  a  consumable 
format  executives  can  quickly  digest.  This  isn't  about 
font  size  or  graphics.  It's  about  content,  delivery  and 
methods  to  demonstrate  a  sound  basis  for  support- 
ing the  information  presented.  Analogous  to  a  pilot 
who  can  fly  by  instruments,  executives  may  under- 
stand a  dashboard  but  prefer  to  "see  out  the  window" 
when  steering  the  company 

Presenting  executive  iriformation  in  an  ergonomical- 
ly-correct  way  is  the  solution.  Adaptable  processes 
guide  technical  staff  through  presenting  information 
from  the  consumers'  point-of-view  This  assures  infor- 
mation is  correct  in  form,  fit,  and  function.  Real  value 
is  created  when  multi-medium  content  is  distilled  into 
presentable  form,  with  precise  level  of  abstraction,  then 
presented  in  a  way  that  can  be  'seen'  by  the  executive. 


To  read  the  full  report,  go  to 
www.expert-insights.com/semeron.asp 


MERON 


Semeron  specializes  in  helping  clients  achieve  measurable  business  gains  through  the  exploitation  of  information  to  integrate  strategy,  people, 
processes  and  technology.  With  clients  from  Fortune  100  to  entrepreneurial,  Semeron  works  with  industry  leaders  such  as  Boeing,  Microsoft, 
Baxter,  DHL,  Nintendo,  General  Dynamics,  Nordstrom  and  Starbucks.  Semeron's  unigue,  fast-tracked  approach  enables  executives  to  guickly 
visualize  and  achieve  their  objectives  through  reality-based,  innovative  solutions.  For  details,  visit  www3emeron.com. 


I  Environment 


■  FOREIGN 
CORPORATIONS 
WORRY  ABOUT 
SHAREHOLDERS 

AT  HOME  AND  ARE 
BETTER  AT 
COMPLYING  WITH 
LABOR  LAWS  THAN 
LOCAL  COMPANIES 


Chegongmiao  district— home  to  scores  of  garment  and  chemical 
factories  and  dorms  housing  200,000  workers— provides  free  or 
nearly  free  training  in  everything  from  computers  to  AIDS  pre- 
vention. The  center  works  with  the  likes  of  Nokia,  Adidas,  and  all 
their  suppliers  to  ensure  they  meet  Chinese  labor  standards.  Now 
the  center  is  in  talks  with  domestic  tech  power  Huawei,  too.  "We 
want  to  let  companies  leam  how  to  expand  their  business 
through  being  responsible  corporations,"  says  former  teacher 
and  journalist  Liu  Kaiming,  who  founded  the  center. 

Students,  too,  are  playing  a  role.  Law  students  from  Ts- 
inghua  University  in  Beijing  and  Sun  Yat-sen  University  in 
Guangzhou  run  seminars  on  factory  floors,  and  some  do  much 
more.  Wen  He,  a  23-year-old  student  at  Sun  Yat-sen,  is  repre- 
senting four  workers  in  Dongguan  who  caught  a  potentially 
fatal  respiratory  disease  called  silicosis  after  working  long 
hours  without  protective  face  masks  in  a  poorly  ventilated  jew- 
elry factory.  "I  decided  to  go  to  law  school  because  I  saw  how 
poorly  migrant  workers  are  treated,"  says  Wen. 

Even  Beijing  is  lending  a  hand— up  to  a  point.  Under  Presi- 
dent Hu  Jintao,  the  gov- 
ernment has  ordered  local 
labor  bureaus  to  ensure 
that  work  sites  are  safe 
and  that  migrants  get 
paid  fairly  and  on  time. 
Migrant  worker  detention 
centers— de  facto  jails 
where  authorities  locked 
up  migrants  without  resi- 
dence papers— were 
banned  in  2003.  That's 
when  Guangzhou-based 
daily  Na.nfa.ng  Dushi  Bao 
wrote  about  a  27-year-old 
graphic  designer  who  was  beaten  to  death  in  such  a  center. 

Beijing's  tolerance,  though,  has  its  limits.  The  law  requires 
companies  to  allow  a  union  to  organize  if  just  25  workers  ask  for 
one— but  that  only  applies  to  the  official  All- China  Federation  of 
Trade  Unions.  Woe  to  those  who  try  to  set  up  their  own  unions 
or  push  too  strongly  for  workers'  rights.  In  2002  two  organizers 
of  protests  against  unpaid  wages  and  pensions  at  a  ferro  alloy 
plant  in  the  northeast  city  of  Liaoyang  were  sentenced  to  seven- 
and  four-year  sentences,  respectively,  on  charges  of  "subver- 
sion." "The  Chinese  regime  is  very  much  worried  about  the  Sol- 
idarity experience  in  Poland  coming  to  China,"  says  Lee  Cheuk 
Yan,  head  of  the  Hong  Kong  Confederation  of  Trade  Unions. 

Chinese  authorities  will  also  let  the  press  go  only  so  far.  In- 
deed, Hu's  administration  is  proving  less  tolerant  than  its  pred- 
ecessor. The  government  routinely  shuts  down  papers,  maga- 
zines, and  Web  sites  and  currently  has  more  than  40  reporters  in 
jail  for  reporting  on  issues  such  as  labor  rights  and  corruption. 
Cheng  Yizhong,  the  muckraking  editor  of  Nanfang  Dushi  Bao 
was  arrested  on  trumped-up  corruption  charges  last  year.  He 
was  released  but  remains  barred  from  working  as  an  editor. 

But  the  workers  keep  asserting  themselves.  Back  in  grimy 
■  Panyu,  Luo  Guangfu  still  isn't  satisfied,  even  following  the  lat- 
est wage  hike.  He  is  considering  farming  rice  and  sweet  corn 
as  his  parents  have  long  done,  a  more  attractive  proposition  af- 
ter Beijing  cut  taxes  and  hiked  subsidies  for  rural  regions.  With 
workers  like  Luo  free  to  make  such  choices,  China's  factories 
will  soon  need  to  do  far  more  to  keep  workers  happy  and  on 
the  job.  The  revolution  is  quiet,  but  it's  real  and  growing.  Chi- 
na's workers— as  well  as  corporations  and  consumers  world- 
wide—will be  feeling  its  consequences.  ■ 
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Pollution  still  chokes  China, 
but  green  technology  is  star1 
to  emerge. 


THE   2008   BEIJING   OLYMP 

don't  look  like  much  today 
most  of  the  sites  around  ! 
city,  ground  has  barely  h 
broken.  But  look  a  little  clc  . 
and  you'll  find  that  the  games  have  :. 
ready  had  a  dramatic  impact  in  the  fo 
of  a  thorough  pollution  clean-up.  J  C  l- 
na's  leadership  knows  the  Olympics  n| 
define  the  country's  international  inu| 

for  decades.  So  officials  have  spared  nothing  in  their  effoiL 
show  how  green  they  can  be.  On  clear  days  it's  now  possitl 
look  down  Changan  Avenue  and  see  the  peaks  of  the  Wa| 
Hills,  which  had  been  obscured  for  years.  Most  homes  and  1 
nesses  have  converted  from  coal  heat  to  natural  gas,  n| 
diesel-belching  tractors  and  trucks  have  been  banned  fror 
streets,  and  58%  of  sewage  is  treated.  Beijing  has  moved  i 
130  factories  out  of  the  city  and  is  building  cleaner,  gas-fu 
power  stations  while  installing  scrubbers  in  older  ones.  It's 
putting  up  wind  turbines  to  help  power  the  Olympic  viBl  I 
When  the  Games  start  three  years  from  now,  the  city  and  its'  I 
idents  will  have  spent  $13  billion  on  the  transformation.  Bj  ) 
time  the  Olympic  torch  is  passed,  a  sparkling  Beijing  may  | 
wow  the  world. 

And  the  world  will  be  misled.  The  reality  is  that  despitL 
the  effort  spent  on  cleaning  up  the  capital  and  a  handful  of  | 
er  big  cities,  China  is  at  best  at  a  standstill  in  its  fight  agaf 
environmental   degradation.    For   all   its   efforts, 
unrestrained  growth  makes  it  one  of  the  world's  worst 
luters.  Most  of  the  nation  is  still  reeling  from  the  deva 
wrought  by  three  decades  of  communist  industrial  devej 
ment  and  the  subsequent  25  years  of  quasi-capitalism  i 
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China  will  consume  14.2%  of  the  world's  energy,  com- 
with  9.8%  in  2001.  Because  most  of  China's  electricity 
from  power  plants  that  burn  high-sulphur  coal  but  lack 
ve  emissions  controls,  acid  rain  falls  on  one-third  of  the 
y.  And  70%  of  its  lakes  and  rivers  are  heavily  polluted, 
y  because  more  than  80%  of  China's  sewage  flows  un- 
ci into  waterways.  Six  of  the  world's  10  most-polluted 
are  in  China,  according  to  the  World  Bank,  which  esti- 
that  pollution  costs  China  more  than  $54  billion  a  year  in 
mmental  damage  and  health  problems, 
jia's  soaring  energy  use  and  resulting  pollution  are  a  seri- 
reat  to  the  country's  continued  prosperity  and  growth,  not 
ntion  the  well-being  of  its  citizens.  China  has  spent  more 
|> 85  billion  on  environmental  cleanup  in  the  last  five  years 
ould  shell  out  $380  billion— 4%  of  gross  domestic  prod- 
Detween  now  and  2010.  But  even  those  oudays  aren't 
;h  to  offset  the  pollution  generated  by  the  country's  annu- 
wth  rate  of  more  than  8%.  The  problems  are  compounded 
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by  China's  inefficient  use  of  electricity,  oil,    SMOKE  SCREEN 
and  coal.  China  consumes  nearly  five    Job  creation  trumps 
times  as  much  energy  as  the  U.S.  to  pro-    environmental 
duce  each  dollar  of  GDP— and  almost  12    concerns 
times  as  much  as  Japan.  Alarmingly,  the 
nation  is  getting  less  efficient,  not  more.  After  making  steady 
progress  in  energy  efficiency  for  two  decades,  China  has  been 
consuming  energy  at  a  rate  faster  than  its  GDP  since  2002. 

PAINFULLY  UNDERSTAFFED 

IN  MOST  OF  THE  COUNTRY,  enforcement  of  environmental  reg- 
ulations is  lax.  The  State  Environmental  Protection  Administra- 
tion (SEPA),  which  oversees  the  environment  nationally,  is  woe- 
fully understaffed,  with  a  workforce  of  just  300  in  Beijing  and 
only  100  more  for  the  rest  of  the  country.  That  means  monitoring 
and  enforcement  generally  fall  to  local  officials,  or  even  factory 
managers— whose  first  priority  is  to  create  jobs,  whatever  the  en- 
vironmental cost.  A  chromium  fac- 
tory was  ordered  to  close  in  May, 
2004,  after  dumping  toxins  into  a 
river  for  five  years.  But  just  two 
months  later  the  local  environ- 
mental protection  bureau  let  the 
plant  begin  producing  again  even 
though  no  new  environmental 
protection  measures  had  been  in- 
stalled, the  state-controlled  China 
Youth  Daily  reported.  "The  envi- 
ronmental bureaus  of  local  govern- 
ments would  rather  develop  GDP 
than  perform  their  role"  as  pollu- 
tion watchdog,  says  Zhao  Jian 
Ping,  senior  energy  specialist  at  the 
World  Bank  in  Beijing. 

What's  more,  even  where  waste- 


■  Six  of  the  world's  10  most 
polluted  cities  are  in  China 

■  Acid  rain  falls  on  one-third  of 
the  mainland 

■  80%  of  China's  sewage  flows 
untreated  into  its  waterways 

■  Contaminated  water  kills  more 
than  30,000  children  annually 

■  Pollution  costs  China  more 
than  $54  billion  a  year 
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treatment  gear  is  installed,  some  Chinese  companies  opt  to  pay 
fines  rather  than  operate  expensive  equipment  The  cost  of  clean- 
ing up  wastewater  from  a  yeast  plant  can  reach  $610  per  1,000  cu- 
bic meters,  while  the  penalties  are  just  $490  per  1,000  cubic  me- 
ters. Furthermore,  noncompliance  is  preferred  by  local  officials, 
since  fines  shore  up  budgets.  SEPA  says  that  while  most  major  in- 
du  atrial  plants  have  water-treatment  facilities,  one-third  don't  op- 
erate them  at  all  and  another  third  only  use  them  occasionally. 

CHEAP  AND  SOOTY 

COAL  MAY  BE  THE  BIGGEST  culprit.  China  has  tens  of  thou- 
sands of  small  mines  that  pay  scant  attention  to  environmental 
concerns  or  safety.  Such  neglect  helps  keep  costs  down,  making 
coal  the  preferred  source  of  energy*.  Even  though  the  price  of 
Chinese  coal  has  jumped  29%  in  the  past  three  years,  that's  far 
below  the  79%  increase  globally.  So  coal-based  electricity  gen- 
eration costs  a  fraction  of  alternative  energy  sources.  In  Inner 
Mongolia,  for  example,  wind  power  costs  about  6<fc  per  kilowatt 
hour,  more  than  twice  the  price  of  coal  power. 

The  good  news  is  that  plenty  of  companies  selling  green 
technology  are  sensing  an  opportunity  in  China.  Chinese  en- 
terprises are  buying  everything  from  scrubbers  for  coal-fired 


■  FOREIGN 
COMPANIES  THAT 
SELL  POLLUTION- 
CONTROL 
EQUIPMENT  IN 
CHINA  ARE  FACING 
INCREASINGLY 
STIFF  LOCAL 
COMPETITION 


power  plants  to  alternative  power  sources  such  as  wind  tur- 
bines and  methane  gas  from  decomposing  solid  waste.  China 
will  invest  $61  billion  in  city  wastewater  treatment  facilities  be- 
tween now  and  2010.  Scrubber  sales  could  reach  $1  billion  a 
year.  "China  is  at  a  crossroads,  shifting  from  a  focus  on  buildup 
of  capacity  to  more  environment-friendly  and  energy-conserv- 
ing technologies,"  says  Steven  Fludder,  chief  executive  of  GE 
Power  China,  which  has  sold  more  than  $1  billion  worth  of  nat- 
ural gas  and  wind  turbines  to  the  country  since  2003. 

GE  isn't  the  only  foreigner  helping  out  Some  400  non-Chinese 
companies  now  sell  pollution-control  equipment  in  the  country.  A 
joint  venture  between  Westport  Innovations  of  Vancouver,  B.C., 
and  Cummins  Inc.  has  equipped  more  than  2,500  buses  in  Bei- 
jing with  engines  powered  by  natural  gas  at  a  total  cost  of  $26 
million.  Veolia  Environnement  of  France  has  invested  $800  mil- 
lion in  10  water-treatment  projects— some  under  contracts  that 
stretch  to  20  and  50  years  and  offer  a  12%  rate  of  return— and  two 
facilities  that  generate  power  with  methane  gas  released  from  sol- 


id waste.  Sweden'.-J 
Environmental  SystJ 
sold  equipment  to 
of  companies  in  Ch| 
biggest    customer, 
owned   Huatai   Pa] 
Shandong   Provincj 
spent  nearly  $7 
clean    up    effluei 
looked  like  "thick, 
Guinness    beer" 
into  the  river,  says! 
China  chief  Lennartl 
Those  foreigners  i 
ing  increased  local  competition.  Beijing  Monitor  Emir 
Technology  Co.  last  year  saw  revenues  of  $3.1  million  I 
emissions-monitoring  equipment  to  power  and  petroch([ 
plants.  Beijing-based  Golden  State  Environment  Corp. 
of  $60  million  last  year  and  has  worked  on  more  than  2,C 
ter-treatment  plants  and  landfills  in  some  250  cities.  And  | 
Guozhen  Environmental  Protection  Science  &  Technolc 
says  it  has  won  five  contracts  worth  $13  million  annually  tc| 
and  operate  water-treatment  plants  for  cities  around  the  < 

One  promising  development 
curred  on  Feb.  1,  when  the  Kyoto! 
col  on  greenhouse  gases  took  effe 
accord  allows  companies  in  dev^ 
countries  to  purchase  gas  er 
""credits"  from  enterprises  in  de 
ing  nations.  Effectively,  corporatic 
Japan  and  the  West  buy  the  rig 
keep  emitting  carbon  dioxide  poll 1 1 
But  under  the  terms  of  the  protocc  I 
companies  that  sell  their  emission  [ 
its  then  have  to  reduce  their  poll  I 
levels,  the  cost  of  which  is  presunj 
covered  by  the  proceeds  of  the  t\ 
Such  deals  in  essence  subsidize  tb| 
of  pollution-control  equipment  ir 
developing  world,  where  it's  (I 
cheaper  to  make  bigger  gains  in  el 
sions  reduction.  Three  Chinese  pro| 
are  benefiting  from  the  trade  in  cr 
a  wind  farm  on  the  grasslands  of  I| 
Mongolia,  a  power  station  fuek 
methane  released  during  coal  minid 
Shanxi  Province,  and  a  power-gee 
tion  project  using  methane  produce 
solid  waste  in  Anding,  south  of  Bei 
"This  is  the  beginning  of  a  market 
has  vast  potential,"  says  Andres  Lid 
thai,  head  of  environment  and  social  development  for  Chir  • 
the  World  Bank's  Beijing  office.  Clean  air  is  a  commodity* 
na  desperately  needs.  ■ 


MONGOLIA  Wind 

power  is  more  than 
twice  as  expensive 
as  coal 


China's  Dirty  Big  Secret 

The  Dark  Side  of  Growth:  Increased  pollution  is  a  byproduct  of 
China's  economic  boom 

Harnessing  the  Wind:  For  Inner  Mongolia,  windfarms  have 
meant  clean,  cheap  energy— and  a  better  way  of  life  for  locals 
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India's 
Untold 
Story 

For  those  at  the  bottom, 
standards  of  living  are  inching 
higher,  bymanjeetkripalani 


THE  ROAD  TO  THE  REMOTE  VIL- 

lage  of  Kharonda  winds  around 
the  gentle  slopes  of  the  Sa- 
hayadri  hills  in  the  western  In- 
dian state  of  Maharashtra.  Most 
of  the  road  is  well-paved,  a  black  ribbon 
wrapped  around  hills  washed  a  brilliant 
green  by  the  abundant  rainfall  this  year. 
Along  the  way,  other  small  hamlets  peep 
out  of  the  misty  hillsides,  their  red-tiled 

roofs  flashing  in  the  sun.  The  people  of  Kharonda  and  the  oth- 
er villages  have  a  lot  invested  in  this  road.  Through  the  seasons, 
even  during  the  fierce  monsoons,  they  use  it  to  send  the  man- 
goes, guavas,  and  cashews  they  grow  into  nearby  towns  and 
distant  cities  for  sale.  They've  got  a  new  commercial  activity, 
too,  selling  grafts  of  their  flourishing  mango  trees  to  other  com- 
munities in  Maharashtra  and  the  neighboring  state  of  Gujarat. 
Just  a  few  years  ago,  Kharonda  and  the  Jawhar  district  of 
which  it  is  part  were  typical  of  the  rural  villages  where  650  mil- 
lion of  India's  1  billion  people  live.  There  was  no  road,  and  there 
were  no  orchards.  There  was  only  grinding  poverty.  In  one  par- 
ticularly bad  year,  1993, 45  children  in  Jawhar  died  of  malnutri- 
tion in  one  week.  Today  the  district's  transformation  proves  what 
can  be  done,  even  with  limited  funds,  to  combat  the  poverty  that 
many  have  thought  would  always  be  the  fate  of  most  Indians. 
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Yes,  poverty  is  still  a  scourge  in  India.  At  least  200  millio, 
pie  earn  less  than  $1  a  day,  when  they  can  find  work.  Their 
that  their  problems  were  being  ignored  helped  the  Congres 
ty  and  its  allies  unseat  the  center-right  government  of 
Minister  Atal  Bihari  Vajpayee  in  May,  2004.  Congress  has 
made  poverty  reduction  a  big  focus,  introducing  a  raft  o 
grams  aimed  at  the  urban  poor  and  rural  areas  like  Jawhar 
2005  study  by  New  Delhi  economists  Surjit  Bhalla  and  > 
Das,  who  evaluated  several  anti-poverty  programs  over  th 
30  years,  found  that  less  than  27$  of  every  dollar  allocated 
ally  reaches  the  poor.  The  rest  is  misappropriated  and  misd 
ed  by  local  politicians  and  bureaucrats,  the  study  says. 

SWEET  HARVEST 

STILL,  PROGRESS,  OFTEN  THROUGH  self-help,  has 
made.  Indian  government  census  statistics  show  the  numb 
those  living  on  less  than  $1  a  day  has  dropped  from  26%  o 
population  in  1999  to  an  estimated  20%  today.  A  combim 
of  projects  by  nongovernmental  organizations,  local  villa) 
efforts,  and  grants  from  the  government  has  made  the  di 
ence,  as  has  the  beneficial  effect  of  7%  annual  economic  grc 
in  recent  years.  "The  big  unsung  story  about  India  is  the  r 
strides  it  has  made  in  poverty  reduction,  though  many  c 
lenges  remain,"  Michael  F.  Carter,  World  Bank  head  for  Ir 
told  an  audience  of  Indian  industrial  leaders  last  year. 

Dhavalu  Mahale  of  Kharonda  is  one  of  those  unsung  hei 
A  tall,  wiry  man,  Mahale,  like  other  Jawhar  residents,  m 
textbook  example  of  extreme  poverty  10  years  ago.  He  culti 


! 


BEARING  FRUIT  ing  seed  and  fertilizer  with  them.  They 

Mahale  and  his  wife  helped  the  farmers  plant  saplings  and 
are  now  the  richest  fruit  grafts  on  the  hillsides.  They 
in  their  village  taught  them  to  level  the  small  patches 

of  land  and  harvest  rainwater  by  build- 
ing small  stone  dams  at  the  front  edge  of  each  patch.  In  the 
first  year,  90%  of  the  mango  and  other  trees  planted  survived. 
Until  the  trees  could  bear  fruit— it  takes  four  years— the  foun- 
dation taught  farmers  modern  farming  practices  for  the  mil- 
let they  were  still  sowing.  When  the  trees  finally  bore  fruit, 
each  participating  family  netted  an  average  of  $35— way  over 
the  $7  savings  they  generally  had  upon  returning  from  the 
city,  recalls  Sudhir  Wagle,  BAlF's  chief  program  coordinator  in 
Jawhar,  who  helped  initiate  the  project. 


Not  So  Man 
Of  the  Ultra- 


nger  millet,  a  rough  crop  used  by  tribals  for  their  daily 
d,  on  a  denuded  hillside  inherited  from  his  father.  When 
growing  season  was  over,  he  and  his  family  moved  to  the 
ties  of  Bombay,  where  he  did  building  and  road  construc- 
"I  didn't  like  it,  but  there  was  nothing  in  the  village,"  he  re- 
.  Even  with  construction  work,  the  total  annual  income  for 
amity  of  five  was  $80.  Life  was  so  hard  that  three  of  their 
children  died  of  malnutrition,  and  Mahale  was  desperate 
1  new  chance.  In  1995  he  approached 
Kers  of  BAIF  Development  Research 
idation,  a  private  group  in  Pune. 
he  foundation  had  started  a  program  in 
irat,  in  which  it  worked  with  impover- 
d  villagers  to  diversify  their  farming  by 
bining  agriculture  with  horticulture  and 
stry  on  fallow  land.  Maharashtra  au- 
ities  had  asked  BAIF  to  replicate  the  pro- 
n  in  the  Jawhar  district.  It  targeted  10 
mtain  villages,  including  Kharonda, 
Te  1,000  families  lived.  The  problems 
e  enormous.  There  were  no  roads  lead- 
to  the  villages;  deforestation  and  erosion 
e  severe.  And  the  locals  were  suspicious 
he  outsiders.  But  the  staff  persuaded 
le  of  the  families  to  visit  their  projects  in 
arat.  That  helped,  and  in  the  first  year,  67 
ilies  signed  up. 

AIF  workers  found  their  way  into  the 
iless  mountains  on  motorcycles,  carry- 
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NEW  BRICK  HOMES 

MAHALE  SOON  ASKED  THE  BAIF  workers  for  help.  Wagle  set 
Mahale  to  work  planting  fruit  trees  and  developing  land  and 
water  resources.  And  he  planted  high-value  crops  like  water- 
melons until  the  mango  trees  bore  fruit.  His  neighbors  smirked. 
Who  would  buy  the  watermelons?  How  would  they  be  trans- 
ported? There  were  no  roads.  But  Mahale  persisted  and  man- 
aged to  get  his  first  crop  to  the  nearest  town.  It  earned  him  a 
princely  $115— more  than  he  had  ever  earned  in  a  year. 

Meanwhile  the  government's  Tribal  Affairs  Ministry 
pitched  in.  (Jawhar  is  populated  by  "tribals"— indigenous 
people  with  special  rights  whose  roots  on  their  land  go  back 
millennia.)  The  Ministry  gave  cash  grants  to  individual  farm- 
ers of  $115  over  five  years  to  buy  seeds  and  fertilizer,  gave 
Kharonda  a  grant  to  repair  and  chlorinate  the  village  well,  and 
provided  motors  and  pipes  to  help  bring  the  water  up  the  hill- 
side to  the  land  and  into  homes.  Within  five  years,  Kharonda 
and  surrounding  villages  were  producing  tons  of  nuts,  fruits, 
and  other  produce. 

Today,  villagers  like  Mahale  are  local  role  models.  Mahale 
owns  the  largest  house  in  the  village  of  Kharonda:  an  eight- 
room  structure  with  brick  walls  and  a  red-tiled  roof.  Inside,  the 
house  boasts  electricity,  running  water  drawn  by  motor  from 
the  local  well,  satellite  TV,  a  sofa  set,  and  a  large  bed  in  the  mas- 
ter bedroom.  Last  month,  Mahale  bought  himself  a  motorcycle 
with  one  of  the  consumer  loans  so  easily  available  in  India  these 
days.  His  wife,  Sintar,  a  stately  woman  with  a  confident  smile, 
helps  her  husband.  Their  income  is  now 
nearly  $4,000  a  year,  the  fruit  of  the  20  man- 
go trees,  40  cashew  trees,  and  a  stand  of  eu- 
calyptus, plus  the  6,000  mango-sapling 
grafts  they  sell  annually. 

In  fact,  the  income  of  the  entire  district 
has  increased.  The  grass  huts  typical  of  less 
prosperous  times  are  gradually  being  re- 
placed by  brick  homes.  Vans  fly  up  and  down 
the  hill  carrying  sapling  grafts,  produce,  and 
supplies.  The  successful  program  in 
Kharonda  shows  that,  in  its  fight  against 
poverty,  "the  government  has  kept  space  for 
human,  social  interventions— more  in  India 
than  anywhere  else,"  says  BAIF  Executive 
Vice-President  Girish  G.  Sohani.  The  pro- 
gram "catapults  people  from  poverty  right 
into  the  market  economy,"  he  adds.  It's  a 
model  that  is  giving  the  abject  poor  of  India 
hope,  and  could  do  the  same  for  others  who 
live  in  poverty  around  the  world.  ■ 
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Asian  Competition:  Is  the  Cup 
Half  Empty-or  Half  Full? 

How  America  could  beat  the  gloomy  projections,  by  peter  coy 


f: 

TAKE  A  RULER  OUT  OF  YOUR  DESK  drawer,  lay  it  down  on  top  of  some  eco- 
nomic trend  graphs,  and  extend  the  lines  out  to  2015.  What  you're  seeing  is  j 
one  vision  of  what  lies  ahead  for  the  U.S.  as  China  and  India  rise,  and  it  ain't  I 
pretty.  Three  million  U.S.  manufacturing  jobs  have  been  lost  in  the  past  half- 
decade,  so  by  the  ruler  method  6  million  more  will  go  poof  in  the  coming  10  j 
years.  The  U.S.  merchandise  trade  deficit  with  China  has  been  growing  20%  a  year,  a 
the  ruler  says  it  should  surpass  a  trillion  bucks  by  2015.  By  straight-line  projection, 
China  stands  to  trounce  Detroit  in  autos  and  Silicon  Valley  in  infotech,  while  India 

captures  software  and  high  finance.  That  would  leave 
Americans  to  export  raw  materials,  colony-style,  and  give 
each  ether  haircuts.  No  wonder  Paul  Craig  Roberts,  a  senior 
fellow  at  the  conservative  Hoover  Institution,  says  that  the 
U.S.  is  heading  toward  becoming  a  "Third  World  country." 
Now  put  away  the  ruler,  because  real  life  rarely  goes  in 
straight  lines  for  long.  Remember  the  predictions  about 
Japan's  coming  dominance  in  the  1980s?  Or  how  Britain 
was  called  the  sick  man  of  Europe  in  the  1970s?  Again 
today,  the  world  economy  may  be  on  the  verge  of  changes 


f 


that  will  twist  current  patterns  beyond  recognition. 

The  rise  of  China  and  India  will  be  better  for  the  U.S.  than 
the  direst  predictions  hold— yet  worse  than  the  PanglossudB 
projections  of  boosters  in  America  and  Asia.  On  the  upside, 
American  consumers  will  clearly  benefit  from  the  availability  •! 
inexpensive  goods  and  services.  American  shareholders  of  we  I: 
positioned  multinationals  will  enjoy  higher  profits.  And 
Americans  employed  in  successful  U.S.  export  sectors  will 
benefit  because  China  and  India  will  buy  more  Western-st>  le 
goods  and  services— from  cosmetics  to  jets  to  banking— as  th» 
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r  and  increase  their  consumption. 
e  downside,  life  will  be  tough  for 
10  are  less  skilled,  less  educated, 
able  to  adapt  as  the  world 
around  them.  Even  many  highly 
inerican  service  workers,  from 
imers  to  financial  analysts,  will 
low-cost  Asian  giants  target  U.S.- 
ed  businesses.  "The  individuals 
able  to  take  advantage  of  the  new 
nities  do  extremely  well.  Those 
poorly  situated  get  hammered," 
Gordon  H.  Hanson,  an 
1st  at  the  University  of  California 
iego. 

!  it's  impossible  to  say  exactly  who  will  feel  the  blow, 
be  a  mistake  to  assume  that  the  trends  of  recent 
ill  persist  unchanged.  For  one  thing,  the  U.S.  won't 
oducing  less  than  it  consumes  forever.  The  winds  of 
jlew  this  spring  when  the  U.S.  trade  deficit  shrank  in 
il-June  quarter.  That  boosted  GDP  growth  by  1.6 
age  points,  trade's  biggest  contribution  to  economic 
since  1996.  In  coming  years,  India  and  China  will 
le  more  goods  and  services  from  the  U.S.  and 

both  because  they  will  be  richer  and  because 
1  shift  somewhat  from  export-led  growth  toward 
serious  domestic  needs  (chart).  In  China,  the  shift 
an  more  money  for  health  care,  housing,  and  the 
[unent,  and  less  for  steel  and  chemical  plants.  China's 
care  spending  per  dollar  of  GDP  is  only  one-third  that 
J.S.,  so  there's  lots  of  room  for  improvement.  India, 
U  divert  more  of  its  newfound  wealth  toward  uplifting 
r.  This  will  create  opportunities  to  sell  American 
.•ts  and  services. 

beginnings  of  the  new  Asian  opportunities  are  already 
nt.  As  China  modernizes,  it  needs  more  of  the  high- 
uff  the  U.S.  specializes  in.  Tech  accounted  for  22%  of 
.ports  to  China  last  year,  up  from  14%  a  decade  earlier. 
:an  culture  is  a  highly  successful  export  to  Asia.  Such 
is  Baywatch,  The  Apprentice,  and  American  Idol  have 
censed  to  satellite  broadcasters  in  China  and  India, 
merica's  financial  giants  like  American  Express  Co.  are 
ming  themselves  to  provide  sophisticated  products  and 
ranging  from  mortgages  to  brokerage  accounts  to 
nent  planning.  Deals  of  this  kind  benefit  American 
rs  indirectly  by  creating  a  bigger  market  for  products 
rvices  developed  in  the  U.S. 
erican  farmers  are 
of  the  clearest 
ciaries.  U.S. 
Jtural  exports  to 
tripled  from  2000 
)4,  to  $5.5  billion, 
ts  to  India  are  also 
ohnish  Seth 
grated  with  his 
f  from  New  Delhi  to 
,  Calif,  in  1990  to 
almonds  for 
mers  back  home, 
family- owned 
ers  International  Inc. 
lousands  of  acres  of 
ids  and  employs 


A  COUNTRY'S 
SHARE OF 
GLOBAL 
BUYING 
POWER  MAY 
DEPEND  ON 
ITS  GLOBAL  OUTPUT 
-AND  AMERICAS 
SHARE  IS  SHRINKING 


The  Impact  of  India  and 
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As  they  get  richer,  they'll 
increase  consumption... 
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around  70  people,  half  of  them  fulltime. 
Says  Seth:  "This  market  is  going  to  grow 
further  because  of  the  rising  purchasing 
power  in  Asia." 

There  will  also  be  plenty  of  jobs  for 
Americans  in  meshing  the  U.S.  economy 
with  those  of  China  and  India.  Tom 
Manning,  a  part-time  resident  of 
Hillsborough,  Calif,  has  carved  out  a 
niche  as  a  board  director  for  Chinese 
companies  that  need  American 
representation.  He  speaks  fluent 
Mandarin,  has  lived  in  Hong  Kong 
most  of  the  time  since  1995,  and  ran 
the  Asian  operations  of  several  U.S.  outfits.  He  and  some 
partners  even  created  a  company  called  China  Board 
Directors  LLC.  Participating  in  China's  development 
miracle,  Manning  says,  "has  been  a  phenomenally 
supercharged  growth  experience." 

But  while  China  and  India  are  opportunities,  they  are  also 
threats.  In  Forest  Grove,  Ore.,  the  library's  budget  had  to  be 
cut  recently  after  one  local  electronics  plant  closed  and 
another  cut  jobs  under  competition  from  Asia.  In  Casey 
County,  Ky,  the  Economic  Development  Authority  has 
stopped  trying  to  attract  call  centers  because  it  cannot  match 
the  low  wages  of  rival  operations  in  India.  In  North  Canton, 
Ohio,  Maytag  Corp.'s  Hoover  vacuum  cleaner  factory  is 
laying  people  off  under  pressure  from  cheap  Chinese  vacuum 
cleaners.  Melissa  Knight,  28,  a  single  mother,  was  laid  off  in 
June  from  a  $15-an-hour  job  at  the  Hoover  plant.  She's 
collecting  unemployment  while  hoping  to  be  rehired.  "It's  all 
our  fault,"  she  says.  "The  American  economy  wants  cheaper 
things I'm  guilty  of  this,  too." 

'TRADABLE"  OCCUPATIONS 

FACTORY  WORKERS  HAVE  been  fully  exposed  to  low-wage 
competition  for  years.  Service-sector  workers  are  just 
waking  up  to  the  threat.  J.  Bradford  Jensen  and  Lori  G. 
Kletzer,  economists  at  the  Institute  for  International 
Economics  in  Washington,  say  other  economists  have  vastly 
underestimated  the  number  of  U.S.  service  jobs  that  could— 
at  least  in  theory— be  performed  overseas.  In  new,  little- 
noticed  research,  Jensen  and  Kletzer  calculate  how  many 
people  in  the  U.S.  work  at  a  distance  from  their  customers, 
figuring  that  if  their  jobs  can  be  done,  say,  200  miles  from 
the  customer,  they  could  almost  as  easily  be  done  half  a 

world  away  by  people  in 
Shanghai  or  Bangalore. 
By  the  distance  criterion, 
they  calculate  that  half  of 
U.S.  jobs  are  in 
occupations  or  industries 
that  are  "tradable." 

Sure,  not  all  'tradable" 
jobs  will  go  offshore.  But 
under  pressure  to  increase 
profits,  American 
companies  from  General 
Electric  Co.  to  IBM  are 
changing  their  business 
processes  so  they  can  take 
advantage  of  cheaper 
foreign  labor  wherever  it  is 


...contributing  to  growth 
in  overall  U.S.  exports 
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very  different  things.  The  problem  is  that 
and  India  are  concentrating  their  efforts  ( 
same  areas  that  the  U.S.  already  specializt  j 
high  tech,  says  New  York  University  ecom  j 
William  J.  Baumol. 

It  could  get  worse,  according  to  a  collar. 
Baumol,  mathematician  Ralph  E.  Gomory 
president  of  the  Alfred  P.  Sloan  Foundatioi  i 
a  former  chief  scientist  for  IBM.  Using  line  i 
programming,  Gomory  demonstrated  that  [ 
"country  like  the  U.S.  can  in  certain  circums| 
lose  from  outsourcing  industries  to  a  poor 
rising  country  like  China  or  India.  Gomory  i 
is  built  on  the  common-sense  notion  that  a  I 
country's  share  of  global  buying  power  depl 
its  share  of  global  output— and  America's  sif 
output  is  shrinking.  Says  Gomory:  "If  your ' 
partner  is  sufficiently  underdeveloped,  ther 
lose  industries  to  it,  it's  good  for  them  and  rj 
for  you.  As  the  other  country  becomes  more 
developed,  the  situation  starts  to  turn  arour  J 
While  that's  still  a  minority  view,  economist] 
beginning  to  grasp  the  possibility. 

INNOVATION  TRUMPS  BRAWN 


NICE  NICHE  California's  Manning  serves  on  several  Chinese  boards 


possible.  Because  their  high  salaries  make  a  fat  target,  certain 
skilled  employees  can  be  highly  vulnerable.  Says  Allen  L. 
Weinberg,  a  McKinsey  &  Co.  principal:  "We  are  seeing  a 
surprising  amount  of  activity  for  some  higher-end  functions" 
that  are  easy  to  carve  out  and  send  offshore,  including  equity 
research  and  credit-card  fraud  detection.  For  Americans, 
offshoring  of  such  jobs  knocks  out  the  lower  rungs  on  the 
career  ladder. 

Among  economists,  the  mainstream  view  continues  to  be 
that  the  full  entry  of  China  and  India  into  the  global  economy  is 
a  plus  for  the  U.S.  as  a  whole,  while  producing  some  individual 
losers.  A  2004  study  that  economic  researcher  Global  Insight 
Inc.  of  Lexington,  Mass.,  conducted  for  the  Information 
Technology  Assn.  concluded  that  offshoring  of  computer 
software  and  services  would  add  $124  billion  to  U.S.  gross 
domestic  product  by  2008  by  lowering  inflation  and  interest 
rates  and  by  increasing  productivity  and  economic  activity.  And 
McKinsey  Global  Institute  estimated  that  America  gains  $1.14 
for  each  dollar  of  output  that  it  sends  offshore. 

But  those  studies  have  come  under 
criticism  for  being  too  optimistic.  In  a 
briefing  paper  this  month,  L.  Josh  Bivens, 
an  economist  with  the  Economic  Policy 
Institute,  says  that  the  Global  Insight 
study  overestimates  how  much 
offshoring  will  reduce  the  cost  of  software 
in  the  U.S.  The  study  by  McKinsey, 
Bivens  writes,  incorrectly  assumes  that 
what's  good  for  individual  outsourcers  is 
equally  good  for  the  American  economy 
as  a  whole. 

The  U.S.  benefits  the  most  from  trade 
when  it  and  its  partners  specialize  in 


THE  U.S.  CAN 
STILL  THRIVE 
IF  IT  INVENTS 
MORE NEW 
INDUSTRIES 
TO  STAY  ONE 
STEP  AHEAD  OF  THE 
COMPETITION  FROM 
INDIA  AND  CHINA 


THE  GOOD  NEWS?  Even  Gomory  and  Baun 
that  the  U.S.  can  still  thrive  if  it  invents  new 
industries  to  stay  one  step  ahead.  So  far,  the 
surprise  is  not  that  China  and  India  are  pres 
American  workers.  The  surprise  is  that  the  p  |  -  ■ 
hasn't  been  worse.  Over  the  past  two  years,  the  U.S.  ha 
3.7  million  jobs.  Some  of  the  fields  most  vulnerable  to  f 
competition  have  seen  healthy  gains  because  demand  j 
has  more  than  offset  the  effects  of  offshoring.  The  nun 
jobs  in  computer  systems  design  rose  6.9%  from  July,  2 
through  July,  2005,  the  government  says.  In  the  gradua 
class  of '05,  the  average  salary  offer  this  spring  for  com 
science  majors  was  nearly  $51,000,  up  2.3%  from  a  yea 
earlier  and  among  the  highest  for  any  major,  says  the 
National  Association  of  Colleges  &  Employers. 

Even  manufacturing  is  doing  better  than  one  might  t 
Although  the  field  continues  to  lose  jobs,  pay  for  those  vj 
remain  is  rising— in  part  because  workers  are  earning  h1 
pay  through  higher  productivity.  Wages  and  benefits  for 
collar  workers  in  manufacturing  rose  3.7%  over  the  pasi 
years  after  adjusting  for  inflation. 

Many  Indians  and  Chinese  are  more  confident  about 
Americans'  future  than  Americans  are  themselves.  "By 
focusing  on  innovation  rather  than  brawn,  and  ensurin 
labor  and  regulatory  conditions  are 
attractive . . .  the  U.S.  will  continue  tc 
attract  and  retain  the  best  and 
brightest,"  says  Manoj  Singh,  the 
Hong  Kong-based  chief  executive  of 
Deloitte  Asia  Pacific.  Singh  participa 
in  a  recent  BusinessWeek  Online 
roundtable  of  international  experts  o 
India  and  China,  which  is  posted  at 
businessweek.com/go/china-india/. 

China  and  India  are  undeniably  oi 

rise.  Whether  the  U.S.  can  match  Ask 

dynamism  is  in  America's  own  hands 

-With  Michael  Arndt  in  CH 


' 
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Siemens  —  Global  network  of  innovation 

Siemens  is  one  of  the  largest  global  electronics  and  engineering  companies, 
with  reported  worldwide  sales  of  $91.5  billion  in  fiscal  2004.  Founded  more 
than  155  years  ago,  it's  a  leader  in  the  areas  of  Medical,  Power,  Automation 
and  Control,  Transportation,  Information  and  Communications,  Lighting, 
Building  Technologies,  Water  Technologies  and  Services,  and  Home 
Appliances.  For  more  information,  visit  www.usa.siemens.com. 
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BY  GENE  G.  MARCIAL 

THERE'S  PLENTY  OF  ENERGY  IN  ALPHA'S  APPALACHIAN  MINES. 
PIER  1  STOCK  IS  SLUMPING,  BUT  ONE  INVESTOR  IS  UPBEAT. 
WHY  FOLKS  ARE  PAYING  CLOSE  ATTENTION  TO  A  NEW  RIVER  DR 
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Alpha's  Coal  Glows  Hot 

WITH  OIL  PRICES  SOARING,  demand  for  quality  coal, 
high  in  heat  and  low  in  sulfur,  has  surged— and  so 
have  the  stocks  of  coal  companies.  One  big  producer 
is  Alpha  Natural  Resources  (ANR),  whose  shares  have  heated 
up  from  19  to  27  since  it  went  public  in 
mid-February.  Bill  Harnisch,  CEO  of 
hedge  fund  Peconic  Partners,  a  big 
energy  investor,  thinks  Alpha  has  a  lot 
more  steam  left  in  it.  He  visited  its 
mines  in  Appalachia  and  came  out 
impressed  with  its  operations:  "Alpha 
is  a  cheap  energy  play  with  a  strong 
earnings-growth  kicker."  Peconic 
owns  3  million  shares,  or  3%  of  the 
stock.  Alpha  has  64  mines  with  500 
million  tons  of  proven  and  probable 
reserves— worth  about  $30  billion  at 

current  coal  prices.  It  produces  20  million  tons  a  year,  half  of 
it  metallurgical  coal.  Alpha  ships  40%  of  that  to  coke  or  steel 
producers  overseas,  including  Japan  and  Brazil.  Its  steam  coal 
goes  to  electric  utilities,  mainly  in  the  U.S.  Based  on  Alpha's 
strong  earnings  and  cash  flow,  Harnisch  figures  the  stock  will 
hit  40  in  a  year.  He  sees  earnings  of  $1.47  a  share  in  2005, 
$2.60  in  2006,  and  $3.40  in  2007— vs.  2004's  48<f.  Mike 
Dudas  of  Bear  Stearns  says  coal's  tight  supply  and  rising 
prices  should  provide  Alpha  with  strong  cash  flow,  revenue, 
and  earnings  growth  at  least  through  2007,  when  he  sees  it 
earning  $3.25  a  share.  He  rates  the  stock  "outperform." 

A  Dogged  Buyer 
Of  Bedraggled  Pier  1 

FROM  BAD  TO  WORSE.  That's  how  Pier  1  Imports  (PIR) 
has  fared,  with  its  stock  dropping  from  25  in  early  2004 
to  13.87  on  Aug.  10.  Poor  sales  and  disappointing  profits 
have  bedeviled  North  America's  largest  retailer  of  imported 
home  furnishings.The  Street  has  turned  cold,  but  Mark  Boyar 
of  Boyar  Asset  Management  is  buying— again.  This  is  his 
third  time:  In  1991  he  bought  at  2  and  sold  in  1997  after 
shares  jumped  to  9,  when  growth  investors  moved  in.  The 
stock  leaped  to  20  by  March,  1998.  Soon  after,  sales  dropped, 
and  by  October  it  had  plunged  to  9.  Enter  Boyar.  He  sold  in 
early  2002,  when  the  stock  hit  20.  It  rose  as  high  as  24.  Pier  1, 
which  runs  1,100  stores  in  North  America,  is  selling  at  1.5 
times  book  value— "a  steal,"  says  Boyar.  As  a  result,  he  isn't 
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ruling  out  a  takeover  by  a  large  retailer. 

"Pier  1  is  now  a  much  more  valuable 

business— and  is  taking  steps  to  turn 

itself  around,"  he  says.  It  cut  prices, 

reduced  inventory  by  15%,  and  is  on  a 

marketing  blitz,  says  Boyar,  who  sees 

the  stock  at  30  in  five  years,  based  on 

cash  flow  of  $2.50  to  $3  a  share.  Zacks 

Investment  Research's  consensus 

estimates  are  35<t  a  share  for  2006, 

ended  Feb.  28,  and  63<t  in  2007,  vs. 

68<t  in  2005.  Pier  1  was  discussed  in 

this  column  on  Mar.  21,  at  18.  Pier  1  declined  comment. 

New  River  May  Have 
A  'Blockbuster'  for  ADHD 


DEC.30.'04        AUG.* 

Data:  Bloomberg  Rnar.cal  i. 
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NEW  river  Pharmaceuticals  (NRPH)  has  yet  to  mak 
dime— but  investors  love  it.  It  rocketed  to  a  high  of 
38.75  oh  Aug.  10,  up  from  14  on  Dec.  30.  It  is 
developing  novel  products  designed  as  safer,  improved 
versions  of  widely  prescribed  drugs.  Its  most  advanced 
compound  is  NRP104,  which  some  say  may  become  the  lea 
remedy  for  attention-deficit  hyperactivity  disorder  (ADHD). 
New  River  will  file  later  this  year  with 
the  Food  &  Drug  Administration  a  new- 
drug  application  for  NRP104,  which  is 
in  the  final  stage  of  its  Phase  3  clinical 
trials.  Andrew  Forman  of  investment 
firm  WR  Hambrecht  expects  profits  of 
6l<t  on  sales  of  $119  million  in  2007  and 
$2.48  on  sales  of  $399  million  in  2008. 
His  stock  price  target  is  52.  New  River 
has  teamed  up  with  Shire 
Pharmaceuticals  Group,  which  sells  the 
current  leading  drug  for  ADHD— called 
Adderall  XR,  whose  patent  expires  in 
late  2006.  Adderall  sales  in  the  second  quarter  were  up  43%: 
$205  million.  Shire  is  expected  to  focus  on  NRP104  when 
AdderaU's  patent  expires.  Wen-Tse  Tseng,  managing  directoi 
William  D.  Witter,  which  owns  shares,  says  NRP104  is  a 
"blockbuster  with  potential  peak  annual  sales  of  $1  billion 
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COMMENTARY 

Oil  trumped  the  Fed  in  setting  the 
tone  in  the  markets.  After  a  quarter- 
point  hike  in  the  Fed  funds  rate  on 
Aug.  9,  stocks  rose  and  seemed 
poised  to  erase  earlier  declines. 
Then  crude  hit  $65  a  barrel  on 
Aug.  10,  and  stock  investors 
headed  for  the  exit.  Meanwhile, 
Cisco  Systems  fell  6.9%  on  Aug. 
10  after  giving  a  cautious  outlook 
for  the  next  quarter.  Earnings  at 
AIG  were  a  pleasant  surprise. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  AUG.  9 

■I  SAP  500  ■  U.S.  DIVERSIFIED  W  ALL  EQUITY 


g 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  AUG.  9 

■  SAP  500  ■  U.S.  DIVERSIFIED  3*  AU  EQUITY 


%  5  10  15         20         25         30 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

AUG.  10 

WEEK 
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S&PMidCap400 
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26.2 
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-2.7 

5.3 

28.4 

DJ  Wilshire  5000 
SECTORS 

12,241.0 

-1.6 

2.4 

16.9 

BusinessWeek  50* 

737.8 

-0.6 

4.7 

19.6 

BW  Info  Tech  100** 

371.0 

-1.1 
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17.1 
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-1.4 

1.2 
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-1.2 

1.6 

16.1 
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30.7 

50.3 

S&P  Financials 

397.7 

-1.8 

-3.3 

7.1 
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-7.5 

2.8 

22.9 

S&P  Transportation 
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-1.2 

-8.1 
12.8 

13.4 
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159.8 

-3.6 

29.2 
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793.6 
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L9 
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GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar) 

London  (FT-SE 100) 

Paris  (CAC  40) 

Frankfurt  (DAX) 

Tokyo  (NIKKEI  225) 

Hong  Kong  (Hang  Seng) 

Toronto  (S&P/TSX  Composite)  10,671.4 

Mexico  City  (IPC)  14,702.6 

FUNDAMENTALS 

S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Revision* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  NYSE  Sell/buy  ratio 
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4-WEEK  TOTAL  RETURN 
LEADERS 

Latin  America 
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Pacific/Asia  ex-Japan 

LAGGARDS 

Real  Estate 
Financial 
Utilities 
Small-cap  Blend 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFunds  Biotech.  Inv.        10.3 
iShares  FTSE  Xha.  Ch.  25  ktx.  10.2 


%      52-WEEK  TOTAL  RETURN  % 
LEADERS 

8.3     Latin  America  74.3 

6.3     Natural  Resources  55.4 
5.6     Diversified  Emerg.  Mkts.       47.1 

5.6     Pacific/Asia  ex-Japan  36.1 

LAGGARDS 

-4.2    Japan  8.1 

-0.9     Domestic  Hybrid  12.0 

-07     Financial  14.4 

-0.5     Large-cap  Blend  16.0 


Third  Millennium  Russia 
iShares  MSCI  Brazil  Idx. 

LAGGARDS 

ProFunds.  Real  Est.  Inv. 
Ameritor  Investment 
Stratton  Mthly.  Dvd.  REIT 
Spirit  of  Amrca.  R.  Est.  A 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Guinness  Atkn.  Gl.  Energy  84.8 

iShares  MSCI  Brazil  Idx.  80.2 

10.1    ProFunds  Oil  &  Gas  Inv.  80.0 

9.6     T.  Rowe  Price  Lat.  Am.  79.0 

LAGGARDS 

-8.5  Ameritor  Investment        -56.0 

-8.3  ProFds.  USh.  Sm.  Cap  Inv.  -39.0 

-7.5  ProFds.  USh.  Mid  Cap  Inv.  -38.4 

-7.0  Rydex  Dyn.  Vent.  100  H      -30.9 
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Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  j 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 
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231% 
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General  Obligations 
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3.84% 
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Insured  Revenue  Bonds 
Taxable  Equivalent 


3.90 
5.57 


THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX 

Tuesday,  Aug.  16,  8:30  a.m. 
EDT  » July  consumer  prices  for 
goods  and  services  are  forecast  to 
have  risen  0.4%,  while  prices  less 
•food  and  energy  probably  climbed 
0.2%.  That's  the  median  estimate 
of  economists  surveyed  by  Action 
Economics.  Consumer  prices  in 
June  were  flat,  with  core  inflation 
posting  a  0.1%  rise. 
RESIDENTIAL  CONSTRUCTION 
Tuesday,  Aug.  16,  8:30  a.m. 


EDT  »  Housing  starts  in  July  most 
likely  rose  to  an  annual  rate  of  2.02 
million,  after  holding  at  a  rate  of  2 
million  in  June. 
INDUSTRIAL  PRODUCTION 
Tuesday,  Aug.  16,  9:15  a.m. 
EDT  »  July  industrial  output 
probably  expanded  0.4%,  following 
a  gain  of  0.9%  in  June.  The  average 
monthly  operating  rate  probably 
ticked  up  to  80.3%,  after  hitting 
80%  in  June  for  the  first  time  since 
December,  2000. 


PRODUCER  PRICE  INDEX 

Wednesday,  Aug.  17,  8:30 
a.m.  EDT  »  Producer  prices  are 
expected  to  have  risen  0.5%  in 
July,  after  holding  steady  in  June. 
Excluding  food  and  energy,  prices 
probably  moved  0.1%  higher, 
following  a  June  fall  of  0.1%. 
LEADING  INDICATORS  Thursday, 
Aug.  18, 10  a.m.  £DT»  The 
Conference  Board's  July  index  of 
leading  economic  indicators  most 
likely  rose  0.2%,  after  a  0.9%  gain. 


The  BusinessWeek  production 
eased  to  251.9  for  the  week  i 
July  30  but  stayed  12.7%  ab 
year-ago  level.  Before  calcula 
the  four-week  moving  average, 
index  bounced  up  to  251. 


BusinessWeek  bnl  i 


For  the  BW50,  more  investmer 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/Tnagazine/sxtrc 


140  I  BusinessWeek  I  August  22/29.  2005 


UK 

ie  Companies 

idex  gives  the  starting  page  for  a  story  or  feature  with 
ificant  reference  to  a  company.  Most  subsidiaries 
dexed  under  their  own  names.  Companies  listed  only 
les  are  not  included. 


1)42 

iro(ABN)86 

ADDDY)123 

21222 

jral  Bank  of  China 


)42 
12 

com  31 

latural(ANR)138 
i.com(AMZN)46 
laHess(AHC)46 
an  Express  (AXP) 

k)uzhen  128 
Footwear  123 

AAPL)32,112,144 
74 

ut  Private  Equity 

imey52,112 


»m(BIDU)31 

f  America  (BAC)  86 

>f  China  86 

Asset  31 

18 

1 

hina31 

19 

teams  (BSQ 138 

g  Monitor  128 

?  3721  Technology  31 

112 

it  Forge  52 

nll2 

buster  (BBI)  42 

3aribas82 

ig(BA)52 

iBank  86 

Dn  Consulting  52 

r  Asset  138 

52 


Caesars  Palace  (HET)  28 
Cargill  64 

Carrefour78 
Caterpillar  (CAT)  46, 78 
Cendant  (CD)  78 
Changhong  Electric  74 
Chery  Automobile  118 
China  Board  Directors  134 
China  Construction  Bank 

86 

China  Mobile  74 
China  Netcom  74 
China  Telecom  74 
China  Unicom  74 
Cisco(CSCO)18,28,52, 

112 
Citigroup  (C)46,73, 82, 

86 

Clear  Channel  (CCU)  32 
CLSA86 
CN00C(CE0)74 
Coca-Cola  (KO)  144 
Compal  112 
Congenia  112 
Costco  (COST)  46 
Crowe  Group  39 
Cummins  (CMI)  52, 82 


DaimlerChrysler(DCX)82 
Deere  (DE)  46 
Dell  (DELL)  20, 112 
Deloitte&Touche39,134 
Delphi  (DPH)  78 
Delta  (DAL)  42, 46 
Deutsche  Bank  (DB)  39 
DirecTV  (DTV)  20 
Discovery  Channel  40 
Dongfeng  Motor  82 
Dow (DOW)  46 
DoxPara28 


E 

Ellen  Tracy  22 

EMC  (EMC)  98 

Emerson  (EMR)  78 

E-0PS69 


Ericsson  (ERICY)  64 
Ernst  &  Young  39 
ESPN(DIS)40,42 
Evalueserve  112 
ExxonMobil  (XOM)  46 


Fannie  Mae  (FNM)  36, 42 
Farmers  International  134 
Federated  (FD)42 
51job(JOBS)31 
Foot  Locker  (FL)  46 
Ford  (F)  112 
Forrester  (FORR)  52 
Fox  (NWS)  11 
Freddie  Mac  (FRE)  36 


G 

Gazprom  11 

General  Electric  (GE)  52, 

78  112  128  134 
Gilead  Sciences  (GILD)  42 
Glass  Lewis  39 
Global  Insight  134 
GM(GM)32,52,78,123 
Golden  State  Environment 

128 

Goldman  Sachs  (GS)  60 
Google  (GOOG)  31, 52 
Grant  Thornton  39 
Grey  Global  52 


H 

Haier74,123 
Haworth  78 
HCL  Technologies  112 
HelloSoftll2 
Hercules  (HPC)  39 
Hewlett-Packard  (HPQ) 
52. 78. 98  112 
Honda  (HMC)  118 
Huatai  Paper  128 
Huawei74,86, 123 


I 

i-Flex  Solutions  112 
IBM  (IBM)  64, 74, 134 
ICICIBank64,100 
Idefense28 


i-Flex  Solutions  112 

IGA78 

INCL  Technology  112 

Industrial  Commercial 

Bank  of  China  86 
lnfosys(INFY)52,60,69, 

98 

INI  Steel  118 

Internet  Security  (ISSX)  28 
Iris  52 
ITC64 
tttiam  112 


Javelin  Investments  123 
Jefferies  31 

Johnson  &  Johnson  (JNJ) 
46 
JumpStartUp  Fund  112 


Kerr-McGee(KMG)42 
Keystone  Business  52 
KPMG39.69 
KrispyKreme(KKD)42 


Legend  Group  74 
Lenovo74 
Leo  Burnett  40 
Lowe's  (LOW)  46 

M 

MasterCard  42 
Maytag  (MYG)  74 
McAfee  28 

McDonald's  (MCD)  82 
McGladrey  &  Pullen  39 
McKinsey32,52,64,74, 

78,112,134 
Merrill  Lynch  (MER)  34, 

46 
Microsoft  (MSFT)  11, 28, 

52,112 

MindTree  Consulting  60 
Modern  Luxury  22 
Morgan  Stanley  (MWD) 

34,46 

Morningstar(MORN)42 
Motorola  (MOT)  52, 78, 98 
MylanLabs(MYL)42 


N 

Navistar  (NAV)  82 
Newbridge  Capital  86 
New  River  (NRPH)  138 
News  Corp.  (NWS)  11 
Niche  Media  22 
Nicholas  Piramal  India  112 
Nippon  Steel  74 


Nokia  (NOK)  52, 64, 78, 
123 

Nomura  (NMR)  34 
Nortel  (NT)  112 
Northwest  (NWAC)  14 
NTV11 


O 

OfficeTiger  52 

OneTravel.com  (OTV)  14 
Onward  Technologies  112 
Oracle  (ORCL)  112 
Orb  Networks  20 


Parks  Associates  32 
Peconic  Partners  138 
PetroChina74 
Philips  (PHG)  52, 98 
Phoenix  Electric  78 
Pier  1  Imports  (PIR)  138 
Piper  Jaff  ray  (PJC)  31 
Pohang  Iron  &  Steel  52 
PricewaterhouseCoopers 

39,106 
Procter  &  Gamble  (PG)  18, 

78 
Purac  Environmenta  128 


Q 

Quanta  112 

Quest  52 


Ramco  Systems  112 
Ranbaxy  Laboratories  112 
Regal  Cinema  (RGC)  32 
Ripplewood  Holdings  86 
Roche  116 
RTL11 


S 

Samsung  52 
Satyam(SAY)98 
SeverStal-Groupll 
Shaanxi  Automobile  82 
Shamrock  Partners  22 
Shanda(SNDA)31 
Shanghai  Automotive  78, 

118 

Shanghai  Baosteel  74 
Shanghai  Pudong 

Development  Bank  86 
Shenzhen  Chipscreen  116 
Shenzhen  Development 

Bank  86 
ShinseiBank86 
Shire  (SHPGY)  138 
Siemens  (SI)  64 
Sina.com  31 
Sinopec  118 


Skelta  Software  112 
Sling  Media  20 
SMR  Research  36 
Sohu31 
Sony(SNE)20 
SourceCode  112 
Spencer  Stuart  78 
Standards  Poor's (MHP) 
36,46,52,73,86 
Standard  Chartered  86 
Star  TV  11 


Tata  52, 64  69. 82, 98, 112 

TCL74 

Thomson  (FOC)  46 
3Com(COMS)28 
Time  Warner  (TWX)  42 
TippingPoint  (COMS)  28 
TiVo(TIV0)20 
TNT  (TWX)  20 
Tokyo  Steel  118 
Tom  Peters  18 
Toshiba  (TOSBF)  20 
Toyota  (TM)  18, 40, 52, 69 
Transport  Express  12 


U 

UAL(UALAQ)46 

UBS  86 

Unified  Energy  System  11 

Unilever  82 

Unisys  (UIS)  46 

Unocal  74 

Urban  Publishers  22 


Valero  Energy  (ENO)  46 
Veolia  128 
Viacom  (VIA)  32, 42 
Visa  42 
Volvo  (F)  82 


W 

Wal-Mart  (WMT)  46, 64, 
78 

Walt  Disney  (DIS)  32, 42 
Warren  18 

Western  Union  (FDC)  28 
Westport  Innovations  128 
Wipro(WIT)69,98,112 
WRHambrechtl38 


Yahoo!  (YHOO)  31 

Z 

Zacks  138 
ZTE7486 


August  22/29.  2005  I  BusinessWeek  1 141 


IdeasBooks 


After  the  Moon-What? 


M0ON0UST  In  Search  of  the  Men  Who  Fell  to  Earth 

By  Andrew  Smith;  Fourth  Estate;  372pp;  $24.95 


In  September  of  2002,  former  Apollo 
astronaut  Buzz  Aldrin  arrived  at  a  Los 
Angeles  hotel  expecting  to  meet  with  a 
crew  from  Japanese  educational 
television.  Instead  he  was  ambushed  by  a 
Bible-wielding  independent  filmmaker 
who  insisted  that  Aldrin  place  his  right 
hand  on  the  Good  Book  and  swear  that 

he  truly  went  to  the  moon.  Aldrin  turned  to  go,  and  the  man 
began  shouting,  "You  are  a  liar  and  a  coward."  The  72 -year- 
old  responded  with  a  left  hook  to  the  guy's  jaw,  laying  the 
matter,  and  the  filmmaker,  temporarily  to  rest. 

Such  is  life  for  the  nine  surviving 
moonwalkers  from  NASA's  $24  billion,  1963-72 
Apollo  program.  Men  who  once  ruled  the 
heavens— and  who,  upon  their  return,  were 
granted  rock-star-like  status— now  inhabit  a 
perplexing  galaxy.  One  day  they're  ignored,  the 
next  heckled  by  conspiracy  theorists  or  pursued 
by  nostalgia- addicted  fans.  In  the  spellbinding 
Moondust:  In  Search  of  the  Men  Who  Fell  to  Earth, 
Andrew  Smith  investigates  just  what  has  befallen 
the  astronauts  since  their  glory  days.  Along  the 
way,  the  author— who  was  born  in  California  of 
English  expat  parents  and  who  now  writes  for 
several  British  publications— details  some  of  the 
dramatic  Apollo  landings.  As  he  tracks  down  each  astronaut, 
he  offers  a  provocative  meditation  on  lunar  travel  and 
humanity's  relation  to  space,  pondering  such  themes  as  space 
art,  quantum  mechanics,  New  Age  religion,  UFOs,  Star  Trek, 
and  his  own  childhood  memories. 

Apollo  16's  Charlie  Duke,  who  in  1972  became  the  10th  of 
only  12  humans  to  stride  the  lunar  surface,  illustrates  the 
spacemen's  predicament.  One  minute,  says  Smith,  Duke  was 
up  there  looking  down  at  Earth,  which  seemed  "like  a  jewel, 
so  colorful  and  bright  that  you  felt  you  could  reach  up  and 
grab  it."  Then  he  was  back  here,  sensing  "that  his  life  could 
only  be  one  long,  slow  anticlimax."  Numerous  business  offers 
came  his  way,  allowing  him  to  set  up  a  San  Antonio  beer 
distributorship,  which  in  time  produced  wealth.  But  that 
didn't  make  him  happy,  and  he  abused  both  his  family  and 
the  bottle  before  turning  to  Jesus. 

Neil  Armstrong,  the  first  man  on  the  moon,  became  a 
professor  and  corporate  board  member  but  also  a  near- 
recluse.  Gene  Cernan,  captain  of  Apollo  17  and  the  last  to 
visit  the  moon,  became  a  "professional  Moontalker,"  making 
a  living  from  speeches  and  by  promoting  Omega  watches. 
Edgar  Mitchell,  who  experienced  a  religious  epiphany  during 
his  Apollo  14  flight,  founded  a  "consciousness  studies" 
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organization,  the  Institute  of  Noetic  Sciences. 

Life  crises  were  common,  many  featuring  alcohol  an 
divorce.  (One  wonders  if  the  author  doesn't  overempha* 
them.  Were  the  astronauts  more  troubled  than  any  oth 
group  of  middle-aged  men?)  Aldrin,  for  example,  "cam 
back  and  blew  like  a  supernova."  After  undertaking  a 
disconcerting  public-relations  tour  of  the  globe,  he 
abandoned  his  wife  and  family  for  another  woman,  the 
suffered  an  alcohol-fueled  breakdown  before  entering 
psychiatric  treatment.  Aldrin  comes  across  as  one  of  the 
more  engaging  of  the  men.  Like  Apollo  16  Commander  J 
Young,  Aldrin's  life  now  is  devoted  to  proselytizing  for 
further  space  travel.  Among  the  projects  he  favors  is  a 
"cycler"  that  would  travel  perpetually  between  the  E; 
and  Mars,  exploiting  gravity  for  fuel. 

There  are  many  ghosts  in  Moondust—  the  sp^ 
of  what  might  have  been.  Over  a  million  peoph 
attended  the  1969  launch  of  Apollo  11,  and  up  i 
billion  claimed  to  have  followed  it  on  TV.  As  it 
rocket  roared  through  the  earth's  atmosphere, 
author  Arthur  C.  Clarke  spoke  for  many  when  1 
announced:  "This  is  the  last  day  of  the  old  wor 
But  by  the  early  '70s,  Americans  had  lost  almo: 
interest  in  space  shots.  Neither  the  original  Co 
War  rationale— the  Russians  had  by  that  point : 
given  up  competing— nor  NASA's  substitute 
mission  of  "exploration"  seemed  to  move  the 
public,  which  was  increasingly  wary  of  costly 
Washington-backed  adventures.  As  a  result,  Srr 
observes,  the  Space  Age  has  "come  to  seem  an 
historical  anomaly."  Someda 
soon,  the  author  notes,  "theri  i 
won't  be  anyone  left  who  has 
stood  on  the  moon." 

So  what  was  it  all  for?  The 
were  no  military  gains,  Smitl 
explains,  and  the  much- 
ballyhooed  economic  and 
scientific  benefits  could  have 
been  won  without  putting 
D3.CK  Oil  humans  at  such  risk.  Clearly 

project  provided  life-altering 
inspiration  for  a  generation  c 
^^^^^^^h  scientists.  But  for  Smith,  the 

primary  payoff  was  an 
unexpected  one,  something  like  the  effect  of  a  great  work  o 
art:  Apollo  gave  us  a  new  perspective  on  Earth,  "a  unique 
opportunity  to  look  at  ourselves."  Apollo  12  veteran  Alan 
Bean  says  he  was  a  different  person  when  he  returned,  hav 
realized  that  "we  have  never  seen  anything  as  beautiful  as 
what  we  see  when  we  walk  out  the  front  door."  Would  any( 
suggest  that  such  a  realization  wasn't  worth  $24  billion? 

-By  Hardy  Grr 
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Ideasviewpoint 


BYROBERTJ.BARRO 


he  Political  Power  of  the  Pew 

irch  attendance  is  a  powerful  predictor  of  voting  behavior  in  U.S. 
sidential  elections.  Exit  polls  from  the  2004  election  show  that,  among 
ers  for  the  two  main  candidates,  37%  of  those  with  zero  church 
;ndance  voted  for  George  W.  Bush,  vs.  61%  for  those  who  attended  at 
^t  weekly.  Income  also  has  explanatory  power,  but  not  as  much.  So  it  is 


tant  to  consider  religion  when  analyzing  politics, 
prthcoming  article  in  the  Quarterly  Journal  of  Economics— 
regie  Extremism:  Why  Republicans  and  Democrats 
i  on  Religious  Values,"  by  Edward  L.  Glaeser,  Giacomo 
Ponzetto,  and  Jesse  M.  Shapiro— develops  a  model  to 
in  why  religion  and  politics  are  so  intertwined.  In  the 
1,  politicians  sometimes  cater  to  extreme  positions,  such 
:  ardently  pro-life  views  of  the  Religious  Right  or  the 
>tly  pro-choice  views  of  the  secular  left.  A  successful 
d  yields  a  large  response  by  the  targeted  group  in  voter 
ut  or  campaign  contributions.  This  part  is 
htforward.  The  new  idea  is  that  a  successful  appeal  has  to 
mewhat  private.  Otherwise,  catering  to  an  extreme— say, 
fe— has  the  downside  of  encouraging  too 
i  voter  turnout  and  campaign  contributions 
the  opposite  pole— pro-choice. 


iLAESER  ET  AL.  STUDY  analyzes  which  groups 
ip  with  sizable  political  influence.  The 
3ership  cannot  be  too  small  because  then 
perceived  catering  to  the  group  loses  too 
f  votes  from  the  bulk  of  the  population 
ive  to  the  small  number  gained.  But  the 
►bership  cannot  be  too  large,  because  then 
:ted  messages  are  impossible.  The  research 
re  that  the  most  effective  groups  comprise  a 
less  than  half  the  population.  The 

ibership  also  has  to  be  cohesive  enough  to  facilitate  private 
munication.  U.S.  churches  fit  with  both  characteristics.  U.S. 
f  unions  fit  once  upon  a  time,  as  well,  but  have  since 
|me  too  small. 

he  study  applies  the  theory  internationally  by  examining 
,  monthly  attendance  at  formal  religious  services  predicts 
described  right-wing  orientation.  The  data  show  that  more 
;ious  people  are  more  likely  to  be  right-wing.  However,  the 
between  religiousness  and  political  outlook  is  weak  when 
ltries  have  very  low  or  very  high  religious  participation.  For 
mce,  whether  in  Scandinavia  and  Russia,  where  few  people 
id  church,  or  highly  religious  nations  like  the  Philippines 
Bangladesh,  an  individual's  attendance  predicts  little  about 
deal  orientation.  Instead,  religiousness  predicts  the  most 


A  new  study 

shows  how 

churchgoing 

affects 

voting 

preferences 


about  politics  in  countries  where  roughly  half  the  population 
attends  formal  religious  services  at  least  monthly— places  such 
as  the  U.S.,  Turkey,  India,  and  Argentina. 

The  study  also  looks  at  voting  patterns  in  U.S.  Presidential 
elections  from  1972  to  2000.  For  any  given  gender,  age,  race, 
and  income  level,  a  person  who  attends  church  at  least  monthly 
is  10  percentage  points  more  likely  to  vote  Republican.  But  this 
relationship  has  changed  over  time.  Because  Democratic 
candidate  Jimmy  Carter  in  1976  and  1980  was  perceived  as 
strongly  religious,  churchgoing  had  only  a  small  impact  on 
Republican  support.  The  religiousness  differential  in  favor  of 
the  GOP  peaked  in  1992  and  1996  at  17  and  14  percentage 
points,  when  Democratic  candidate  Bill  Clinton  appeared  to  be 
highly  secular  (but  still  won).  In  2000,  when  the 
evangelical  George  W.  Bush  beat  Al  Gore,  the 
effect  was  still  a  strong  12  percentage  points.  Full 
data  for  2004  are  not  yet  available,  but  the  religion 
effect  was  likely  larger  than  the  one  in  2000. 

The  impact  of  religiousness  on  U.S.  voting 
patterns  varies  by  state.  In  the  most  religious, 
such  as  Mississippi  and  the  Carolinas,  where 
over  60%  of  the  populace  attends  church 
monthly,  individual  church  attendance  predicts 
little.  As  in  highly  religious  countries,  it  isn't 
feasible  to  send  private  messages  to  these  large 
constituencies.  The  strongest  link  between 
churchgoing  and  voting  behavior  is  in  the  least 
religious  states,  such  as  Oregon  and  Alaska,  where  35%  to 
40%  of  the  population  attends  church  at  least  monthly.  In 
these  places,  churchgoers  are  numerous  enough  to  be  worth 
attention  but  not  too  plentiful  to  preclude  targeted  messages. 

One  might  have  thought  that  the  Internet's  free  flow  of 
information  would  crimp  the  ability  to  keep  messages  private. 
The  reality  is  that  evangelicals  do  not  want  to  read  Web  sites 
aimed  at  atheists,  and  vice  versa.  So,  the  political  cleavages 
based  on  religious  differences  are  likely  to  be  a  permanent 
feature  of  American  and  international  politics.  ■ 

Robert  J.  Barro  is  a  professor  of  economics  at  Harvard 
University  and  a  senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 
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What  America  Must  Do 

To  Compete  with  China  and  India 


EVER  SINCE  THE  collapse  of 
the  Soviet  Union,  Americans 
could  reasonably  dream  of  a 
world  dominated  by  a  single 
superpower:  the  U.S.  No 
longer.  The  rapid  transformation  of 
China  into  an  economic  powerhouse, 
and  the  likelihood  that  India  will  follow 
in  its  footsteps,  means  the  U.S.  must 
prepare  for  a  far  different  future,  one 

where  it  must  learn  to  share  economic  power  as  never  before. 
Such  change  won't  be  welcome  or  easy.  But  as  America's 
economic  dominance  is  challenged— China  could  surpass  the 
U.S.  as  the  world's  largest  economy  by  mid-century,  with  China 
and  India  combined  accounting  for  roughly  half  of  all  global 
output— Washington  must  craft  fresh  strategies  that  will  still 
allow  the  U.S.  to  thrive  in  this  new  tripartite  world  order. 

First,  America  must  renew  its  commitment  to  innovation, 
allowing  U.S.  companies  to  keep  creating  new  products  and 
services  that  customers  around  the  world  want.  The  U.S.  has 
long  shown  a  knack  for  producing  the  kind  of  high-margin 
manufactured  goods  (aircraft,  construction  gear),  branded 
consumer  products  (Coca-Cola,  iPods),  and  smart  intellectual 
property  (movies,  drugs)  that  are  hot  sellers  from  Boise  to 
Bangalore  to  Beijing.  But  today's  Asian  competitors  are 
quickly  acquiring  the  technical  skills  that  underlie  much  of 
American  innovation.  For  instance,  China  and  India  graduate 
a  combined  half-million  engineers  and  scientists  a  year,  vs. 
60,000  in  the  U.S.  It's  the  same  lopsided  story  in  life  sciences. 
Even  if  training  in  the  U.S.  is  better— a  debatable  point— the 
sheer  amount  of  low-cost  brainpower  that  China  and  India 
will  have  at  their  disposal  will  eventually  give  them  an  edge. 

That's  why  it's  time  for  Washington  and  the  states  to  set 
more  rigorous  standards  for  instruction  in  such  key  subject 
areas  as  science  and  math,  where  Asian  students  consistendy 
outperform.  It  will  take  years  to  see  the  payoff  there.  In  the 
interim,  the  government  needs  to  rethink  visa  changes  that, 
since  the  September  11  attacks,  have  made  it  more  difficult  for 
foreign  students  majoring  in  technology  fields  to  attend 
college  or  graduate  school  in  the  U.S.  Many  of  those  students 
go  to  work  for  American  companies  after  graduation, 
invaluably  bolstering  our  technical  competitiveness. 

But  there's  a  lot  more  than  schooling  that  needs  to  change. 
For  one,  the  U.S.  has  dominated  global  commerce  and  culture 
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for  so  long  that  few  Americans  study  any  language  other  t 
English.  Indeed,  only  about  9%  of  Americans  speak  a  sea 
language.  More  worrisome:  Although  college  enrollment 
Chinese  language  classes  has  grown  20%  in  the  last  d 
2000  census  found  that  less  than  1%  of  the  U.S.  populace  I 
Chinese.  That's  fine  today,  when  America  still  rules  the  glc 
roost  But  given  the  eastward  shift  of  design  and  manufac 
and  the  Asian  expansion  hopes  of  many  U.S.  companies,  n 
Americans  must  become  proficient  in  local  languages. 

To  be  sure,  the  ascendancy  of  China  and  India  is  not 
assured.  Both  countries  face  a  host  of  challenges  that  cou 
have  big  destabilizing  effects  on  the  global  economy  if  no 
handled  smoothly.  For  example,  if  China's  growth  slows  s 
its  unemployment  rises,  it  could  face  political  unrest  fron 
those  who  lose  their  jobs  and  the  hundreds  of  millions  of 
peasants  still  in  the  countryside.  That  would  surely  put  a 
on  foreign  investment  and  could  even  disrupt  shipments 
the  hundreds  of  foreign  manufacturers  who  now  use  it  as 
production  venue.  And  China's  fragile  banking  system,  oi 

now  starting  to  face  compel" 
from  foreign  firms,  could  sti 
implode  and  roil  world  mar 
Meanwhile,  India's  public 
finances  are  a  mess— budgei 
deficits  at  the  federal  and  stf 
level  are  near  10%  of  gross 
domestic  product— and  its 
historical  rivalry  with 
neighboring  Pakistan  could  I 
escalate  into  a  military  confii 
that  could  stall  growth. 
^^^mm^^^  But  counting  on  China  an< 

India  to  falter  is  foolhardy. 
Beijing  has  proven  surprisingly  adept  at  managing  its 
economy,  tripling  per  capita  income  in  a  generation  and 
attracting  tens  of  billions  annually  in  foreign  investment 
Likewise,  India  is  putting  in  place  the  infrastructure  upgrac| 
and  reduced  bureaucracy  to  shift  it  from  a  services-outsoun 
specialist  into  a  broad-based  manufacturer  in  the  China  mo 
That's  why  the  emergence  of  China  and  India  as  econor 
giants  should  be  a  wake-up  call  for  America— and  the  rest 
the  developed  world,  for  that  matter.  The  "Chindia"  regior 
mix  of  cheap  skilled  labor,  capital-friendly  governments,  a 
huge  domestic  markets  is  simply  too  potent  to  be  dismisse 
So  the  U.S.  must  continue  vigorously  engaging  India  and 
China  as  trading  partners  who  just  may  fuel  its  future  gro\ 
along  with  their  own.  Otherwise,  America  risks  becoming 
next  Old  Europe:  desperately  trying  to  slow  the  march  of 
global  progress  in  a  vain  effort  to  retain  past  glories. 
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